











the year ended December 31, 2010 as the results of operations of the former Harbor Point companies are included
in our financial results for the period from May 12, 2010 to December 31, 2010 and are not reflected in our
financial results for the prior year. This also had a favorable impact on our combined ratio for the year as there
were few significant property catastrophe losses affecting the Harbor Point portfolio of contracts during the
period from May 12, 2010 to December 31, 2010.

Our combined ratio decreased in the year ended December 31, 2010 primarily as a result of the addition of
the Harbor Point portfolio of contracts to our business mix. Losses incurred from the New Zealand earthquake,
Deepwater Horizon oil spill, Chilean earthquake, European windstorm Xynthia, Australian hailstorms and
Australian floods during the year were within our risk tolerances. The property catastrophe and significant
per-risk losses experienced during the year ended December 31, 2010 represented less than 1.9% of our
shareholders’ equity as of December 31, 2010. Given the multi-billion dollar estimated industry losses from these
combined events, we believe these results demonstrate the effectiveness of our conservative underwriting
strategy and our product line and geographic diversification.

We continued to actively manage our capital during the year. We spent $207.8 million to repurchase
10.3 million shares during the year at an average price of $20.19 per share, a 22.3% discount to our
December 31, 2010 diluted book value per share. As long as the market price of our shares trades below book
value per share, we expect to continue to consider share repurchases as an effective tool to manage capital in a
soft cycle and to increase book value per share for our shareholders.

We also took advantage of favorable market conditions in 2010 to issue $350.0 million of long-term debt
due in 2020 at a fixed rate of interest of 6.25%, which replaced our variable rate $200.0 million revolving short-
term borrowing and provided funds for general corporate purposes. Over the long term, we believe the issuance
of these notes and reduction of short-term borrowing will be accretive to our return on shareholders’ equity by
lowering our weighted average cost of capital and will provide us greater capital flexibility.

During the year ended December 31, 2010, our return on average shareholders’ equity and our net operating
return on average shareholders’ equity decreased compared to the prior year primarily due the combination of
lower returns on our investments, in particular in our hedge fund portfolio, and the increased shareholders’ equity
resulting from the Amalgamation. Following the Amalgamation we had capital in excess of the amount we
consider to be necessary to execute our business plan. This excess capital decreased our return on average
shareholders’ equity for the period after the Amalgamation. Since closing of the Amalgamation, we have reduced
our excess capital through dividends and share repurchases.

In prior years, we targeted a long-term net operating return on average shareholders’ equity of the 15% over
the cycle. Commencing in 2011, we will target a long-term net operating return on average shareholders’ equity
of the risk free rate plus 10% over the cycle, which we believe more accurately reflects current investment yields.

The markets in which we operate historically have been cyclical. During periods of excess underwriting
capacity, competition can result in lower pricing and less favorable policy terms. During periods of reduced
underwriting capacity, pricing and policy terms are generally more favorable for insurers and reinsurers. We are
currently in a period of excess underwriting capacity with soft pricing and deteriorating policy terms. As a result,
our premium volumes in most of our lines of business (after adjusting for the Harbor Point premiums that are
included in 2010’s results of operations but are not included in 2009’s results of operations) have decreased. In
addition, we are operating in a low interest rate environment, which has decreased our investment income. Both
of these factors generally result in lower net operating income, return on average shareholders’ equity and net
operating return on average shareholders’ equity. There are no indications that the pricing or investment
environment in 2011 will be substantially different than 2010.

To meet these challenges, we intend to maintain our underwriting discipline while actively managing our
expenses. As a result, our gross written premiums for the year ending December 31, 2011 will likely decrease
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relative to the year ended December 31, 2010, on a pro forma basis. In 2011, we intend to emphasize our short-
tail lines of business more than our long-tail casualty lines of business, and we expect that our new business
initiatives will be weighted more to insurance instead of reinsurance.

Within our life and annuity reinsurance segment, we have not been able to identify many meaningful
opportunities to write new life and annuity reinsurance contracts where we can earn an attractive investment
spread. As a result, we have determined not to write any new life and annuity reinsurance contracts in the
foreseeable future.

Drivers of Profitability
Revenues

We derive operating revenues from premiums from our insurance and reinsurance businesses. Additionally,
we recognize returns from our investment portfolios.

Insurance and reinsurance premiums are a function of the amount and type of contracts written as well as
prevailing market prices. Property and casualty premiums are earned over the terms of the underlying coverage.
Life and annuity reinsurance premiums are generally earned when the premium is due from policyholders. Each
of our insurance and reinsurance contracts contain different pricing, terms and conditions and expected profit
margins. Therefore, the amount of premiums is not necessarily an accurate indicator of our anticipated
profitability. Premium estimates are based upon information in underlying contracts, data received from clients
and from premium audits. Changes in premium estimates are expected and may result in significant adjustments
in any period. These estimates change over time as additional information regarding the underlying business
volume of our clients is obtained. There is often a delay in the receipt of updated premium information from
clients due to the time lag in preparing and reporting the data to us. After review by our underwriters and finance
staff, we increase or decrease premium estimates as updated information from our clients is received.

Our net investment income is a function of the average invested assets and the average yield that we earn on
those invested assets. The investment yield on our fixed maturities investments is a function of market interest
rates as well as the credit quality and maturity of our fixed maturities portfolio. Our net realized and unrealized
gains or losses on investments includes realized capital gains or losses on our fixed maturity securities and
changes in fair value of our trading securities and other investments. We recognize the realized capital gains or
losses at the time of sale, and they, along with the change in fair value of our trading securities, reflect the results
of changing market values and conditions, including changes in market interest rates and changes in the market’s
perception of the credit quality of our fixed maturities holdings. The change in fair value of other investments is a
function of the success of the funds in which we are invested, which depends on, among other things, the
underlying strategies of the funds, the ability of the fund managers to execute the fund strategies, general
economic and investment market conditions.

Expenses

Our principal expenses are losses and benefits, acquisition costs, interest expense and general and
administrative expenses. Losses and benefits are based on the amount and type of insurance and reinsurance
contracts written by us during the current reporting period and information received during the current reporting
period from clients pertaining to contracts written in prior years. We record losses and benefits based on actuarial
estimates of the expected losses and benefits to be incurred on each contract written. The ultimate losses and
benefits depend on the actual costs to settle these liabilities. We increase or decrease losses and benefits estimates
as actual claim reports are received. Our ability to make reasonable estimates of losses and benefits at the time of
pricing our contracts is a critical factor in determining profitability.

Acquisition costs consist principally of ceding commissions paid to ceding clients and brokerage expenses.
These typically represent a negotiated percentage of the premiums on insurance and reinsurance contracts
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written. Acquisition costs are stated net of ceding commissions associated with premiums ceded to our quota
share partners on our insurance and reinsurance business. These ceding commissions are designed to compensate
us for the costs of producing the portfolio of risks ceded to our reinsurers. We defer and amortize these costs over
the period in which the related premiums are earned.

Interest expense principally reflects interest on any bank loans and interest on our senior notes. Interest
expense also includes the net interest charge on funds withheld from reinsurers under reinsurance and
retrocessional contracts. Interest expense on funds withheld from other reinsurers under reinsurance and
retrocessional contracts will vary principally due to changes in the balance of funds withheld. In addition, interest
expense also includes interest on deposit contracts.

General and administrative expenses are principally employee salaries, bonuses and related personnel costs,
office rent, amortization of leasehold improvements, information technology expenditure and other operating
costs. These costs generally do not vary with the amount of premiums written.

Critical Accounting Policies

Our consolidated financial statements are prepared in accordance with U.S. GAAP, which require
management to make estimates and assumptions. We believe that the following accounting policies affect the
more significant judgments and estimates used in the preparation of our consolidated financial statements.

Reserve for property and casualty losses and life and annuity reinsurance benefit reserves

The liability for property and casualty losses is the largest and most complex estimate in our consolidated
balance sheet. The liability for losses, including loss adjustment expenses, represents estimates of the ultimate
cost of all losses incurred but not paid as of the balance sheet date. In estimating reserves we utilize a variety of
standard actuarial methods. Although these actuarial methods have been developed over time, assumptions about
anticipated size of loss and loss emergence patterns are subject to fluctuations. Newly reported loss information
from clients or insured is the principal contributor to changes in our loss reserve estimates. These estimates,
which generally involve actuarial projections, are based upon an assessment of known facts and circumstances,
as well as estimates of future trends in claims severity and frequency and judicial theories of liability factors,
including the actions of third parties, which are beyond our control.

We rely on data reported by clients when calculating reserves. The quality of the data varies from client to
client. On a periodic basis the clients’ loss data is analyzed by our actuarial and claims management teams to
ascertain its quality and credibility. This process may involve comparisons with submission data and industry
loss data, claims audits and inquiries about the methods of establishing case reserves associated with large
industry events.

When determining reserves we also consider historical data, industry loss trends, legal developments,
changes in social attitudes and economic conditions, including the effects of inflation.

We believe that the provision for outstanding losses and benefits will be adequate to cover the ultimate net
cost of losses incurred to the balance sheet date, but the provision is necessarily an estimate and could potentially
be settled for a significantly greater or lesser amount. These estimates are reviewed regularly and any
adjustments to the estimates are recorded in the period they are determined.

Consistent with industry practice, in estimating reserves we utilize a variety of standard actuarial methods
together with management judgment. The loss reserve selection from these methods is based on the loss
development characteristics of the specific line of business and contracts, which take into consideration coverage
terms, type of business, maturity of loss data, reported claims and paid claims. We do not necessarily utilize the
same actuarial method or group of actuarial methods for all contracts within a line of business or segment as
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variations between contracts result in a number of different methods or groups of methods being appropriate.
These actuarial methods have been designed to address the lag in loss reporting in the insurance industry as well
as the delay in obtaining information that would allow us to more accurately estimate future payments. There is
often a time lag between reinsurance clients establishing case reserves and re-estimating their reserves, and
notifying us of the new or revised case reserves. Reporting lag is more pronounced in our reinsurance contracts
than in our insurance contracts due to the reliance on insurers to report their claims to us. Casualty business
generally has a longer reporting lag and payment pattern than property business. On casualty reinsurance
transactions the reporting lag will generally be 60 to 90 days after the end of a reporting period, but can be longer
than this in some cases. Based on the experience of our actuaries and management we select loss development
factors and trending techniques to mitigate the problems caused by reporting lags. We regularly evaluate and
update our loss development and trending factor selections using client specific and industry data. The principal
actuarial methods we use to perform our quarterly loss reserve analysis may include one or more of the following
methods:

Initial Expected Loss Ratio Method. To estimate ultimate losses under the expected loss ratio method, we
multiply earned premiums by an expected loss ratio. The expected loss ratio is selected utilizing industry data,
historical client data, frequency-severity and rate level forecasts and professional judgment.

Paid Loss Development Method. This method estimates ultimate losses by calculating past paid loss
development factors and applying them to exposure periods with further expected paid loss development. The
paid loss development method assumes that losses are paid at a rate consistent with the historical rate of
payment. It provides an objective test of reported loss projections because paid losses contain no reserve
estimates. For many coverages, claim payments are made slowly and it may take many years for claims to be
fully reported and settled.

Reported Loss Development Method. This method estimates ultimate losses by using past reported loss
development factors and applying them to exposure periods with further expected reported loss development.
Since reported losses include payments and case reserves, changes in both of these amounts are incorporated in
this method. This approach provides a larger volume of data to estimate ultimate losses than paid loss methods.
Thus, reported loss patterns may be less varied than paid loss patterns, especially for coverages that have
historically been paid out over a long period of time but for which claims are reported relatively early and case
loss reserve estimates established.

Bornhuetter-Ferguson Paid Loss Method. The Bornhuetter-Ferguson paid loss method is a combination of
the paid loss development method and the expected loss ratio method. The amount of losses yet to be paid is
based upon the expected loss ratios. This method avoids some of the distortions that could result from a large
development factor being applied to a small base of paid losses to calculate ultimate losses. This method will
react slowly if actual paid loss experience develops differently than historical paid loss experience because of
major changes in rate levels, retentions or deductibles, the forms and conditions of coverage, the types of risks
covered or a variety of other factors.

Bornhuetter-Ferguson Reported Loss Method. The Bornhuetter-Ferguson reported loss method is similar to
the Bornhuetter-Ferguson paid loss method with the exception that it uses reported losses and reported loss
development factors.

Frequency-Severity Method. This method is based on assumptions about the number of claims that will

impact a transaction and the average ultimate size of those claims. On excess of loss contracts, reported claims in
lower layers provide insight to the expected number of claims that will likely impact the upper layers.
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The selection of appropriate actuarial methods to establish reserves may change over time as the underlying
loss information becomes more seasoned. Additional discussion of the reserving practices by business segment is
included below.

For the purposes of this discussion we consider the losses for the following lines of business to be included
within property losses; agriculture, aviation, marine & energy, property and other. We consider losses for the
accident & health, auto, credit, excess liability, financial institutions, general casualty, international casualty,
medical malpractice, professional liability, surety and whole account lines of business to be classified as casualty
losses.

Property and casualty losses, net of related reinsurance recoverables, are charged to income as incurred.
Unpaid losses (including loss adjustment expenses) represent the accumulation of:

» case reserves, which are reserves established for individual claims (and as reported by our cedants in
the case of reinsurance);

* incurred but not reported reserves (which we refer to as IBNR), which include reserves for the
following:

e pure incurred but not reported claims; and

e future development on known claims.

The table below shows our reserves as of December 31, 2010 by these components and by segment.

Alterra at
Insurance Reinsurance U.S. specialty Lloyd’s Life and annuity
(In millions of U.S. Dollars)
Case reserves $ 349.6 $ 6472 $ 66.0 $114.0 $1,275.6
IBNR 956.8 1,393.8 195.3 183.4 —
Total $1,306.4 $2,041.0 $261.3 $297.4 $1,275.6

Our reserving methodologies use a loss reserving model that calculates a point estimate for our ultimate
losses. Although we believe that our assumptions and methodologies are reasonable, we cannot be certain that
our ultimate payments will not vary, potentially materially, from the estimates we have made. If we determine
that adjustments to an earlier estimate are appropriate then those adjustments are reflected in our net income
during the period in which we determine these adjustments. The establishment of new reserves or the adjustment
of reserves for reported claims could result in significant upward or downward changes to our financial condition
or results of operations in any particular period. We regularly review and update these estimates using the most
current information available to us.

Development of our prior period incurred losses for each of the three years ended December 31, 2010 is
reported in Note 7— “Property and casualty losses and loss adjustment expenses” to our consolidated financial
statements. Our development of prior period loss reserves has been less than 6.0% in each of the three years
ending December 31, 2010 and an average of 3.9% over the past nine years. Based on this experience, we
currently believe that it is reasonably likely that loss reserves could change 4.0% from currently reported
amounts. This change could be higher or lower depending on our client reported data and potential future
commutation of reserves. As of December 31, 2010, a 4.0% change in loss reserves would impact our net income
and shareholders’ equity by $156.2 million. Depending on whether the reasonably likely adjustments to loss
reserves are on contracts ceded to one of our various reinsurance arrangements, there may also be a partially
offsetting change in the losses recoverable, net income and shareholders’ equity.

Insurance loss reserve process

Our casualty insurance loss reserves include case reserves, an amount for IBNR reserves and loss
adjustment expenses. The reserves are compiled on a portfolio basis and are estimated on an undiscounted basis.
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The majority of our insurance reserves are related to casualty business. Casualty losses are long-tailed, which
means that there can be a significant delay between the occurrence of a loss and the time it is settled by the
insurer. Casualty losses are also more susceptible to litigation and can be significantly affected by changing
contract interpretations and a changing legal environment. Due to the long claim-tail nature of casualty business,
a high degree of judgment is involved in establishing loss reserves.

Our property insurance loss reserves are compiled on a portfolio basis and are computed on an undiscounted
basis. These reserves are adjusted for losses reported by our clients and for our estimate of losses resulting from
catastrophe events. The reserves for catastrophe events are based on a detailed, location-specific analysis of our
clients’ properties impacted by the events.

As part of our analysis of insurance loss reserves we review loss reports received from our clients to confirm
that submitted claims are covered under the contract terms and take into account industry loss activity and
industry loss trends. We also consider historical data, legal developments, changes in social attitudes and
economic conditions, including the effects of inflation. As additional data becomes available and is reviewed, we
may revise our insurance reserve estimates to reflect this additional data. This may result in increases or
decreases to reserves for insured events of prior years. These adjustments are recorded in the period they are
determined.

We establish and review our insurance loss reserves on a quarterly basis. The process for adjusting our
insurance loss reserves is based upon loss reports received from clients, which are input into actuarial models.
Along with management judgment, we use a variety of actuarial techniques and methods in estimating our
ultimate liability for property and casualty insurance losses and loss expenses. As noted above, these methods
include paid loss development, reported loss development, paid and reported Bornhuetter-Ferguson methods, and
frequency-severity methods. This actuarial data is analyzed by product, type of risk, coverage and accident or
policy year. Industry loss experience is also used to supplement our own data in selecting long term trend and
development factors and in areas where our own data or the insureds’ data is limited. The table below shows our
insurance reserves as of December 31, 2010 and 2009 by casualty and property components.

December 31, December 31,
In millions of U.S. Dollars 2010 2009
Casualty $1,165.2 $1,108.8
Property 141.2 131.2
Total $1,306.4 $1,240.0

Reinsurance loss reserve process

Our reinsurance loss reserves include case reserves, amounts for IBNR reserves and loss adjustment
expenses. The reserves are compiled on a contract-by-contract basis and are estimated on an undiscounted basis.
The majority of our reinsurance reserves are related to casualty business. Casualty claims are long tailed, which
means that there can be a significant delay between the occurrence of a loss and the time it is settled by the
insurer we reinsure. Casualty losses are also more susceptible to litigation and can be significantly affected by
changing contract interpretations and a changing legal environment. Due to the long claim-tail nature of casualty
business, a high degree of judgment is involved in establishing loss reserves.

Our property reinsurance loss reserves are established on a contract-by-contract basis based on expected loss
ratios, losses reported by clients and our assessment of potential losses from catastrophe events. After a
catastrophe event our initial estimate is based upon a combination of internal and external catastrophe models,
and client- and location-specific assessments and reports, when and as available. Loss estimates are subsequently
refined based on broker advices and client notifications.

We establish and review our reinsurance loss reserves on a quarterly basis. The process for establishing our
reinsurance loss reserves is based upon actuarial analysis of exposure loss data provided by clients. Along with
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management judgment, we use a variety of actuarial techniques and methods in estimating our ultimate liability
for reinsurance losses and loss expenses. These methods include expected loss ratio, paid loss development,
reported loss development, paid and reported Bornhuetter-Ferguson methods and frequency-severity methods.
This actuarial data is analyzed by product, type of risk, coverage and accident or policy year, as appropriate.
Industry loss experience is also used to supplement our own data in selecting development factors in areas where
our own data or the clients’ data is limited.

With respect to our reinsurance products, we rely on loss data reported by our clients when estimating our
reserves. The quality of the loss data varies from client to client. The clients’ loss data is analyzed on a periodic
basis by our actuarial and claims management teams to ascertain its quality and credibility. This process may
involve comparisons with submission data and industry loss data, claim audits and inquiries about the methods of
establishing case reserves or reserves associated with large industry events. There is often a time lag between our
clients establishing case reserves and re-estimating their reserves, and notifying us of the new or revised case
reserves. On casualty reinsurance transactions, the reporting lag will generally be 60 to 90 days after the end of a
reporting period, but can be longer in some cases. Appropriate selection of loss development factors is used to
mitigate these issues. We utilize the latest information received from our clients and work to ensure that the loss
data is current. However, due to the varying quality of data from our reinsureds and the inherent reporting delays,
our reinsurance reserves will have more uncertainty than our insurance reserves, where we receive loss
information directly from our insureds.

When determining reserves, we also consider additional historical data, industry loss trends, legal
developments, changes in social attitudes and economic conditions, including the effects of inflation. Rapidly
changing economic conditions will increase the inherent uncertainty of the reserve estimates. As additional data
becomes available and is reviewed, we revise our reinsurance reserve estimates to reflect this additional data,
which may result in increases or decreases to reserves for insured events of prior years. These adjustments are
recorded in the period they are determined. The table below shows our reinsurance reserves as of December 31,
2010 and 2009 by casualty and property components.

December 31, December 31,

In millions of U.S. Dollars 2010 2009

Casualty $1,697.6 $1,237.5
Property 343.4 233.2
Total $2,041.0 $1,470.7

U.S. specialty loss reserve process

Our U.S. specialty property and casualty loss reserves, which include case reserves, amounts for IBNR
reserves and loss adjustment expenses, are compiled on a portfolio basis and are computed on an undiscounted
basis.

We determine our IBNR reserves by first projecting the ultimate expected losses by product within each line
of business. We then subtract paid losses and case reserves from the ultimate loss reserves. The remainder is our
incurred but not reported reserves. The level of IBNR reserves in relation to total reserves depends upon the
characteristics of the line of business, particularly with respect to the speed that losses are reported and
outstanding loss reserves are adjusted. Lines for which losses are reported quickly will have a lower percentage
of IBNR reserves than lines for which losses are reported more slowly and lines for which reserve volatility is
low will have a lower percentage of IBNR reserves than higher volatility lines.
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The case reserves related to our U.S. specialty business are initially set by our claims personnel or
independent claims adjusters we retain. The case reserves are subject to our review, with a goal of setting them at
the ultimate expected loss amount as soon as possible when the information becomes available.

We establish and review our U.S. specialty IBNR loss and loss expense reserves on a quarterly basis. We
use a variety of actuarial techniques and methods in estimating our ultimate liability for excess and surplus lines
insurance losses and loss expenses, together with management judgment. These methods include paid loss
development, reported loss development, and paid and reported Bornhuetter-Ferguson methods. Industry loss
experience is also used to supplement our own data in selecting loss reporting and payment patterns and expected
loss ratios. The table below shows our U.S. specialty reserves as of December 31, 2010 and 2009 by casualty and
property components.

December 31, December 31,
In millions of U.S. Dollars 2010 2009
Casualty $165.4 $117.9
Property 95.9 71.2
Total $261.3 $189.1

Alterra at Lloyd’s loss reserve process

Our Alterra at Lloyd’s property and casualty reinsurance loss reserves include case reserves, amounts for
IBNR reserves and loss adjustment expenses. The reserves are compiled on a portfolio basis and are computed on
an undiscounted basis. The majority of the reinsurance business written by the Syndicates is property business.
These reserves are adjusted for losses reported by our clients and for our estimate of losses resulting from
catastrophe events based on a detailed, location-specific analysis of our clients’ properties impacted by the
events.

Casualty claims are long tailed, which means that there can be a significant delay between the occurrence of
a loss and the time it is settled. Casualty losses are more susceptible to litigation and can be significantly affected
by changing contract interpretations and a changing legal environment. Due to the long claim-tail nature of
casualty business, a high degree of judgment is involved in establishing loss reserves.

We establish and review our Alterra at Lloyd’s reserves on a quarterly basis. The process for adjusting the
loss reserves is based upon loss reports received from clients, which are input into actuarial models. A variety of
actuarial techniques and methods are used in estimating our ultimate liability for property and casualty insurance
and reinsurance losses and loss expenses, together with management judgment. As noted above, these methods
include paid loss development, incurred loss development, paid and incurred Bornhuetter-Ferguson methods and
frequency-severity methods. This actuarial data is analyzed by sub-line of business and underwriting year.
Industry loss experience is also used to supplement our own data in selecting long term trend and development
factors and in areas where our own data or the insureds’ data is limited.

In connection with our ongoing analysis of our Alterra at Lloyd’s loss reserves, we review loss reports
received from our clients to confirm that submitted claims are covered under the contract terms and take into
account industry loss activity and industry loss trends. We also consider historical data, legal developments,
changes in social attitudes and economic conditions, including the effects of inflation. As additional data
becomes available and is reviewed, we may revise our Alterra at Lloyd’s reserve estimates to reflect this
additional data, which may result in increases or decreases to reserves for insured events of prior years. These
adjustments are recorded in the period they are determined.
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The table below shows our Alterra at Lloyd’s loss reserves as of December 31, 2010 and 2009 by casualty
and property components.

December 31, December 31,

In millions of U.S. Dollars 2010 2009

Casualty $209.3 $218.7
Property 88.1 59.6
Total $297.4 $278.3

Disputes

In connection with our ongoing analysis of our insurance, reinsurance, U.S. specialty, and Alterra at Lloyd’s loss
reserves, we review loss notifications and reports received from our clients to confirm that submitted claims are
covered under the contract terms. Disputes with clients arise in the ordinary course of business due to coverage issues
such as classes of business covered and interpretation of contract wording. We typically resolve any disputes through
negotiations that could vary from a simple exchange of email correspondence to arbitration with a panel of experts.
Our contracts generally provide for dispute resolution through arbitration. We are not currently involved in any
coverage disputes that we believe would, individually or in the aggregate, be material to us.

Property and casualty loss reserve development

The following table presents the development of balance sheet property and casualty loss reserves calculated
in accordance with U.S. GAAP, as of December 31, 2001 through December 31, 2010. This table does not
present accident or policy year development data. The top line of the table shows the gross reserves at the
balance sheet date for each of the indicated years and is reconciled to the net reserve by adjusting for reinsurance
recoverables. This represents the estimated amount of net claims and claim expenses arising in the current year
and all prior years that are unpaid at the balance sheet date, including IBNR reserves. The table also shows the
re-estimated amount of the previously recorded reserves as adjusted for new information received as of the end
of each succeeding year. The estimate changes as more information becomes known about the frequency and
severity of claims for individual years. The “net cumulative redundancy (deficiency)” represents the aggregate
change to date from the original estimate on the third line of the table “reserve for property and casualty losses,
originally stated, net of reinsurance.” The “gross cumulative redundancy (deficiency)” represents the aggregate
change to date from the original gross estimate on the top line of the table. The table also shows the cumulative
net paid amounts as of successive years with respect to the net reserve liability.

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
1) (€Y} C)) (5)(6) (7)
Gross reserve
for property
and casualty
losses $456,377 $617,404 $991,687 $1,455,099 $2,006,032 $2,335,109 $2,333,877 $2,938,171 $3,178,094 $3,906,134
Reinsurance

recoverable (51,838) (80,407) (163,348) (293,512)  (409,229) (496,173) (537,864) (810,113) (964,818)  (921,032)(2)
Reserve for

property and

casualty

losses

originally

stated, net of

reinsurance 404,539 536,997 828,339 1,161,587 1,596,803 1,838,936 1,796,013 2,128,058 2,213,276 2,985,102
Cumulative net

paid losses

1 year later 136,734 106,076 119,269 217,637 169,008 361,702 184,223 368,539 574,725
2 years later 202,134 165,539 257,182 321,533 501,837 504,462 385,859 828,767 —
3 years later 242,681 244,578 333,238 545,653 608,195 658,719 772,828 — —
4 years later 285,166 309,183 502,167 611,463 731,446 1,015,269 — — —
5 years later 326,529 420,454 553,107 693,893 1,069,689 — — — —
6 years later 359,823 458,930 597,605 980,718 — — — — —
7 years later 380,898 484,443 807,621 — — — — — —
8 years later 405,541 577,227 — — — — — — —
9 years later 421,480 — — — — — — — —
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2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
1 (€Y} 3) @3 (6)

Reserves re-estimated as of
1 year later 442,101 554,795 826,799 1,296,558 1,585,834 1,774,591 1,689,054 2,040,403 2,102,672
2 years later 439,490 563,469 975441 1,277,712 1,533,584 1,679,434 1,628,832 1,986,002
3 years later 444348 666,781 977,590 1,229,303 1,475,583 1,628,019 1,573,336 —
4 years later 496,631 676,365 945,186 1,205,584 1,433,523 1,563,724 — —
5 years later 497,449 655,532 932,423 1,184,617 1,380,775 — — —
6 years later 482,046 652,881 924,962 1,158,483 — — — —
7 years later 481,846 653,148 916,677 — — — — —
8 years later 481,899 641,828 — — — — — —
9 years later 475,376
Net cumulative redundancy

(deficiency) (70,837)(104,831) (88,338) 3,104 216,028 275,212 222,677 142,056 110,604(3)
Gross cumulative redundancy

(deficiency) (78,867) (123,961) (103,197) 18,829 275,014 328,708 272,496 185,375 156,760

6]

Adjusted for reclassification of a contract to a deposit liability.

@

The difference between the reinsurance recoverable included above and that reflected in the reconciliation of losses and loss adjustment

expenses in Note 7 to the consolidated financial statements of $294 relates to the remaining net deferred charge on retroactive
reinsurance.

3
)
(&)

6

2008.

Gross and net reserve for property and casualty losses includes, for the first time, Alterra E&S, which we acquired in April 2007.
Gross and net reserve for property and casualty losses includes, for the first time, Alterra America, which we acquired in June 2008.
Gross and net reserve for property and casualty losses includes, for the first time, Alterra Capital UK, which we acquired in November

Gross and net reserve for property and casualty losses includes, for the first time, Harbor Point, which we acquired in May 2010.

During 2010, our re-estimated balance sheet reserves for 2001 and each subsequent balance sheet decreased
as a result of net favorable development on a large number of contracts from varied underwriting years and lines
of business. The more significant development included:

Net favorable development for the insurance segment of $45.2 million; $22.1 million of which was
recognized on professional liability and $8.3 million on general casualty lines of business, primarily on
the 2006 and prior years, and $14.8 million on the short tail property and aviation lines of business
from the 2009 and 2008 years;

Net favorable development for the reinsurance segment of $44.6 million, excluding the development
associated with changes in reinsurance premium estimates described below. We recorded net favorable
development on long tail lines of business, including $16.8 million from general casualty primarily on
2002-2009 years, $15.9 million on workers compensation primarily on 2005 and prior years, and $10.7
million on whole account primarily on 2005 and 2006 years, offset by unfavorable development of
$12.2 million on professional liability primarily on 2007-2009 years. We recorded net favorable
development on short tail lines of business primarily on the 2009 and prior years, including $24.9
million on property, offset by unfavorable development of $9.5 million on the marine and energy lines
of business;

Net favorable development for our Alterra at Lloyd’s segment of $14.9 million, principally recognized
on the property and financial institutions line of business;

Net favorable development for our U.S. Specialty segment of $0.9 million, including $3.1 million of
net favorable development on the property line of business offset by net unfavorable development of
$2.0 million on our marine line of business;

Favorable development of $7.8 million arising from reductions in reinsurance premium estimates.
Changes in premium estimates occur on prior year contracts each year as we receive additional
information on the underlying exposures insured and the associated loss is recorded, at the original loss
ratio, concurrently with the premium adjustment. The favorable development was offset by a decrease
in earned premium net of acquisition costs of $8.5 million; and
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* Unfavorable development of $2.8 million arising from increases in premium estimates in our insurance
segment.

Our balance sheet reserves for 2001 and each subsequent balance sheet date through 2004 in the above
tables shows the effects of the development on two specific contracts recorded in 2005. The development on
these two contracts in the years subsequent to 2004 has not been significant. The first contract increased 2001
reserves by $50.2 million, with the recording of such increased losses triggering additional premiums and interest
on additional premiums of $49.3 million, which are not reflected in the table above. The second contract
increased 2002 reserves by $49.6 million, 2003 reserves by $64.8 million and 2004 reserves by $15.3 million, for
a total increase of $129.7 million. The adverse development triggered additional premiums and interest on such
additional premiums of $105.3 million, which are not reflected in the table above.

Changes in loss estimates principally arise from changes in underlying reported, incurred and paid claims
data on contracts. Other assumptions used in our process, such as inflation, change infrequently in the reserving
process and we do not perform a sensitivity analysis of changes in these assumptions. Given the variety of
assumptions and judgments involved in establishing reserves for losses and benefits we have not designed and
maintained a system to capture and quantify the financial impact of changes in each of our underlying individual
assumptions and judgments.

For additional information on our reserves, including a reconciliation of losses and loss adjustment expense
reserves for the years ended December 31, 2010, 2009 and 2008 refer to Note 7 of our audited consolidated
financial statements included herein.

Life and annuity reinsurance benefit reserve process

Our life and annuity reinsurance benefit and claim reserves are compiled by our life and annuity actuaries
on a contract-by-contract basis and are computed on a discounted basis using standard actuarial techniques and
cash flow models. We establish and review our life and annuity reinsurance reserves regularly based upon cash
flow projection models utilizing data provided by clients and actuarial models. We establish and maintain our life
and annuity reinsurance reserves at a level that we estimate will, when taken together with future premium
payments and investment income expected to be earned on associated premiums, be sufficient to support all
future cash flow benefit and third party servicing obligations as they become payable.

Since the development of our life and annuity reinsurance reserves is based upon cash flow projection models,
we make estimates and assumptions based on cedant experience and industry mortality tables, longevity, expense
and investment experience, including a provision for adverse deviation. The assumptions used to determine policy
benefit reserves are best estimate assumptions that are determined at the inception of the contracts and are locked-in
throughout the life of the contract unless a premium deficiency develops. We establish these estimates based upon
transaction specific historical experience, information provided by the ceding company and industry experience
studies. Actual results could differ materially from these estimates. As the experience on the contracts emerges, the
assumptions are reviewed by management. We determine whether actual and anticipated experience indicates that
existing policy reserves, together with the present value of future gross premiums, are sufficient to cover the present
value of future benefits, settlement and maintenance costs and to recover unamortized acquisition costs. If such a
review produces reserves in excess of those currently held then the lock-in assumptions are revised and an
additional life and annuity benefit reserve is recognized at that time.

There have been no material reserve adjustments to our life and annuity reinsurance benefit reserves during the
years ended December 31, 2010, 2009 and 2008.

The assumptions used to determine claim reserves are best estimate assumptions and are reviewed no less than
annually. The assumptions are un-locked if they result in a material reserve change. We establish these assumptions
based upon transaction specific historical experience, information provided by the ceding company and industry
experience studies. Actual results could differ materially from these estimates.
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Because of the many assumptions and estimates used in establishing reserves and the long-term nature of
reinsurance contracts, the reserving process, while based on actuarial science, is inherently uncertain.

Valuation of Investments

We invest in a trading portfolio of fixed maturities securities, an available for sale portfolio of fixed
maturities securities and a held to maturity portfolio of fixed maturities securities. We record the trading and
available for sale portfolios at fair value on our balance sheet. For our trading portfolio, the unrealized gain or
loss associated with the difference between the fair value and the amortized cost of the investments is recorded in
net income. For our available for sale portfolio, the unrealized gain or loss (absent credit losses) is recorded in
other comprehensive income in the shareholders’ equity section of our consolidated balance sheet.

In an effort to match the expected cash flow requirements of our long term liabilities, we invest a portion of our
fixed maturity investments in long duration securities. Because we intend to hold a number of these long duration
securities to maturity, we classify those securities as held to maturity in our consolidated balance sheet. This held to
maturity portfolio is recorded at amortized cost. As a result, we do not record changes in the fair value of this
portfolio, which should reduce the impact on shareholders’ equity of fluctuations in fair value of those investments.

We measure fair value in accordance with ASC 820, Fair Value Measurements. The guidance dictates a
framework for measuring fair value and a fair value hierarchy based on the quality of inputs 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 measurements) and the lowest priority to unobservable inputs (Level 3 measurements). The three
levels of the fair value hierarchy are described below:

Level 1—Quoted prices for identical instruments in active markets.

Level 2—Quoted prices for similar instruments in active markets; quoted prices for identical or similar
instruments in markets that are not active; and model-derived valuations in which all significant inputs and
significant value drivers are observable in active markets.

Level 3—Model derived valuations in which one or more significant inputs or significant value drivers are
unobservable.

When the inputs used to measure fair value fall within different levels of the hierarchy, the level within
which the fair value measurement is categorized is based on the lowest level input that is significant to the fair
value measurement in its entirety. Thus, a Level 3 fair value measurement may include inputs that are observable
(Level 1 and 2) and unobservable (Level 3).

The use of valuation techniques may require a significant amount of judgment. During periods of market
disruption, including periods of rapidly widening credit spreads or illiquidity, it may be difficult to value certain
of our securities if trading becomes less frequent or market data becomes less observable.

Fixed Maturities

Fixed maturities are subject to fluctuations in fair value due to changes in interest rates, changes in issuer
specific circumstances such as credit rating and changes in industry specific circumstances such as movements in
credit spreads based on the market’s perception of industry risks. As a result of these potential fluctuations, it is
possible to have significant unrealized gains or losses on a security. Our strategy for our fixed maturities
portfolio is to tailor the maturities of the portfolio to the timing of expected loss and benefit payments. At
maturity, absent any credit loss, fixed maturities” amortized cost will equal their fair value and no realized gain or
loss will be recognized in income. If, due to an unforeseen change in loss payment patterns, we need to sell any
available for sale investments before maturity, we could realize significant gains or losses in any period, which
could result in a meaningful effect on reported net income for such period.
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We perform regular reviews of our available for sale and held to maturity fixed maturities portfolios and
utilize a process that considers numerous indicators in order to identify investments that are showing signs of
potential other than temporary impairments. These indicators include the length of time and extent of the
unrealized loss, any specific adverse conditions, historic and implied volatility of the security, failure of the
issuer of the security to make scheduled interest payments, expected cash flow analysis, significant rating
changes and recoveries or additional declines in fair value subsequent to the balance sheet date. The
consideration of these indicators and the estimation of credit losses involve significant management judgment.

Any other-than-temporary impairment, or OTTI, related to a credit loss is recognized in earnings, and the
amount of the OTTI related to other factors (e.g. interest rates, market conditions, etc.) is recorded as a
component of other comprehensive income. If no credit loss exists but either: (a) we have the intent to sell the
debt security or (b) it is more likely than not that we will be required to sell the debt security before its
anticipated recovery, the entire unrealized loss is recognized in earnings. In periods after the recognition of an
OTTI loss on debt securities, we account for such securities as if they had been purchased on the measurement
date of the OTTT at an amortized cost basis equal to the previous amortized cost basis less the net impairment
loss recognized in earnings.

We recognized other than temporary impairment charges through earnings of $2.6 million, $3.1 million and
$16.9 during the years ended December 31, 2010, 2009 and 2008, respectively.

Fair value prices for all securities in our fixed maturities portfolio are independently provided by our
investment custodian, investment accounting service provider and our investment managers, which each utilize
internationally recognized independent pricing services. We record the unadjusted price provided by the
investment custodian or the investment accounting service provider after an internal validation process. Our
validation process includes: (i) comparison to the price provided by the investment manager, with significant
differences investigated; (ii) quantitative analysis (e.g., comparing the quarterly return for each managed
portfolio to its target benchmark, with significant differences identified and investigated); (iii) evaluation of
methodologies used by external parties to calculate fair value; and (iv) comparing the price to our knowledge of
the current investment market.

The independent pricing services used by our investment custodian, investment accounting service provider
and investment managers obtain actual transaction prices for securities that have quoted prices in active markets.
Each pricing service has its own proprietary method for determining the fair value of securities that are not
actively traded. In general, these methods involve the use of “matrix pricing” in which the independent pricing
service uses observable market inputs, including reported trades, benchmark yields, broker/dealer quotes, interest
rates, prepayment speeds, default rates and such other inputs as are available from market sources to determine a
reasonable fair value. In addition, pricing services use valuation models, such as an Option Adjusted Spread
model, to develop prepayment and interest rate scenarios. The Option Adjusted Spread model is commonly used
to estimate fair value for securities such as mortgage-backed and asset-backed securities. The ability to obtain
quoted market prices is reduced in periods of decreasing liquidity, which generally increases the use of matrix
pricing methods and generally increases the uncertainty surrounding the fair value estimates. This could result in
the reclassification of a security between levels of the hierarchy.

Other Investments

Our hedge fund portfolio comprises a portfolio of limited partnership and stock investments in trading
entities, or funds, which invest in a wide range of financial products. Investments in the funds are carried at fair
value. The change in fair value is included in net realized and unrealized gains on investments and recognized in
net income. The units of account that we fair value are our interests in the funds and not the underlying holdings
of such funds. Thus, the inputs we use to value our investments in each of the funds may differ from the inputs
used to value the underlying holdings of such funds. These funds are stated at fair value, which ordinarily will be
the most recently reported net asset value as advised by the fund manager or administrator, where the fund’s
underlying holdings can be in various quoted and unquoted investments. We believe the reported net asset value
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represents the fair value market participants would apply to an interest in the fund. The fund managers value their
underlying investments at fair value in accordance with policies established by each fund, as described in each of
their financial statements and offering memoranda. Based upon information provided by the fund managers, at
December 31, 2010, we estimate that over 66% of the underlying assets in the funds are publicly traded securities
or have broker quotes available.

We have designed ongoing due diligence processes with respect to funds and their managers. These
processes are designed to assist us in assessing the quality of information provided by, or on behalf of, each fund
and in determining whether such information continues to be reliable or whether further review is necessary.
Certain funds do not provide full transparency of their underlying holdings; however, we obtain the audited
financial statements for every fund annually, and regularly review and discuss the fund performance with the
fund managers to corroborate the reasonableness of the reported net asset values. While reported net asset value
is the primary input to the review, when the net asset value is deemed not to be indicative of fair value, we may
incorporate adjustments to the reported net asset value. Such adjustments may involve significant management
judgment.

As of December 31, 2010, certain of our funds had either imposed a gate on redemptions or segregated a
portion of the underlying assets into a side-pocket (whereby the funds are assigned to a separate memorandum
capital account or designated account). A gate refers to funds which provide for periodic redemptions, however,
in accordance with the funds’ governing documents, have the ability to deny or delay a redemption request.
Based on the review process applied by management on such funds, a reduction of $3.2 million was made to the
net asset values reported by the fund managers as of December 31, 2010 (2009—$0.7 million) to adjust the
carrying value of the funds to our best estimate of fair value.

Additional information about the fair values of our hedge fund portfolio can be found in Note 4 to our
audited consolidated financial statements included herein.

Fair values of our catastrophe bonds are based on dealer quotes and if available, trade prices. Our structured
deposit has a fair value that is based on publicly quoted indexes. Our derivatives holdings comprise convertible
bond equity call options, interest rate linked derivative instruments and foreign exchange forward contracts. The
fair value of the equity call options is determined using an option adjusted spread model, the significant inputs
for which include equity prices, interest rates, and benchmark yields. The other derivative instruments are priced
based on quoted market prices for similar securities.

A review of fair value hierarchy classifications is conducted on a quarterly basis. Changes in the
observability of valuation inputs may result in a reclassification for certain financial assets and liabilities.
Reclassifications impacting Level 3 of the fair value hierarchy are reported as transfers in/out of the Level 3
category as of the beginning of the quarter in which the reclassifications occur.

Revenue recognition

We follow Accounting Standards Codification, ASC, 944—Financial Services—Insurance in determining
the accounting for our insurance and reinsurance products. Assessing whether or not the contracts we write meet
the conditions for risk transfer requires judgment. The determination of risk transfer is based, in part, on the use
of actuarial and pricing models and assumptions.

Insurance revenue recognition

Our insurance premiums are recorded at the inception of each contract based upon contract terms. The
amount of minimum and/or deposit premium is usually contractually documented at inception, and variances
between deposit premium and final premium are generally small. An adjustment is made to the minimum and/or
deposit premium if there are changes in underlying exposures insured based on information received from our
clients. Premiums are earned on a pro rata basis over the coverage period.
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Reinsurance revenue recognition

Our reinsurance premiums are recorded at the inception of each contract based upon contract terms and
information received from ceding clients and brokers. For excess of loss contracts, the amount of minimum and/
or deposit premium is usually contractually documented at inception, and variances between this premium and
final premium are generally small. An adjustment is made to the minimum and/or deposit premium, when
notified, if there are changes in underlying exposures insured. For quota share or proportional reinsurance
contracts, gross premiums written are normally estimated at inception based on information provided by cedants
and/or brokers. We generally account for such premiums using the client’s initial estimates, and then adjust them
as more current information becomes available, with such adjustments recorded as premiums written in the
period they are determined. We believe that the ceding clients’ estimate of the volume of business they expect to
cede to us usually represents the best estimate of gross premium written at the beginning of the contract. As the
contract progresses, we monitor actual premium received in conjunction with correspondence from the ceding
client in order to refine our estimate. Variances from original premium estimates are normally greater for quota
share contracts than excess of loss contracts. Premiums are earned on a pro rata basis over the coverage period.
The net adjustments to gross premiums written as a result of changes in premium estimates for the years ended
December 31, 2010, 2009 and 2008 were $24.8 million, $10.9 million and $46.0 million, respectively. Such
adjustments are generally the result of changing market conditions experienced by our clients.

Additional premiums

Certain contracts that we write are retrospectively rated and we are entitled to additional premium should
losses exceed pre-determined, contractual thresholds. These additional premiums are based upon contractual
terms and the only element of management judgment involved is with respect to the estimate of the amount of
losses that we expect to be ceded to us. Additional premiums are recognized at the time loss thresholds specified
in the contract are exceeded and are earned over the policy period. Changes in estimates of losses recorded on
contracts with additional premium features will result in changes in additional premiums based on contractual
terms.

Additional premiums assumed and ceded, related net losses and the net impact on operating results for the
years ended December 31, 2010, 2009 and 2008 are as follows:

2010 2009 2008
(000’s) (000’s) (000’s)
(Decrease) increase in gross premiums written $(5,957) $10,022  $9,419
Decrease (increase) in premiums ceded 894 (1,503) (1,413)
Decrease in net losses 10,821 — —
Increase in income before tax $ 5758 $ 8519 $ 8,006

For each of the years ended December 31, 2010, 2009 and 2008, additional premiums relate to contracts
where the coverage period had expired. Therefore, these additional premiums, representing revisions to our
initial estimate of ultimate premiums as a result of changes in the estimate of loss reserves, were fully earned
since the exposure period had ended.

Reinstatement premiums

Certain contracts we write, particularly property reinsurance contracts, provide for reinstatements of
coverage. Reinstatement premiums are the premiums for the restoration of the insurance or reinsurance limit of a
contract to its full amount after a loss occurrence by the insured or reinsured and principally relate to our
property catastrophe reinsurance contracts. The purpose of optional and required reinstatements is to permit the
insured / reinsured to reinstate the insurance coverage at a pre-determined price level once a loss event has
penetrated the insured layer. In addition, required reinstatement premiums permit the insurer / reinsurer to obtain
additional premiums to cover the additional loss limits provided.
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We accrue for reinstatement premiums resulting from losses recorded. Such accruals are based upon
contractual terms and the only element of management judgment involved is with respect to the amount of losses
recorded. Changes in estimates of losses recorded on contracts with reinstatement premium features will result in
changes in reinstatement premiums based on contractual terms. Reinstatement premiums are recognized at the
time we record losses and are earned on a pro-rata basis over the coverage period. Reinstatement premiums
assumed and ceded for each of the three years to December 31, 2010, were not material to our financial results.

Life and annuity reinsurance premium

Our life and annuity reinsurance premiums are recorded at the inception of the contract based on actual
premiums received and are fully earned at that time. We may periodically receive additional premiums, which
are recorded and earned when received. Additional premium receipts are generally infrequent and not material.

Premiums receivable

For quota share or proportional contracts, we are entitled to receive premium as the ceding client collects the
premium under contractual reporting and payment terms, which are usually quarterly. Premiums are usually
collected over a two year period on our quota share or proportional contracts. For excess of loss contracts,
premium is generally paid in contractually stipulated installments with payment terms ranging from payment at
the inception of the contract to four quarterly payments. As a result of recognizing the estimated gross premium
written at the inception of the policy and collecting that premium over an extended period, we include a premium
receivable asset on our balance sheet. We actively monitor our premium receivable asset to consider whether we
need an allowance for doubtful accounts. As part of this process, we consider the credit quality of our cedants
and monitor premium receipts versus expectations. We also seek to include a right of offset in the contract terms.
Since commencing our operations, premiums receivable written off have not been material and, currently, no
material premiums receivable are significantly beyond their due dates or in dispute.

Results of Operations
We monitor the performance of our underwriting operations in five segments:

e Insurance—This segment offers property and casualty excess of loss capacity from our Bermuda and
Dublin offices primarily to Fortune 1000 companies. Principal lines of business include professional
lines, excess liability, aviation and property.

e Reinsurance—This segment offers property and casualty quota share and excess of loss capacity from
our Bermuda, Bogota, Buenos Aires, Dublin, London and United States offices to insurance companies
worldwide. The underwriting activities of the former Harbor Point companies, specifically Alterra Re,
Alterra Re USA and Alterra Re UK, are included within the reinsurance segment for the period from
May 12, 2010. Principal lines of business include agriculture, auto, aviation, credit/surety, general
casualty, marine & energy, medical malpractice, professional liability, property, whole account and
workers’ compensation.

» U.S. specialty—This segment offers property and casualty insurance coverage from offices in the
United States primarily to small- to medium-sized companies. Principal lines of business include
general liability, inland marine, ocean marine, professional liability and property.

e Alterra at Lloyd’s—This segment offers property and casualty quota share and excess of loss insurance
and reinsurance from our London and Copenhagen offices, primarily to medium- to large-sized
international clients. It also provides reinsurance to clients in Latin America, operating locally in Rio
de Janeiro, Brazil, using Lloyd’s admitted status. This segment comprises our proportionate share of
the underwriting results of the Syndicates, and the results of our managing agent, Alterra at Lloyd’s.
The Syndicates underwrite a diverse portfolio of specialty risks, including accident & health, aviation,
financial institutions, international casualty, professional liability, property and surety.
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e Life and annuity reinsurance—This segment operates from our Bermuda office and offers reinsurance
products focusing on existing blocks of life and annuity business, which take the form of co-insurance
transactions whereby the risks are reinsured on the same basis as the original policies. We have
determined not to write any new life and annuity contracts in the foreseeable future.

We also have a corporate function that includes our investment and financing activities.

Invested assets relating to the insurance, reinsurance (other than those invested assets of the U.S. companies
within the reinsurance segment) and life and annuity reinsurance segments are managed on an aggregated basis.
Consequently, investment income on this consolidated portfolio and gains on other investments are not directly
reflected in any one of these segments. However, because of the longer duration of liabilities on casualty
insurance and reinsurance business (as compared to property), and life and annuity reinsurance business,
investment returns are important in evaluating the profitability of these segments. Accordingly, we allocate
investment returns from the consolidated portfolio to each of these three segments. The allocation is based on a
notional allocation of invested assets from the consolidated portfolio using durations that are determined based
on estimated cash flows for each segment. The balance of investment returns from this consolidated portfolio is
allocated to the corporate function for the purposes of segment reporting.

The U.S. specialty segment, Alterra at Lloyd’s segment and the U.S. companies within the reinsurance
segment have their own portfolio of fixed maturities investments. As a result, the investment income earned by
each of these portfolios is reported in its respective segment. These portfolios, however, are managed on a
consolidated basis together with the invested assets of the insurance, reinsurance and life and annuity segments.

Net investment income and net realized and unrealized gains on investments are discussed within the

investing activities section of this report and not within the segment sections of this report. See “Investing
Activities.”
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Consolidated Results of Operations—For the years ended December 31, 2010, 2009 and 2008

The following is a discussion and analysis of our consolidated results of operations for the years ended
December 31, 2010, 2009 and 2008, which are summarized below:

Gross premiums written
Reinsurance premiums ceded

Net premiums written

Net premiums earned

Net investment income

Net realized and unrealized gains (losses) on
investments

Net impairment losses recognized in earnings

Net realized gain on retrement of senior notes

Other income

Total revenues

Net losses and loss expenses

Claims and policy benefits
Acquisition costs

Interest expense

Net foreign exchange (gains) losses
Merger and acquisition expenses
General and administrative expenses

Total losses and expenses
Income (loss) before taxes
Income tax expense

Net income (loss)

Loss ratio (a)

Acquisition cost ratio (b)

General and administrative expense ratio (c)
Combined ratio (d)

2010 % change 2009 % change 2008
(In millions of U.S. Dollars)
$1,410.7 2.6% $1,375.0 9.6% $1,254.3
(371.1) (22.8)% (480.5) 16.0%  (414.1)
$1,039.6 162% $ 894.5 6.5% $ 840.2
$1,172.5 40.5% $ 8344 26% $ 8135
222.4 31.1% 169.7 (6.6)% 181.6
16.9  (79.3)% 81.8 N/A (235.0)
(2.6) (16.1)% G.1)  BLD%  (16.9)
— N/A 0.1 95.7)% 2.3
4.8 65.5% 2.9 93.3% 1.5
1,414.0 30.2% 1,085.8 45.4% 747.0
654.8 32.7% 493.6 25.3% 393.8
65.2 (35.5)% 101.1 (66.5)% 301.5
187.5 93.5% 96.9 84.9% 52.4
28.3 32.9% 21.3 41.0)% 36.1
©0.1)  (98.3)% (5.8) N/A 9.9
(48.8) 549% (315 N/A 2.9
220.6 43.2% 154.0 23.7% 124.5
1,107.5 33.5% 829.6 9.9% 921.1
3065  19.6% 2562  N/A (174.1)
42  (58.0)% 10.0 N/A 1.2
$ 3023 22.8% $ 246.2 N/A $ (175.3)
56.1% 62.4% 68.9%
16.0% 12.1% 9.2%
13.6% 13.6% 13.8%
85.7% 88.1% 91.9%

(a) The loss ratio is calculated by dividing net losses and loss expenses by net premiums earned for the property

and casualty business.

(b) The acquisition cost ratio is calculated by dividing acquisition costs by net premiums earned for the property

and casualty business.

(c) The general and administrative expense ratio is calculated by dividing general and administrative expenses
by net premiums earned for the property and casualty business.
(d) The combined ratio is the sum of the loss ratio, the acquisition cost ratio and the general and administrative

expense ratio for the property and casualty business.

Premiums. Gross premiums written for the year ended December 31, 2010 increased by 2.6% compared to
the prior year. Our reinsurance segment was impacted in 2010 by the addition of premiums written by the former
Harbor Point companies. Gross premiums written also increased in our U.S. specialty and Alterra at Lloyd’s
segments as a result of our new product offerings, the addition of new underwriting teams, and our expansion
into Latin America. These increases, and those resulting from the Amalgamation, were principally offset by
decreases in the level of premiums written in our insurance, reinsurance (excluding Harbor Point) and life and
annuity reinsurance segments. The lower premium volume in our insurance and reinsurance segments reflect



expected reductions across several lines of business due to competitive market conditions, resulting in reduced
writings because pricing did not meet our risk/return thresholds. The decrease in our life and annuity segment is
principally due to no new contracts being written in this segment during the year ended December 31, 2010,
compared to one contract written in the year ended December 31, 2009. We have determined not to write any
new life and annuity contracts in the foreseeable future.

The inclusion of premiums written by the former Harbor Point companies does not necessarily represent
new business growth, since our 2009 results of operations did not include the results of operations of the former
Harbor Point companies. On a pro forma basis, gross premiums written and net premiums earned for the year
ended December 31, 2010 and 2009 would have been as follows:

2010 % change 2009
(In millions of U.S. Dollars)
Gross premiums written (1) $1,794.1 (7.8)% $1,946.4
Net premiums earned (1) 1,391.4 0.6% 1,382.8

(1) The above pro forma financial information for the years ended December 31, 2010 and 2009 is provided, for
informational purposes only, to present a summary of the combined gross premiums written and net
premiums earned of the Company and the former Harbor Point companies assuming the Amalgamation
occurred on January 1, 2010 and January 1, 2009, respectively.

On a pro forma basis, the gross premiums written for the year ended December 31, 2010 would have
decreased by 7.8%. This decrease would have principally been driven by lower premium volumes in our
insurance and reinsurance segments, along with a decrease in our life and annuity reinsurance segment. A
discussion of pro forma reinsurance segment results including Harbor Point in the 2009 comparative figures is
included in the section entitled Reinsurance Segment on a pro forma basis.

Gross premiums written for the year ended December 31, 2009 increased by 9.6% compared to the year
ended December 31, 2008. The increase was primarily due to growth across all of our property and casualty
segments. A significant proportion of this growth came from our Alterra at Lloyd’s segment, which was acquired
as an ongoing operation in November 2008. The property and casualty premium growth was partially offset by a
decrease in gross premiums written in our life and annuity reinsurance segment.

The ratio of reinsurance premiums ceded to gross premiums written for the year ended December 31, 2010
was 26.3% compared to 34.9% and 33.0% for the years ended December 31, 2009 and December 31, 2008,
respectively. The decrease was principally due to the inclusion of the former Harbor Point business from May 12,
2010 at a lower ratio of ceded to written premiums, and the cancellation of a significant property quota share
treaty in our U.S. specialty segment. The cancellation of the property quota share treaty in our U.S. specialty
segment reduced reinsurance premiums ceded by $20.6 million. We intend to gradually retain more risk in this
segment, particularly in the lines of business we expect to have the greatest long term potential.

The amount of net premiums earned is a function of the earning of gross premiums written and reinsurance
premiums ceded over the last several quarters and, therefore, net premiums earned generally lag quarterly
increases and decreases in gross premiums written and reinsurance premiums ceded. As a result, net premiums
earned tend to be less volatile than gross premiums written and reinsurance premiums ceded. The increase in net
premiums earned for the year ended December 31, 2010 compared to the years ended December 31, 2009 and
December 31, 2008 was principally due to the incremental earnings of the former Harbor Point portfolio of
contracts written before the Amalgamation, which are included in the 2010 year but have no equivalent in the
comparable 2009 and 2008 years. On a pro forma basis, net premiums earned in the year ended December 31,
2010 would have been consistent with net premiums earned for the year ended December 31, 2009.

Net investment income. Net investment income for the year ended December 31, 2010 increased by 31.1%,
compared to the year ended December 31, 2009. The increase was principally attributable to the increase in cash
and invested assets as a result of the Amalgamation, and additional investment income generated by reinvesting
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cash into fixed maturity securities. Our average investment yield was 3.39% for the year ended December 31,
2010 and 3.56% for the year ended December 31, 2009. Our ratio of average cash to average invested assets
decreased from 15.6% for the year ended December 31, 2009 to 12.3% for the year ended December 31, 2010 as
we redeployed cash into fixed maturity investments and paid a special dividend. As the yields available in the
current fixed maturity market are generally lower than the average yield on our existing portfolio the yield on our
portfolio has decreased. To date, this reduction has been partially offset by our allocation of more cash into fixed
maturities, which has moderated the decrease in yield compared to prior periods. However, due to the continuing
low-yield market environment, we expect continued downwards pressure on our investment yield.

Net investment income for the year ended December 31, 2009 decreased by 6.6% compared to the year
ended December 31, 2008. The decrease was principally due to an increase in the ratio of average cash to average
invested assets during the year ended December 31, 2009 compared to the year ended December 31, 2008. This
increase in cash was principally due to significant cash redemptions received from our hedge fund portfolio,
increased gross premiums written, and a desire to maintain high levels of liquidity, partially offset by the
repayment of debt.

Net realized and unrealized gains (losses) on investments. Net realized and unrealized gains and losses on
investments decreased for the year ended December 31, 2010 compared to the year ended December 31, 2009.
The principal components of the decrease were hedge fund and derivative returns. Investment gains from hedge
funds decreased by $61.5 million for the year ended December 31, 2010 compared to the 2009 year. Also,
contributing to this decrease was a $10.4 million loss on an interest rate forward transaction entered into in the
second quarter of 2010 in contemplation of a possible long term debt issuance.

Net realized and unrealized gains and losses on investments was a gain of $81.8 million for the year ended
December 31, 2009 compared to a loss of $235.0 million for the year ended December 31, 2008. This change
was principally driven by net losses on the hedge fund portfolio of $233.5 million in 2008 compared to net gains
of $75.8 million in 2009.

Net losses and loss expense, and claims and policy benefits. The loss ratio decreased by 6.3 percentage
points for the year ended December 31, 2010 compared to the year ended December 31, 2009. Significant items
impacting the loss ratio were:

e Net favorable loss development of prior year reserves, excluding the effect of premium adjustments,
for the year ended December 31, 2010 of $105.5 million compared to $78.3 million for the year ended
December 31, 2009;

e Net favorable loss development for the year ended December 31, 2010 was principally the result of net
favorable development in our workers compensation, property, general casualty, professional liability
and whole account lines of business, partially offset by net unfavorable development on marine &
energy lines, compared to net favorable development on professional liability, property and general
casualty lines offset by net unfavorable development on marine & energy lines in the year ended
December 31, 2009;

* Excluding the net favorable loss development, the loss ratio was 65.1% for the year ended
December 31, 2010 compared to 72.3% for the year ended December 31, 2009. The decrease in the
loss ratio for the year ended December 31, 2010 compared to the prior year was principally due to the
inclusion of net premiums earned from Harbor Point since May 12, 2010 at a significantly lower loss
ratio, which reduced the average loss ratio despite the increase in property catastrophe losses discussed
below. The loss ratio for the year ended December 31, 2010 on the net premiums earned related to the
Harbor Point portfolio of contracts does not include any significant property catastrophe losses other
than from the New Zealand earthquake as most of the significant property catastrophe loss events
occurred prior to the Amalgamation;
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* Also contributing to the decrease in the loss ratio, the year ended December 31, 2010 benefitted from
the $14.4 million amortization of the fair value adjustment made to acquired Harbor Point net loss
reserves at the date of the Amalgamation. This fair value adjustment is being amortized over a
weighted average period of 4.0 years; and

e The decrease in loss ratio described above was partially offset by an increase in net losses related to
property catastrophe events and significant per-risk losses. For the year ended December 31, 2010, our
results included net losses of $54.9 million related to property catastrophe events and significant
per-risk losses. For the year ended December 31, 2009, our results included net losses of $8.9 million
for such events.

The loss ratio decreased by 6.5 percentage points for the year ended December 31, 2009 compared to the
year ended December 31, 2008. Significant items impacting the loss ratio were:

e Net favorable loss development of prior year reserves, excluding the effect of premium adjustments,
for the year ended December 31, 2009 of $78.3 million compared to $90.8 million for the year ended
December 31, 2008;

* The net favorable loss development for the year ended December 31, 2009 was principally the result of
net favorable development in our workers compensation, property and general casualty lines of
business, partially offset by net unfavorable development on professional liability and marine & energy
lines, compared to net favorable development on professional liability, property and general casualty
lines offset by net unfavorable development on marine & energy lines in the year ended December 31,
2008; and

* Excluding the net favorable loss development, the loss ratio was 72.3% for the year ended
December 31, 2009 compared to 84.8% for the year ended December 31, 2008. The decrease in the
loss ratio for the year ended December 31, 2009 compared to the prior year period was principally due
to lower property catastrophe events and significant per-risk losses. For the year ended December 31,
2009, our results included net losses of $8.9 million related to property catastrophe events and
significant per-risk losses. For the year ended December 31, 2008, our results included net losses of
$57.4 million for such events.

Claims and policy benefits decreased for the year ended December 31, 2010 compared to both the year
ended December 31, 2009 and the year ended December 31, 2008. This was due to the decline over the three-
year period in the number of new life and annuity reinsurance contracts written. There were no new life and
annuity reinsurance contracts written in the year ended December 31, 2010, and three and six contracts written in
the years ended December 31, 2009 and 2008, respectively. In our life and annuity reinsurance segment, we have
not recently seen many meaningful opportunities to write new life and annuity reinsurance contracts where we
can earn an attractive investment spread. As a result, we have determined not to write any new life and annuity
reinsurance contracts in the foreseeable future.

Acquisition costs. Our acquisition cost ratio for the year ended December 31, 2010 increased by 3.9
percentage points compared to the year ended December 31, 2009. The ratio for the year ended December 31,
2009 increased by 2.9 percentage points compared to the year ended December 31, 2008. The insurance and
reinsurance contracts we write have a wide range of acquisition cost ratios. Changes in the mix of business
written and earned changes our acquisition cost ratio from year to year. The increase in the acquisition cost ratio
for the year ended December 31, 2010 was principally due to changes in the mix of business written, partially
influenced by the additional net premiums earned from the former Harbor Point companies. The Harbor Point
portfolio of contracts contains a higher proportion of quota share contracts, which generally carry higher
acquisition cost ratios than excess of loss contracts. Also contributing to the increase in the ratio for 2010 was the
decrease in the level of reinsurance purchased across all of our segments, but in particular our U.S. specialty
segment. As we have retained more business in our segments, we have received less ceding commission income
to offset our brokerage and commission costs, which increases our acquisition cost ratio.
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The increase in the acquisition cost ratio for the year ended December 31, 2009 compared to the year ended
December 31, 2008 was principally due to changes in the mix of business written.

Interest expense. Interest expense reflects interest on funds withheld from reinsurers, and interest on our
senior notes and bank loans outstanding. Interest expense for the year ended December 31, 2010 increased by
$7.0 million compared to the year ended December 31, 2009 principally due to an increase in funds withheld
interest for one of our largest reinsurers and an increase in senior notes outstanding as a result of the issuance of
senior notes in September 2010. Interest expense for the year ended December 31, 2009 decreased by $14.8
million compared to the year ended December 31, 2008. This decrease was principally attributable to the
repayment of $150.0 million in bank loans in April 2009 and the $225.0 million repayment of a swap loan in
August 2009.

Net foreign exchange gains and losses. Net foreign exchange gains for the year ended December 31, 2010
were $0.1 million, compared to $5.8 million of gains for the year ended December 31, 2009 and $9.9 million of
losses for the year ended December 31, 2008. Net foreign exchange gains in 2010 and 2009 principally arose on
the timing of transactions in Euros and British pounds and the movement of the U.S. dollar relative to those
currencies. The loss in 2008 arose in connection with the purchase of Alterra Capital UK. We purchased British
pounds in advance of the acquisition of Alterra Capital UK and before the transaction closed the value of the
British pound dropped significantly relative to the U.S. dollar.

Merger and acquisition expenses. Merger and acquisition expenses for the year ended December 31, 2010
comprised advisory, legal and other professional fees, the acceleration of stock based compensation expense and
other expenses related to the Amalgamation. These expenses were offset by the negative goodwill gain of $95.8
million recognized from the Amalgamation. Merger and acquisition expenses in the year ended December 31,
2009 comprised advisory, legal and other professional fees related to the proposed transaction with IPC Holdings
Limited and IPC Limited, which was terminated in June 2009, offset by a $50.0 million termination fee received.
Merger and acquisition expenses in the year ended December 31, 2008 comprised advisory, legal and other
professional fees related to the acquisition of Alterra Capital UK and the creation of our Alterra at Lloyd’s
segment.

General and administrative expenses. General and administrative expenses for the year ended December 31,
2010 increased by $66.6 million compared to the year ended December 31, 2009. The increase was principally
related to the additional general and administration expenses of the former Harbor Point companies. In addition,
there was an increase in performance based compensation expense as a result of a larger cash component of the
2010 performance based compensation than in 2009. However, the corresponding increase in net earned
premiums as a result of the Amalgamation resulted in no change in our general and administrative expense ratio
for the year ended December 31, 2010 compared to the year ended December 31, 2009.

General and administrative expenses for the year ended December 31, 2009 increased by $29.5 million
compared to the year ended December 31, 2008. This increase was principally due to the improvement in the net
income generated in 2009 compared to 2008, resulting in increased performance based compensation in 2009. In
addition, there was a higher level of expense related to information technology in 2009. We consider information
technology to be a critical component of our business and we expect to make recurring and often significant
investments in upgrading and maintaining our technology infrastructure in future years.

Income tax expense. Corporate income tax expense is generated through our foreign operations in the United
States and Europe. The effective tax rate was 1.4% for the year ended December 31, 2010 compared with 3.9%
in the year ended December 31, 2009. The decrease in the effective tax rate in 2010 compared to 2009 was
principally due to an increase in deferred tax benefits in our U.S. operations in 2010. For the year ended
December 31, 2008, we had a consolidated loss before tax but recorded income tax expense on our operations in
the United States and Ireland. The effective tax rate varies between periods depending on the distribution of net
income or losses among our various taxable jurisdictions.
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Insurance Segment

Gross premiums written
Reinsurance premiums ceded

Net premiums written
Net premiums earned

Net losses and loss expenses
Acquisition costs

General and administrative expenses

Loss ratio (a)
Acquisition cost ratio (b)

General and administrative expense ratio (c)

Combined ratio (d)

2010 % change 2009 % change 2008
(In millions of U.S. Dollars)
$370.1  (13.5)% $ 427.8 9.9% $ 389.4
(170.6) (19.6)% (212.1)  7.1% (198.1)
$199.5 (71.5)% $ 215.7 128% $ 191.3
$218.6 6.1% $206.0 132% $ 182.0
128.8 2.7% 132.4 6.9% 1422
34 N/A (1.2)  (57.1)% 2.8)
28.6 16.3% 24.6 16.6% 21.1
58.9% 64.3% 78.1%
1.6% (0.6)% (1.5)%
13.1% 11.9% 11.6%
73.6% 75.6% 88.2%

(a) The loss ratio is calculated by dividing net losses and loss expenses by net premiums earned.
(b) The acquisition cost ratio is calculated by dividing acquisition costs by net premiums earned.
(c) The general and administrative expense ratio is calculated by dividing general and administrative expenses

by net premiums earned.

(d) The combined ratio is the sum of the loss ratio, the acquisition cost ratio, and the general and administrative

expense ratio.

Gross Premiums Written by
Type of Risk:

Aviation

Excess liability

Professional liability

Property

% of % of % of
Premium Premium % Premium %
2010 Weritten 2009 Written  Ceded 2008 Written  Ceded
(In millions of U.S. Dollars)

$ 39.9 10.8% 50.0% $ 69.8 16.3% 483% $ 53.1 13.6% 30.2%
89.9 24.3% 113.8 26.6% 51.9% 123.5 31.7% 53.3%
177.2 47.9% 179.9 421% 51.3% 159.1 40.9% 57.3%
63.1 17.0% 64.3 15.0% 42.0% 53.7 13.8% 46.7%
$370.1 100.0% 46.1% $427.8 100.0% 49.6% $389.4 100.0% 50.9%

Premiums. Gross premiums written decreased in the year ended December 31, 2010 by 13.5% compared to
the year ended December 31, 2009. Significant factors affecting gross premiums written were:

e A decrease in gross premiums written in the aviation line for the year ended December 31, 2010. This
decrease was partially offset by an increase in aviation business written in our Alterra at Lloyd’s
segment as many of the policies previously written in our insurance segment were renewed by Alterra

at Lloyd’s; and

e A decrease in gross premiums written in our excess liability line for the year ended December 31, 2010
due to fewer attractive opportunities. We continue to experience a competitive pricing environment
across the segment. Our objective is to continue to be selective in our renewals and business writings,
focusing on business that meets our rate of return requirements.

Gross premiums written increased in the year ended December 31, 2009 by 9.9% compared to year ended
December 31, 2008. Significant factors affecting gross premiums written were:

* Anincrease in gross premiums written in the professional liability, aviation and property lines where
we experienced favorable market pricing and reduced market capacity, particularly in professional

liability; and



* A decrease in gross premiums written in our excess liability line where, similar to the 2010 year, we
experienced a more competitive pricing environment, and additional capacity entering the market
place.

The ratio of reinsurance premiums ceded to gross premiums written for the year ended December 31, 2010
was 46.1%, as compared to 49.6% and 50.9%, respectively, in the years ended December 31, 2009 and
December 31, 2008. The amount of reinsurance that we purchase can vary significantly by line of business. The
decrease in the percentage of reinsurance premiums ceded is principally due to changes in the mix of business. A
contributing factor in 2010 was the reduction in property reinsurance premiums ceded to Harbor Point which
became fully eliminated intercompany transactions after the Amalgamation. We expect to gradually replace those
reinsurance premiums ceded with third parties over the course of the normal renewal periods.

The amount of net premiums earned is a function of the earning of gross premiums written and reinsurance
premiums ceded over the last several quarters and, therefore, net premiums earned generally lag quarterly
increases and decreases in gross premiums written and reinsurance premiums ceded. As a result, net premiums
earned tend to be less volatile than gross premiums written and reinsurance premiums ceded.

Net losses and loss expenses. The loss ratio for the year ended December 31, 2010 decreased by 5.4
percentage points compared to the year ended December 31, 2009. The net favorable and (unfavorable)
development of prior year reserves in the years ended December 31, 2010, 2009 and 2008 by line of business was
as follows:

2010 2009 2008
(In millions of U.S. Dollars)

Aviation $83 $77 $20
Excess liability 8.3 7.0 2.3
Professional liability 22.1 21.0 —
Property 6.5 5.6 18.3

45.2 41.3 22.6
Loss development resulting from premium
adjustments (2.8) 2.4 (0.8)

$42.4  $389  $21.8

Significant items impacting the loss ratio were:

e Net favorable loss development of prior year reserves, excluding the effect of premium adjustments, in
the year ended December 31, 2010 of $45.2 million compared to $41.3 million in the year ended
December 31, 2009;

e Net favorable loss development in the year ended December 31, 2010 reflected better than expected
loss emergence across all lines of business, most significantly in the professional liability line.
Favorable loss development principally emerged on the 2009 year for aviation, 2004 year for excess
liability, 2004, 2005 and 2006 years for professional liability, and on the 2008 and 2009 years for the
property line of business;

* Excluding the net favorable loss development, the loss ratio was 79.6% for the year ended
December 31, 2010 compared to 84.3% for the year ended December 31, 2009. The decrease was
principally due to better current year loss experience in our aviation line of business during the year
ended December 31, 2010 ; and

* For the year ended December 31, 2010 our results included net losses of $12.1 million, related to
property catastrophe events and significant per-risk losses. Large events during the year ended
December 31, 2010 included the Chilean earthquake and flooding in Australia. These losses were
contained within our annual loss expectations for the property line of business. There were no
significant such losses occurring in the year ended December 31, 2009.
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The loss ratio for the year ended December 31, 2009 decreased by 13.8 percentage points compared to the
year ended December 31, 2008. Significant items impacting the loss ratio were:

* Net favorable loss development of prior year reserves in the year ended December 31, 2009 of $41.3
million compared to $22.6 million in the year ended December 31, 2008;

* Net favorable loss development in the year ended December 31, 2009 reflected better than expected
loss emergence, principally on the 2005 and prior years for excess liability and professional liability,
and the 2008-2007 years for aviation and property lines of business. Net favorable loss development in
the year ended December 31, 2008 reflected better than expected loss emergence principally in our
property line of business;

* Excluding the net favorable loss development, the loss ratio was 84.3% for the year ended
December 31, 2009 compared to 90.6% for the year ended December 31, 2008; and

* For the year ended December 31, 2009 there were no significant losses related to property catastrophe
events and significant per-risk losses, compared to $5.4 million of hurricane losses in the year ended
December 31, 2008.

Increases in insurance premium estimates for contracts that incepted before 2010 resulted in an increase in
prior year loss reserves of $2.8 million in 2010, $2.4 million in 2009 and $0.8 million in 2008.

Acquisition costs. Acquisition costs are presented net of ceding commission income associated with
reinsurance premiums ceded. These ceding commissions are designed to compensate us for the costs of
producing the portfolio of risks ceded to our reinsurers. Acquisition costs fluctuate moderately based on shifts in
business mix.

General and administrative expenses. General and administrative expenses for the year ended December 31,
2010 increased $4.0 million compared to the year ended December 31, 2009. The increase was principally due to
increased performance based compensation expense resulting from improved underwriting results compared to
the prior year, and a shift to a larger cash component and fewer stock-based awards.

General and administrative expenses for the year ended December 31, 2009 increased $3.5 million

compared to the year ended December 31, 2008. The increase was principally due to an increase in performance
based compensation and an increase in expenses related to information technology.
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Reinsurance Segment

The underwriting results of the former Harbor Point companies have been included within the reinsurance
segment for the period from May 12, 2010. As a result, a comparison of 2010 results with 2009 and 2008 results
is not meaningful. For this reason, we have included certain financial information for the reinsurance segment on
a combined pro forma basis for informational purposes only as if the Amalgamation had occurred on January 1,
2009. See the section entitled Reinsurance Segment on a pro forma basis for a presentation of the combined pro

forma information.

Gross premiums written
Reinsurance premiums ceded

Net premiums written

Net premiums earned

Net losses and loss expenses
Acquisition costs

General and administrative expenses

Loss ratio (a)
Acquisition cost ratio (b)

General and administrative expense ratio (c)

Combined ratio (d)

2010 % change 2009 % change 2008
(In millions of U.S Dollars)
$509.0 4.1% $489.0 16.6% $419.5
64.1)  (199% (80.0) (13.4H)% (92.4)
$4449 $ 8.8% $409.0 25.0% $327.1
$627.6 61.8% $387.9 13.5% $341.8
347.8 36.7%  254.5 16.4% 218.7
131.1 84.4% 71.1 38.6% 51.3
66.0 107.5% 31.8 11.6% 28.5
55.4% 65.6% 64.0%
20.9% 18.3% 15.0%
10.5% 8.2% 8.4%
86.8% 92.1% 87.4%

(a) The loss ratio is calculated by dividing net losses and loss expenses by net premiums earned.
(b) The acquisition cost ratio is calculated by dividing acquisition costs by net premiums earned.
(c) The general and administrative expense ratio is calculated by dividing general and administrative expenses

by net premiums earned.

(d) The combined ratio is the sum of the loss ratio, the acquisition cost ratio, and the general and administrative

expense ratio.

% of % of % of
Premium Premium Premium
2010 written % Ceded 2009 written % Ceded 2008 written % Ceded
(In millions of U.S. Dollars)
Gross Premiums
Written by Type of
Risk:
Agriculture $ 292 5.7% 24% $ 89.6 18.3% 25% $ 80.5 192% 10.7%
Auto 329 6.5% — % — — % — % — — % — %
Aviation 31.3 6.1% 6.7% 34.7 71% 13.5% 31.5 75% 17.5%
Credit/surety 2.2 0.4% — % — — % — % — — % — %
General casualty 48.4 9.5% 1.0% 29.2 6.0% 7.9% 10.2 24%  26.8%
Marine & energy 16.4 3.2% 0.2% 18.3 3.7% 0.3% 12.8 3.0% 0.5%
Medical malpractice 514 10.1% 7.4% 67.5 13.8% 4.1% 77.1 184% 11.9%
Other 2.8 0.6% — % 2.3 0.5% 0.3% 1.9 05% (2.1)%
Professional liability 110.4 21.7% — % 71.5 14.6% — % 38.7 92% — %
Property 148.1 29.1%  40.0% 87.0 17.8% 54.1% 99.3 23.7% 51.4%
Whole account 5.1 1.0% 16.4% 114 23% 13.1% 12.9 31% 14.8%
Workers’
compensation 30.8 6.1% (103)% 77.5 159% 25.0% 54.6 13.0% 24.5%
$509.0 100.0% 12.6% $489.0 100.0% 16.4% $419.5 100.0% 22.0%
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Premiums. Gross premiums written for the year ended December 31, 2010 increased by 4.1% compared to
the year ended December 31, 2009. Significant factors affecting gross premiums written were:

* Gross premiums written increased in the auto, general casualty, professional liability and property lines
of business principally due to the inclusion of premiums written by the former Harbor Point companies
from May 12, 2010;

e QGross premiums written decreased in our agriculture line of business principally due to the
non-renewal of a contract as a result of a client merger in 2010;

*  Medical malpractice premiums decreased principally due to reduction in line sizes, increase in client
retentions and reduced estimates of assumed premiums on some quota share policies;

*  Workers’ compensation premiums decreased principally due to the non-renewal of a significant
contract written in the prior year, resulting in a decrease of $45.7 million, as well as a downwards net
premium adjustment of $9.5 million on a prior year contract triggered by a similar downwards revision
to losses on the contract; and

e Across our lines of business, we continued to experience a competitive price environment. We have
been selective in our renewals and business writings, focusing on business that meets our rate of return
requirements.

Gross premiums written for the year ended December 31, 2009 increased by 16.6% compared to the year
ended December 31, 2008. Significant factors affecting gross premiums written were:

e Gross premiums written increased in the workers compensation line of business principally due to a
significant quota share treaty written in 2009;

* Gross premiums written increased in the professional liability line of business where we took
advantage of favorable market pricing and reduced market capacity;

* Gross premiums written increased in the general casualty line of business; however, the general
casualty premium volume was generally flat compared to the year ended December 31, 2008 as there
were negative premium adjustments in 2008 that did not recur in 2009;

* The market for property reinsurance was favorable and our renewals benefited from an increase in
rates. However, with the 41.6% growth in our U.S. specialty property business in the United States we
kept our reinsurance premium volumes stable year-over-year as part of our strategy to limit aggregate
property exposures; and

e The year ended December 31, 2009 included reductions in premium estimates on prior year contracts
of $10.9 million compared to reductions of $46.0 million in 2008.

The ratio of reinsurance premiums ceded to gross premiums written for the year ended December 31, 2010
was 12.6% compared to 16.4% for the year ended December 31, 2009. The decrease in the percentage was
principally due to the inclusion of Harbor Point business from May 12, 2010 at a lower ratio of reinsurance
premiums ceded to gross premiums written.

The ratio of reinsurance premiums ceded to gross premiums written for the year ended December 31, 2009
was 16.4% compared to 22.0% for the year ended December 31, 2008. The decrease in the percentage was
principally due to a significant quota share contract incepting in the third quarter of 2008 which renewed in 2009
at a significant lower amount. In addition, reinstatement premiums ceded triggered by property catastrophe losses
during 2008 were $1.7 million compared to no significant reinstatement premiums ceded in 2009.

The amount of net premiums earned is a function of the earning of gross premiums written and reinsurance
premiums ceded over the last several quarters and, therefore, net premiums earned generally lag quarterly
increases and decreases in gross premiums written and reinsurance premiums ceded. As a result, net premiums
earned tend to be less volatile than gross premiums written and reinsurance premiums ceded. The increase in net
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premiums earned for the year ended December 31, 2010 compared to the year ended December 31, 2009 was
principally due to the incremental earnings of the Harbor Point portfolio of contracts written before the
Amalgamation, which are included in the 2010 year but have no equivalent in the comparable 2009 year.

Net losses and loss expenses. The loss ratio decreased by 10.2 percentage points for the year ended
December 31, 2010 compared to the year ended December 31, 2009. The net favorable and (unfavorable)
development of prior year reserves in the years ended December 31, 2010, 2009 and 2008 by line of business was

as follows:
2010 2009 2008
(In millions of U.S. Dollars)
Agriculture $ 23 $ 31 $ —
Auto — — —
Aviation (7.0) 2.6 0.8
Credit/surety — — —
General casualty 16.8 10.5 9.5
Marine & energy 9.5) (24.3) (13.5)
Medical malpractice 2.7 7.9 53
Other — — 1.1
Professional liability (12.2) 8.6 25.8
Property 24.9 20.3 223
Whole account 10.7 2.3 15.1
Workers compensation 15.9 1.0 1.7
44.6 32.0 68.1
Loss development resulting from premium adjustments 7.8 114 17.0

$524 $434 $85.1

Significant items impacting the loss ratio were:

Net favorable loss development of prior year reserves in the year ended December 31, 2010, excluding
the effect of premium adjustments, was $44.6 million compared to $32.0 million in the year ended
December 31, 2009. Included in the net favorable development for the year ended December 31, 2010
was an $8.9 million reduction to net loss reserves on a significant prior year workers’ compensation
contract for which there was an offsetting reduction to net premiums earned of $9.5 million. As a
result, the net favorable loss development on this workers’ compensation contract had a modest
negative impact on net income;

The net favorable development in the year ended December 31, 2010 reflected better than expected
loss emergence. Favorable loss development principally emerged on the 2008 and 2009 years for the
property line of business, on the 2002 — 2009 years for the general casualty line of business and on the
2005 and prior years for the workers compensation lines of business. This favorable loss development
was partially offset by adverse development principally on the 2004 and 2008 — 2009 years for the
professional liability line of business, the 2005 — 2009 years for the marine & energy line of business
and the 2007 and 2009 years for the aviation line of business;

Excluding the net favorable loss development (and after adding back the $9.5 million reduction to net
premiums earned for the workers’ compensation contract discussed above), the loss ratio was 61.6%
for the year ended December 31, 2010 compared to 73.9% for the year ended December 31, 2009. The
decrease in the loss ratio for the year compared to the prior year was principally due to the inclusion of
net premiums earned from the former Harbor Point companies since May 12, 2010 at a significantly
lower loss ratio, which reduced the average loss ratio. Despite the increase in property catastrophe
losses discussed below, the current year loss ratio on the net premiums earned related to the former
Harbor Point portfolio of contracts does not include any significant property catastrophe losses other
than from the New Zealand earthquake as most of the current year’s property catastrophe loss events
occurred prior to the Amalgamation;
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* Also contributing to the decrease in the loss ratio, the year ended December 31, 2010 benefitted from
the $14.4 million amortization of the fair value adjustment made to the acquired Harbor Point net loss
reserves at the date of the Amalgamation. This fair value adjustment is being amortized over a
weighted average period of 4.0 years; and

e Partially offsetting the decrease described above was the increased property catastrophe-related and
significant per-risk losses. The year ended December 31, 2010 included $27.8 million in property
catastrophe-related and significant per-risk losses, principally as a result of the Deepwater Horizon oil
spill, European windstorm Xynthia, Australian storms, New Zealand earthquake and the Australian
floods. The year ended December 31, 2009 included $2.0 million in property catastrophe-related and
significant per-risk losses.

The loss ratio increased 1.6 percentage points for the year ended December 31, 2009 compared to the year
ended December 31, 2008. Significant items impacting the loss ratio were:

* Net favorable loss development of prior year reserves in the year ended December 31, 2009 was $32.0
million compared to $68.1 million in the year ended December 31, 2008. The net favorable
development in the year ended December 31, 2009 reflected better than expected loss emergence.
Favorable loss development emerged on the 2008 and prior years for property, 2005 and prior years for
general casualty, 2006 and prior years for professional liability, and 2007 and prior years for medical
malpractice. The net favorable development in the year ended December 31, 2008 emerged primarily
on the 2005 and 2006 years for the professional liability and whole account lines of business;

e Excluding the net favorable loss development the loss ratio was 73.9% for the year ended
December 31, 2009 compared to 83.9% for the year ended December 31, 2008;

e The year ended December 31, 2009 included $2.0 million in property catastrophe-related and
significant per-risk losses, compared to $47.0 million in the year ended December 31, 2008; and

Decreases in reinsurance premium estimates, net of acquisition costs, of $8.5 million, $11.7 million and
$24.2 million, in 2010, 2009 and 2008, respectively, resulted in a decrease in prior year loss reserves of $7.8
million in 2010, $11.4 million in 2009 and $17.0 million in 2008.

Acquisition costs. The ratio of acquisition costs to net premiums earned for the year ended December 31,
2010 increased 2.6 percentage points compared to the year ended December 31, 2009. The reinsurance contracts
that we write have a wide range of acquisition cost ratios. The increase in the acquisition cost ratio was
principally due to changes in the mix of business written, partially influenced by the additional net premiums
earned from the former Harbor Point companies. The former Harbor Point business contains a higher proportion
of quota share contracts, which generally carry higher acquisition cost ratios than excess of loss contracts.

The ratio of acquisition costs to net premiums earned for the year ended December 31, 2009 increased 3.3
percentage points compared to the year ended December 31, 2008. This increase was principally as a result of
changes in the mix of business written, in particular the significant growth in professional liability and workers
compensation business, which raised the average ceding commission.

General and administrative expenses. General and administrative expenses for the year ended December 31,
2010 increased $34.2 million compared to the year ended December 31, 2009. The increase was principally due
to the inclusion of Harbor Point’s expenses for the period from May 12, 2010. In addition, there was an increase
in performance based compensation expense as a result of improved underwriting results compared to the prior
year, and a shift to a larger cash component and fewer stock-based awards, compared to 2009.

General and administrative expenses for the year ended December 31, 2009 increased $3.3 million
compared to the year ended December 31, 2008. The improvement in the segment’s overall result in 2009
compared to 2008 resulted in increased performance based compensation for 2009. The year ended December 31,
2009 also included increased expenses related to information technology compared to 2008.
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Reinsurance Segment—on a pro forma basis

The following table presents certain financial information for the reinsurance segment on a combined pro
forma basis (after the elimination of intercompany transactions and the amortization of certain acquisition
accounting adjustments) for the years ended December 31, 2010 and 2009, for informational purposes only, as if
the Amalgamation had occurred on January 1, 2010 and January 1, 2009, respectively. The pro forma data does
not necessarily represent results that would have occurred if the Amalgamation had taken place at the beginning
of each period presented, nor is it indicative of future results.

2010 % change 2009
(In millions of U.S. Dollars)
Gross premiums written $892.4 (15.8)% $1,060.4
Net premiums earned 833.5 (8.5)% 910.7
Net losses and loss expenses 481.2 5.3% 456.9
Acquisition costs 173.3 5.1D)% 182.7
General and administrative expenses 75.6 (6.8)% 81.1
Loss ratio (a) 57.7% 50.2%
Acquisition cost ratio (b) 20.8% 20.0%
General and administrative expense ratio (c) 9.1% 8.9%
Combined ratio (d) 87.6% 79.1%

(a) The loss ratio is calculated by dividing net losses and loss expenses by net premiums earned.

(b) The acquisition cost ratio is calculated by dividing acquisition costs by net premiums earned.

(c) The general and administrative expense ratio is calculated by dividing general and administrative expenses
by net premiums earned.

(d) The combined ratio is the sum of the loss ratio, the acquisition cost ratio, and the general and administrative
expense ratio.

% of % of
Premium Premium
2010 Written 2009 Written

(In millions of U.S. Dollars)
Gross Premiums Written by Type of Risk:

Agriculture $ 472 53% $ 93.0 8.8%
Auto 65.3 7.3% 58.8 5.5%
Aviation 32.7 3.7% 42.8 4.0%
Credit/surety 28.8 3.2% 20.7 2.0%
General casualty 85.3 9.6% 93.9 8.9%
Marine & energy 33.6 3.8% 46.7 4.4%
Medical malpractice 56.6 6.3% 76.4 7.2%
Other 7.7 0.9% 3.6 0.3%
Professional liability 173.9 19.5% 202.1 19.1%
Property 276.9 31.0% 297.2 28.0%
Whole account 50.4 5.6% 35.0 33%
Workers’ compensation 34.0 3.8% 90.2 8.5%

$892.4 100.0%  $1,060.4 100.0%

Premiums. Gross premiums written for the year ended December 31, 2010 would have been 15.8% lower
than the year ended December 31, 2009. Significant factors affecting gross premiums written were:

* Gross premiums written would have decreased in our agriculture line of business principally due to the
non-renewal of a contract as a result of a client merger in 2010;

e The increase in our credit/surety and whole account lines of business would have been principally due
to new business written;

74



Marine & energy, medical malpractice and professional liability premiums would have decreased
principally due to reductions in line sizes, increase in client retentions and reduced estimates of
assumed premiums on certain quota share policies;

The decrease in property premiums would have been principally due to increased selectivity in our
renewals, focusing on business that meets our rate of return requirements; and

Workers’ compensation premiums would have decreased principally due to the non-renewal of a
contract written in the prior year period, resulting in a decrease of $45.7 million, as well as a
downwards net premium adjustment of $9.5 million on a prior year contract triggered by a similar
downwards revision to losses on the contract.

The amount of net premiums earned is a function of the earning of gross premiums written and reinsurance
premiums ceded over the last several quarters and, therefore, net premiums earned generally lag quarterly
increases and decreases in gross premiums written and reinsurance premiums ceded. As a result, net premiums
earned tend to be less volatile than gross premiums written and reinsurance premiums ceded.

Net losses and loss expenses. The loss ratio for the year ended December 31, 2010 would have increased by
7.5 percentage points compared to the year ended December 31, 2009. Significant items impacting the loss ratio

were:

Net favorable loss development of prior year reserves in the year ended December 31, 2010 would
have been $73.0 million compared to $57.4 million in the year ended December 31, 2009;

The favorable development in the year ended December 31, 2010 would have been principally on our
property, general casualty and workers compensation lines of business, partially offset by adverse
development on our professional liability and marine & energy lines of business. The favorable
development in the year ended December 31, 2009 would have been principally on our property and
general casualty lines of business, partially offset by adverse development recognized on our marine &
energy line of business;

Included in the net favorable development for the year ended December 31, 2010 was an $8.9 million
reduction to net loss reserves on a significant prior year workers’ compensation contract for which
there was an offsetting reduction to net premiums earned of $9.5 million. As a result, the net favorable
loss development on this workers’ compensation contract had a modest negative impact on net income;

Excluding the net favorable loss development (and after adjusting for the $9.5 million reduction to net
premiums earned for the workers’ compensation contract discussed above), the loss ratio would have
been 65.7% for the year ended December 31, 2010 and 56.5% for the year ended December 31, 2009.
The increase in the loss ratio would have been principally due to the significant increase in property
catastrophe events and significant per-risk losses; and

The year ended December 31, 2010 would have included $94.8 million in property catastrophe-related
and significant per-risk losses, principally as a result of the Deepwater Horizon oil spill, European
windstorm Xynthia, the Chilean earthquake, Australian storms, New Zealand earthquake and
Australian floods. The year ended December 31, 2009 would have included $8.9 million of property
catastrophe-related net losses, principally related to windstorm Klaus.

Acquisition costs. The ratio of acquisition costs to net premiums earned would have increased 0.8
percentage points for the year ended December 31, 2010 compared to the year ended December 31, 2009. The
reinsurance contracts that we write have a wide range of acquisition cost ratios. The increase in the acquisition
cost ratio would have been principally due to changes in the mix of business written.

General and administrative expenses. General and administrative expenses for the year ended December 31,
2010 would have decreased compared with the year ended December 31, 2009, principally due to the decrease in
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the amortization expense of renewal rights held by Harbor Point. The renewal rights were included in the assets
of Chubb Re acquired by Harbor Point in 2005 and were fully amortized by the end of 2009. The general and
administrative expense ratio would not have changed significantly from 2009 to 2010 as the 6.8% decrease in
general and administrative expense was offset by an 8.5% decrease in net premiums earned.

U.S. Specialty Segment

Gross premiums written
Reinsurance premiums ceded

Net premiums written

Net premiums earned

Net losses and loss expenses
Acquisition costs

General and administrative expenses

Loss ratio (a)

Acquisition cost ratio (b)

General and administrative expense ratio (c)
Combined ratio (d)

2010 % change 2009 % change 2008
(In millions of U.S Dollars)
$324.0 13.5% $2855 469% $ 1943
(98.6) (36.4)% (155.1) 30.7% (118.7)
$225.4 729% $ 1304 725% $ 75.6
$186.7 82.9% $102.1 133.1% $ 43.8
118.3 88.4% 62.8 106.6% 30.4
28.4 N/A 7.5 150.0% 3.0
36.0 15.4% 31.2 14.7% 27.2
63.4% 61.5% 69.4%
15.2% 7.3% 6.9%
19.3% 30.7% 62.2%
97.9% 99.5% 138.5%

(a) The loss ratio is calculated by dividing net losses and loss expenses by net premiums earned.
(b) The acquisition cost ratio is calculated by dividing acquisition costs by net premiums earned.
(c) The general and administrative expense ratio is calculated by dividing general and administrative expenses
by net premiums earned.
(d) The combined ratio is the sum of the loss ratio, the acquisition cost ratio, and the general and administrative
expense ratio.
% of % of % of
Premium % Premium % Premium %
2010  Written  Ceded 2009  Written  Ceded 2008  Written  Ceded
(In millions of U.S. Dollars)
Gross Premiums Written by
Type of Risk:
General Liability $104.8 323% 28.0% $ 87.8 30.8% 343% $ 59.8 30.8% 44.4%
Marine 674 208% 455% 614 21.5% 58.8% 387 199% 60.7%
Professional Liability 12.5 39% 14.6% 0.6 0.2% 10.6% — — % — %
Property 1393 43.0% 26.4% 13577 47.5% 654% 958 493% 7T1.7%
$324.0 100.0% 30.4% $285.5 100.0% 54.3% $194.3 100.0% 61.1%

Premiums. Gross premiums written for the year ended December 31, 2010 increased 13.5% compared to the
year ended December 31, 2009. The increase in gross premiums written was principally due to:

* The addition of professional liability to our product line in the fourth quarter of 2009;

e Focused growth of our general liability line written through the brokerage distribution channel; and

e Moderate growth of 3% to 10% in our marine and property lines of business.

* Market conditions remain competitive across all lines of business. Owing to the smaller average policy
size of our U.S. specialty client base, we expect premium volumes to be less sensitive to market rate
changes than for similar product lines written by our insurance segment.
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Gross premiums written for the year ended December 31, 2009 increased 46.9% compared to the year ended
December 31, 2008. The increase in gross premiums written reflected the expansion of our U.S platform (which
commenced underwriting activities in April 2007), including the capability to write business in all states during
2009. This expansion was seen across all lines of business.

The ratio of reinsurance premiums ceded to gross premiums written for the year ended December 31, 2010
was 30.4% compared to 54.3% in the year ended December 31, 2009. We intend to gradually retain more risk in
the lines of business that we expect will have the greatest long term potential. Consistent with this strategy,
during 2010 we cancelled a property quota share treaty and replaced it with a surplus share treaty under which we
retain more of the risk. Further contributing to the decrease in reinsurance premiums ceded from the year ended
December 31, 2009 was a decrease in the ceding percentage on our marine quota share treaty.

The ratio of reinsurance premiums ceded to gross premiums written for the year ended December 31, 2009
was 54.3% compared to 61.1% in the year ended December 31, 2008.

The amount of net premiums earned is a function of the earning of gross premiums written and reinsurance
premiums ceded over the last several quarters and, therefore, net premiums earned generally lag quarterly
increases and decreases in gross premiums written and reinsurance premiums ceded. As a result, net premiums
earned tend to be less volatile than gross premiums written and reinsurance premiums ceded.

Net losses and loss expenses. The loss ratio for the year ended December 31, 2010 increased 1.9 percentage
points compared to the year ended December 31, 2009. The net favorable and (unfavorable) development of prior
year reserves in the years ended December 31, 2010, 2009 and 2008 by line of business was as follows:

2010 2009 2008
(In millions of U.S. Dollars)

General Liability $0.2) $0.6) $—
Marine (2.0) 22 —
Professional Liability — — _
Property 3.1 1.7 —

$09 $(1.1) $—

Significant items impacting the loss ratio were:

* Net favorable loss development of prior year reserves in the year ended December 31, 2010 was $0.9
million compared to net unfavorable development $1.1 million in the year ended December 31, 2009.
Favorable development in our property line of business in 2010 and 2009 represented better than
expected loss emergence. Unfavorable development in our marine and general liability lines of
business were the result of increased loss estimates on specific claim reserves;

* Excluding the net favorable loss development, the loss ratio was 63.8% and 60.4% for the years ended
December 31, 2010 and December 31, 2009, respectively. The increase in the loss ratio was principally
due to changes in the mix of business; and

*  Our results for the year ended December 31, 2010 include net losses of $7.0 million for property
catastrophe losses and significant per-risk losses. Large loss events in the year ended December 31,
2010 included flooding in Tennessee and storms in the Northeastern U.S. These losses were contained
within our annual loss expectations for the property line of business. In the fourth quarter of 2010, we
reduced our original estimate of net losses associated with these events by $2.0 million. During the
year ended December 31, 2009, we did not incur any significant property catastrophe losses or
significant per-risk losses.
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The loss ratio for the year ended December 31, 2009 decreased 7.9 percentage points compared to the year
ended December 31, 2008. Significant items impacting the loss ratio were:

* The expansion of the U.S. Specialty segment, increase in gross premium volume and broader client
base resulted in an improvement in the loss ratio;

* Net unfavorable loss development of prior year reserves in the year ended December 31, 2009 was $1.1
million compared to no development of prior year reserves in the year ended December 31, 2008; and

* The year ended December 31, 2008 included net losses of $5.0 million for property catastrophe losses
and significant per-risk losses. During the year ended December 31, 2009, we did not incur any
significant property catastrophe losses or significant per-risk losses.

Acquisition expenses. The acquisition cost ratio has increased in each of the last two years principally as a
result of corresponding decreases in the amount of reinsurance purchased. As we retain more business, we
receive less ceding commission income to offset our brokerage and commission costs, which has increased our
acquisition cost ratio.

General and administrative expenses. General and administrative expenses principally comprise personnel
and infrastructure costs, both of which increased in 2010 compared to 2009, and in 2009 compared to 2008.
However, our general and administrative expense ratio has decreased each year from 2008 to 2010. The
decreases in the ratio was principally due to the increases in net premiums earned each year.

Alterra at Lloyd’s Segment

Our Alterra at Lloyd’s segment comprises all of our Lloyd’s operating businesses. This includes the
underwriting operations of the Syndicates for which we record our proportionate share. Our Lloyd’s operating
businesses were acquired on November 6, 2008. As a result, a comparison of 2010 and 2009 results with 2008
results is not meaningful.

2010 % change 2009 % change 2008
(In millions of U.S. Dollars)

Gross premiums written $202.6  57.1% $129.0 NA § 88
Reinsurance premiums ceded 374) 13.7% (32.9) N/A 4.3)
Net premiums written $165.2 71.9% $ 96.1 N/A $ 45
Net premiums earned $135.0 42.0% $ 95.1 N/A $ 43
Net losses and loss expenses 59.9 36.1% 44.0 N/A 2.5
Acquisition costs 24.2 33.7% 18.1 N/A 1.0
General and administrative expenses 28.5 42.5% 20.0 N/A 2.5
Loss ratio (a) 44.3% 46.2% 57.3%
Acquisition cost ratio (b) 17.9% 19.1% 22.7%
General and administrative expense ratio (c) 21.2% 21.0% 58.5%
Combined ratio (d) 83.4% 86.3% 138.5%

(a) The loss ratio is calculated by dividing net losses and loss expenses by net premiums earned.

(b) The acquisition cost ratio is calculated by dividing acquisition costs by net premiums earned.

(c) The general and administrative expense ratio is calculated by dividing general and administrative expenses
by net premiums earned.

(d) The combined ratio is the sum of the loss ratio, the acquisition cost ratio, and the general and administrative
expense ratio.
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% of % of % of
Premium % Premium %0 Premium %
2010  Written Ceded 2009 Written  Ceded 2008 Written Ceded

(In millions of U.S. Dollars)

Gross Premiums Written by

Type of Risk:

Accident & health $ 309 152% 157% $ 22.6 17.5% 223% $0.4 4.5% T1.5%
Aviation 16.1 79% 24.5% 2.6 20% — % — — % — %
Financial institutions 19.4 9.6% 233% 23.8 18.5% 22.0% 4.1  46.6% 70.4%
International casualty 262 129% 7.0% — — % — % — — % — %
Professional liability 19.6 97% 13.0% 19.9 154% 205% 29 33.0% — %
Property 85.6 423% 23.0% 60.1 46.6% 309% 1.4 159% 77.2%
Surety 4.8 24% @ — % @ — — % — % — — % — %

$202.6 100.0% 18.5% $129.0 100.0% 25.5% $8.8 100.0% 48.9%

Premiums. Gross premiums written for the year ended December 31, 2010 increased 57.1% compared to the
year ended December 31, 2009. The increase in gross premiums written was primarily due to:

e The addition of aviation business to our Alterra at Lloyd’s segment in the fourth quarter of 2009, which
largely represents a transfer of business previously written within our insurance segment;

» The addition of international casualty product lines in the first quarter of 2010, which generated $26.2
million of gross premiums written in the year ended December 31, 2010; and

e The commencement of underwriting in Brazil in 2010, which generated $22.9 million of gross
premiums written for the year ended December 31, 2010, primarily in the property line of business.

The year ended December 31, 2009 was the first full year of operations for the Alterra at Lloyd’s segment.
Gross premiums written for the year ended December 31, 2009 increased 7.3% compared to gross premiums
written of $120.2 million for the year ended December 31, 2008 ($111.4 million of which were written prior to
our acquisition of Alterra at Lloyd’s, and therefore are not included in the consolidated results for the year ended
December 31, 2008, and $8.8 million of which were written following the acquisition and are reflected in the
table above). This growth was predominantly in the property and accident & health business lines.

The ratio of reinsurance premiums ceded to gross premiums written for the year ended December 31, 2010
was 18.5%, compared to 25.5% for the year ended December 31, 2009. The volume of reinsurance premiums
ceded did not increase at the same rate as the increase in gross premiums written because a significant proportion
of our reinsurance program are excess of loss (non-proportional) contracts rather than quota share (proportional)
contracts.

The amount of net premiums earned is a function of the earning of gross premiums written and reinsurance
premiums ceded over the last several quarters and, therefore, net premiums earned generally lag quarterly
increases and decreases in gross premiums written and reinsurance premiums ceded. As a result, net premiums
earned tend to be less volatile than gross premiums written and reinsurance premiums ceded.
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Net losses and loss expense. The loss ratio for the year ended December 31, 2010 decreased by 1.9
percentage points compared to the year ended December 31, 2009. The net favorable and (unfavorable)
development of prior year reserves in the years ended December 31, 2010, 2009 and 2008 by line of business was
as follows:

2010 2009 2008
(In millions of U.S. Dollars)

Accident & health $— $0.6 $—
Financial institutions 4.9 0.9 —
Professional liability 3.6 3.5 —
Property 6.4 1.1 —

$149 $6.1 $—

Significant items impacting the loss ratio were:

* Net favorable loss development of prior year reserves in the year ended December 31, 2010 was $14.9
million compared to net favorable development of $6.1 million in the year ended December 31, 20009.
The net favorable development in the years ended December 31, 2010 and 2009 reflected better than
expected loss emergence;

* Excluding the net favorable loss development, the loss ratio was 55.4% for the year ended
December 31, 2010 compared to 52.7% for the year ended December 31, 2009. The increase in the loss
ratio was principally due to changes in the mix of business, which now includes aviation and
international casualty lines of business, and an increase in catastrophe-related and significant per risk
losses.

* Losses and loss expense for the year ended December 31, 2010 included $8.1 million in catastrophe-
related and significant per-risk losses, which included net losses from the Chilean earthquake,
windstorm Xynthia, Australian hail storms, New Zealand earthquake and Australian floods. Losses and
loss expense for the year ended December 31, 2009 included $1.4 million in catastrophe-related and
significant per risk losses.

Acquisition expenses. The acquisition cost ratio decreased 1.2 percentage points for the year ended
December 31, 2010 compared to the year ended December 31, 2009. The decrease in acquisition costs was
principally attributable to the addition of international casualty business in the first quarter of 2010, which has a
lower average acquisition cost ratio.

General and administrative expenses. General and administrative expenses for the year ended December 31,
2010 increased $8.5 million compared to the year ended December 31, 2009. However, the general and
administrative expense ratio for the year ended December 31, 2010 remained consistent with the year ended
December 31, 2009 as net premiums earned increased at almost the same rate. General and administrative
expenses for this segment includes profit commission income earned by Alterra at Lloyd’s from the Lloyd’s
Syndicates that are not wholly owned by Alterra, which partially offsets the costs of managing the Syndicates.
Profit commission income in the year ended December 31, 2010 benefited from a non-recurring gain of $4.9
million resulting from the closing of a year of account on one of these third-party Syndicates. Partially offsetting
this profit commission income was an increase in information technology expenses, performance-based
compensation, and expenses related to our new office in Brazil.
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Life and Annuity Reinsurance Segment

2010 % change 2009 % change 2008
(In millions of U.S. Dollars)

Net premiums earned $45 (89.6)% $ 433  (82.1)% $ 241.7
Net investment income 49.8 24H% 51.0 27.2% 40.1
Net realized and unrealized gains (losses) on investments 114  (6949% 373 N/A (100.9)
Claims and policy benefits 652 (355% 101.1 (66.5)% 301.5
Acquisition costs 04 (71.9H)% 14 N/A 0.1)
General and administrative expenses 3.0 7.1% 2.8 B.4)% 2.9

The nature of life and annuity reinsurance transactions that we consider results in a limited number of
transactions actually bound with potentially large variations in quarterly and annual premium volume.
Consequently, components of our underwriting results, such as premiums written, premiums earned and benefits
can be volatile and, accordingly, period-to-period comparisons are not necessarily representative of future trends.
Our life and annuity benefit reserves are recorded on a discounted present value basis. This discount is amortized
through income as a claims and policy benefits expense over the term of the underlying policies. As a result,
income is driven by the spread between the actual rate of return on our investments and the interest discount on
our reserves, together with differences between estimated and actual claims, premiums, expenses and persistency
of the underlying policies.

There were no new life and annuity contracts written during the year ended December 31, 2010. One new
reinsurance contract was written in the year ended December 31, 2009, accounting for most of the premiums
written for that year. Three contracts totaling gross premiums written of $239.6 million, each covering closed
blocks of pension annuities for existing clients, were written in the year ended December 31, 2008. Our life and
annuity business was focused exclusively on acquiring policies with significant reserve balances, which allowed
us to earn a profit by investing at a higher yield than the cost of funds of those reserves. We were able to execute
this strategy successfully in prior years as our investment in hedge funds constituted a significant portion of our
total investments and investment yields in general were more attractive. Our investment strategy is now focused
primarily on holding high quality fixed maturity securities, which makes it difficult to grow our life and annuity
business profitably. In addition, we have not been able to identify many meaningful opportunities to write new
life and annuity reinsurance contracts where we can earn an attractive investment spread. As a result, we have
determined not to write any new life and annuity contracts in the foreseeable future. This determination does not
affect our existing life and annuity reinsurance contracts and we will continue to service our existing life and
annuity customer base.

Gross premiums written, reinsurance premiums ceded, net premiums earned, acquisition costs and general
and administrative expenses represent ongoing premium receipts or adjustments and related administration
expenses on existing contracts. Claims and policy benefits in each period represent reinsured policy claims
payments net of the change in policy and claim liabilities.

Net investment income and net realized and unrealized gains (losses) on investments are discussed within
the investing activities section as we manage investments for this segment on a consolidated basis with our other
segments.

Investing Activities

The results of investing activities discussed below include the net investment income, net realized and
unrealized gains (losses) on investments and net impairment losses recognized in earnings for all of our
segments, including amounts that are allocated to the segments. These investment results are presented below on
a consolidated basis.
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2010 % change 2009 % change 2008
(In millions of U.S. Dollars)

Net investment income $222.4 31.1% $169.7 (6.6)% $ 181.6
Net realized and unrealized gains (losses) on investments 16.9 (79.3)%  81.8 N/A (235.0)
Net impairment losses recognized in earnings 2.6) ((16.1)% 3.1) @®1.7)% (16.9)
Average annualized yield on cash, fixed maturities 3.39% 3.56% 4.35%

Net investment income. The increase in net investment income for the year ended December 31, 2010 was
principally attributable to the increase in cash and invested assets as a result of the Amalgamation and the
issuance of senior notes together with additional investment income generated by shifting cash into higher
yielding fixed maturity securities. Our ratio of average cash to average invested assets decreased from 15.6% for
the year ended December 31, 2009 to 12.3% for the year ended December 31, 2010 as we redeployed cash into
fixed maturity investments and paid a special dividend. The yields available in the current fixed maturity market
are generally lower than the average yield on our existing portfolio. As we have invested cash generated by
operations and cash generated from maturing investments into our fixed maturity portfolio, the yield on our
portfolio has decreased. To date, this reduction has been partially offset by our redeployment of a larger portion
of cash into fixed maturities, helping to slow the decline in yield compared to the prior periods. However, due to
the continuing low-yield market environment, we expect continued downwards pressure on our investment yield.

The decrease in net investment income for the year ended December 31, 2009 was principally attributable to
the increase in the ratio of average cash to average invested assets for the year ended December 31, 2009 as
compared to the year ended December 31, 2008. This increase in cash was principally attributable to significant
cash redemptions received from our hedge fund portfolio, growth in gross premiums written, and a desire to
maintain high levels of liquidity, partially offset by the repayment of debt.

Net realized and unrealized (losses) gains on investments include the following:

2010 2009 2008
(In millions of U.S. Dollars)

Increase (decrease) in fair value of hedge funds (a) $ 143 $75.8 $(233.5)
Decrease (increase) in fair value of derivatives (12.0) 0.8 —
Increase in fair value of catastrophe bonds 04 — —
Increase in fair value of structured deposit 26 — —
Income from equity method investments 0.6 0.7 0.5
Change in fair value of other investments 59 773 (233.0)
Net realized gains (losses) on available for sale securities 15.5 1.9 2.5
Net realized and unrealized (losses) gains on trading securities 45 26 0.5
Net realized and unrealized gains (losses) on investments $169 $81.8 $(235.0)

(a) An increase in fair value of derivatives of $8.1 million and $22.2 million from a wholly-owned hedge fund
are included in the increase (decrease) in fair value of hedge funds for the years ended December 31, 2009
and December 31, 2008, respectively.

Change in fair value of other investments. Our investment in hedge funds comprise the majority of other
investments. The increase in fair value of the hedge fund portfolio was $14.3 million, or a 4.27% rate of return,
for the year ended December 31, 2010, compared to an increase of $75.8 million, or a 12.27% rate of return, for
the year ended December 31, 2009. Over the last 24 months, we have significantly reduced our level of
investment in hedge funds. As a result, the returns generated by our hedge fund portfolio represent a decreasing
proportion of our total investment income compared to previous periods. The rate of return of 4.27% for the year
ended December 31, 2010 compares to the HFRI Fund of Funds Composite Index returning 5.67% over the same
period, which we believe is our most relevant benchmark.
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Eight of the ten hedge fund strategies we employed experienced positive returns during the year ended
December 31, 2010. The largest contributors by investment strategy to the increase in fair value for the year
ended December 31, 2010 were the global macro and the diversified arbitrage strategies. As of December 31,
2010, 16.9% and 9.5% of our hedge fund portfolio was allocated to the global macro and diversified arbitrage
strategies, respectively. The largest decrease in fair value offsetting the overall increase for the year was
contributed by the event driven arbitrage strategy. As of December 31, 2010, 10.2% of our hedge fund portfolio
was allocated to this strategy.

Eight of the nine hedge fund strategies we employed experienced positive returns during the year ended
December 31, 2009. The largest contributors by investment strategy to the net gain for the year ended
December 31, 2009 were the distressed securities and the event driven arbitrage strategies. As of December 31,
2009, 20.0% and 13.3% of our hedge fund portfolio was allocated to the distressed securities and the event driven
arbitrage strategies, respectively.

All but one of the hedge fund strategies we employed experienced negative returns during the year ended
December 31, 2008. The largest contributors by investment strategy to the loss in 2008 were the long/short equity
and the event driven arbitrage strategies. As of December 31, 2008, 38.5% and 9.9% of our hedge fund portfolio
was allocated to long/short equity and event-driven strategies, respectively.

The allocation of invested assets to our hedge fund portfolio as of December 31, 2010 was 3.7%. The
objective of our hedge fund portfolio is to achieve a market neutral/absolute return strategy, with diversification
by strategy and underlying fund. A market neutral strategy strives to generate consistent returns in both up and
down markets by selecting long and short positions with a total net exposure of zero. Returns are derived from
the long/short spread, or the amount by which long positions outperform short positions. The objective of an
absolute return strategy is to provide stable performance regardless of market conditions, with minimal
correlation to market benchmarks.

Included in the change in fair value of hedge funds for the year ended December 31, 2008 was a $3.8
million realized loss on a futures transaction that was initiated and fully settled in September 2008. This
transaction was initiated as an economic hedge on a portion of our holdings of U.S. government securities.

The fair value of derivatives decreased by $12.0 million for the year ended December 31, 2010, and
increased $0.8 million for the year ended December 31, 2009. We did not hold any derivative instruments outside
of the hedge fund portfolio as of December 31, 2008. We hold various derivative instruments, including
convertible bond equity call options, interest rate linked derivative instruments and foreign exchange forward
contracts. During the second quarter of 2010, we considered replacing our revolving bank loan with longer term
debt. In contemplation of this plan, we entered into two interest rate forward contracts indexed to the U.S.
treasury rate. Due to market volatility at that time, we elected not to replace our revolving bank loan and the
forward contracts were settled for a loss of $10.4 million in the second quarter.

At December 31, 2010, we had $47.2 million invested in catastrophe bonds, with a par value of $45.3
million, which are scheduled to mature at various dates between May 24, 2011 and June 6, 2013. The increase in
fair value of the catastrophe bonds was $0.4 million during the year ended December 31, 2010, which is included
in the change in fair value of other investments.

We also hold an index-linked structured deposit. The deposit has a guaranteed minimum redemption amount
of $24.3 million and a scheduled redemption date of December 18, 2013. The increase in fair value of the
structured deposit was $2.6 million during the year ended December 31, 2010, which is included in the change in
fair value of other investments.

Net realized and unrealized gains and losses on available for sale and trading securities. Our total fixed
maturities portfolio is split into three portfolios:

e an available for sale portfolio;
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e aheld to maturity portfolio; and

e atrading portfolio.

Our available for sale portfolio is recorded at fair value with unrealized gains and losses recorded in other
comprehensive income as part of total shareholders’ equity. Our available for sale fixed maturities investment
strategy is not intended to generate significant realized gains and losses as more fully discussed below in the
Financial Condition section. Our held to maturity portfolio includes securities for which we have the ability and
intent to hold to maturity or redemption, and is recorded at amortized cost. There should be no realized gains or
losses related to this portfolio unless there is an other than temporary impairment loss. Our trading portfolio is
recorded at fair value with realized and unrealized gains and losses recorded in net income, all of which are
reported within our Alterra at Lloyd’s segment. Net realized and unrealized gains (losses) on our fixed maturities
portfolios for the years ended December 31, 2010, 2009 and 2008 were $11.0 million, $4.5 million, and $(2.0)
million respectively.

Net impairment losses recognized in earnings. As a result of our quarterly review of securities in an
unrealized loss position, we recorded other-than-temporary impairment losses through earnings for the years
ended December 31, 2010, 2009 and 2008 of $2.6 million, $3.1 million and $16.9 million, respectively. These
impairment losses are presented separately from all other net realized and unrealized gains and losses on
investments. A discussion of our process for estimating other-than-temporary impairments is included in Note 3
of our audited consolidated financial statements included herein.

Financial Condition

Cash and invested assets. Aggregate invested assets, comprising cash and cash equivalents, fixed maturities
and other investments, were $7,861.4 million as of December 31, 2010 compared to $5,262.4 million as of
December 31, 2009, an increase of 49.4%. The increase in cash and invested assets resulted principally from the
Amalgamation, which contributed $2,663.0 million in invested assets as of May 12, 2010, and from the issuance
of senior notes in September 2010. This increase during the year ended December 31, 2010 was partially offset
by the payment of dividends of $349.5 million and the repurchase of ordinary shares of $207.8 million.

Our fixed maturities are recorded at fair value and are subject to fluctuations in fair value due to changes in
interest rates, changes in issuer specific circumstances, such as credit rating changes, and changes in industry
specific circumstances, such as movements in credit spreads based on the market’s perception of industry risks.
As a result of these fluctuations, it is possible to have significant unrealized gains or losses on a security. Our
strategy for our fixed maturities portfolios is to tailor the maturities of the portfolios to the timing of expected
loss and benefit payments. At maturity, absent any credit loss, a fixed maturity’s amortized cost will equal its fair
value and no realized gain or loss will be recognized in income. If, due to an unforeseen change in loss payment
patterns, we need to sell available for sale fixed maturity securities before maturity, we could realize significant
gains or losses in any period, which could result in a meaningful effect on reported net income for such period.

In order to reduce the likelihood of needing to sell investments before maturity, especially given the
unpredictable and potentially significant cash flow requirements of our property catastrophe business, we
maintain significant cash and cash equivalent balances. We believe it is more likely than not that we will not be
required to sell those fixed maturities securities in an unrealized loss position until such time as they reach
maturity or the fair value increases.

We perform regular reviews of our fixed maturities portfolio and utilize a process that considers numerous
indicators in order to identify investments that show signs of potential other than temporary impairments. The
indicators include the issuer’s financial condition and ability to make future scheduled interest and principal
payments, benchmark yield spreads, the nature of collateral or other credit support and significant economic
events that have occurred that affect the industry in which the issuer participates.
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Our fixed maturity portfolio comprises high quality, liquid securities. As of December 31, 2010, our fixed
maturities investments had a dollar-weighted average credit rating of Aa2/AA. Under our fixed maturities
investment guidelines, a minimum weighted average credit rating of Aa2/AA, or its equivalent, must be
maintained for our fixed maturities investment portfolio as a whole. Our fixed maturities investment guidelines
also provide that we cannot leverage our fixed maturities investments. Further details of the credit ratings on our
fixed maturities investments is included in Note 3 of our audited consolidated financial statements.

Our portfolio of investment grade fixed maturities includes mortgage-backed and asset-backed securities
and collateralized mortgage obligations. These types of securities have cash flows that are backed by the
principal and interest payments of a group of underlying mortgages or other receivables. As a result of the
increasing default rates of borrowers, there is a greater risk of defaults on mortgage-backed and asset-backed
securities and collateralized mortgage obligations, especially those that are non-investment grade. These factors
make the estimate of fair value more uncertain. We obtain fair value estimates from multiple independent pricing
sources in an effort to mitigate some of the uncertainty surrounding the fair value estimates. If we need to
liquidate these securities within a short period of time, the actual realized proceeds may be significantly different
from the fair values estimated at December 31, 2010.

A discussion of our process for estimating the fair value of our available for sale and trading fixed maturities
investments is included in Note 4 of our audited consolidated financial statements.

We performed a review of securities in an unrealized loss position as of December 31, 2010 for other-than-
temporary impairments, which included the consideration of relevant factors, including prepayment rates,
subordination levels, default rates, credit ratings, weighted average life and cash flow testing. Together with our
investment managers, we continue to monitor our potential exposure to mortgage-backed and asset-backed
securities, and we will make adjustments to the investment portfolio, if and when we deem necessary. As a result
of this process, we recognized an other than temporary impairment charge through net income of $2.6 million
during the year ended December 31, 2010.

A discussion of our process for estimating other-than-temporary impairments is included in Note 3 of our
audited consolidated financial statements.

The other investments we held at December 31, 2010 principally comprise our investments in hedge funds,
catastrophe bonds and structured deposits which are recorded at fair value.

Investments in hedge funds comprise a portfolio of limited partnership and stock investments in trading
entities, or funds, which invest in a wide range of financial products. The units of account that we value are our
interests in the funds and not the underlying holdings of such funds. Thus, the inputs we use to value our
investments in each of the funds may differ from the inputs used to value the underlying holdings of such funds.
These funds are stated at fair value, which ordinarily will be the most recently reported net asset value as advised
by the fund manager or administrator, where the fund’s underlying holdings can be in various quoted and
unquoted investments. We believe the reported net asset value represents the fair value market participants would
apply to an interest in the fund. The fund managers value their underlying investments at fair value in accordance
with policies established by each fund, as described in each of their financial statements and offering
memoranda.

We have designed ongoing due diligence processes with respect to funds and their managers. These
processes are designed to assist us in assessing the quality of information provided by, or on behalf of, each fund
and in determining whether such information continues to be reliable or whether further review is necessary.
While reported net asset value is the primary input to the review, when the net asset value is deemed not to be
indicative of fair value, we may incorporate adjustments to the reported net asset value. These adjustments may
involve significant judgment. We obtain the audited financial statements for every fund annually, and regularly
review and discuss the fund performance with the fund managers to corroborate the reasonableness of the
reported net asset values.
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We are able to redeem our hedge fund portfolio on the same terms that the underlying funds can be
liquidated. In general, the funds in which we are invested require at least 30 days notice of redemption, and may
be redeemed on a monthly, quarterly, semi-annual, annual or longer basis, depending on the fund.

Certain funds in which we are invested have a lock-up period. A lock-up period refers to the initial amount
of time an investor is contractually required to invest before having the ability to redeem. Funds that do provide
for periodic redemptions may, depending on the funds’ governing documents, have the ability to deny or delay a
redemption request, called a gate. The fund may implement this restriction because the aggregate amount of
redemption requests as of a particular date exceeds a specified level, generally ranging from 15% to 25% of the
fund’s net assets. The gate is a method for executing an orderly redemption process, which allows for redemption
requests to be executed in a timely manner to reduce the possibility of adversely affecting the remaining
investors in the fund.

The majority of our hedge fund portfolio is redeemable within one year, and the imposition of gates by
certain funds is not expected to significantly impact our cash flow needs. Based upon information provided by
the fund managers, as of December 31, 2010, we estimate that over 66% of the underlying assets held by our
hedge fund portfolio are traded securities or have broker quotes available. Typically, the imposition of a gate
delays a portion of the requested redemption, with the non-gated portion settled in cash shortly after the
redemption date. Of our December 31, 2010 outstanding redemptions receivable of $38.1 million, none of which
are gated, $37.0 million were received in cash prior to February 18, 2011. The fair value of our holdings in funds
with gates imposed as of December 31, 2010 was $30.2 million.

Certain funds may be allowed to invest a portion of their assets in illiquid securities, such as private equity
and convertible debt. In such cases, a common mechanism used is a side-pocket, whereby the illiquid security is
assigned to a separate memorandum capital account or designated account. Typically, the investor loses its
redemption rights to the designated account. Only when the illiquid security is sold, or otherwise deemed liquid
by the fund, may investors redeem their interest. As of December 31, 2010, the fair value of our hedge funds held
in side-pockets was $61.6 million.

Due to the uncertainty surrounding the timing of the redemption of the underlying assets within funds with
gates and side-pockets, we have included these funds in the greater than 365 days category in the table below. If
we requested full redemptions for all of our holdings in the funds, the tables below indicate our best estimate of
the earliest date from December 31, 2010 on which such redemptions might be received. This estimate is based
on available information from the funds and is subject to significant change.

As of December 31, 2010

% of Hedge fund
Fair Value portfolio

(in thousands
of U.S. Dollars)

Liquidity:

Within 90 days $118,047 40.1%
Between 91 to 180 days 23,843 8.1%
Between 181 to 365 days 29,127 9.9%
Greater than 365 days 123,240 41.9%
Total hedge funds $294,257 100.0%

Although we believe that our significant cash balances, fixed maturities investments and credit facilities
provide sufficient liquidity to satisfy the claims of insureds and ceding clients, in the event that we were required
to access assets invested in the hedge fund investment portfolio, our ability to do so may be limited by these
liquidity constraints.
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Additional information about the hedge fund portfolio can be found in Notes 3 and 4 to our audited
consolidated financial statements included herein.

As of December 31, 2010, we had $47.2 million invested in catastrophe bonds, with a par value of $45.3
million. We receive quarterly interest payments on the catastrophe bonds based on variable interest rates ranging
from 3.7% to 14.6% and are scheduled to mature at various dates between May 24, 2011 and June 6, 2013. The
redemption value of the bonds will adjust based on the occurrence of covered events such as windstorms and
earthquakes across a number of geographic regions, including Japan, Europe, Mexico and the United States. The
maximum possible loss to us is limited to the value of our investment.

We also hold an index-linked structured deposit. The deposit has a guaranteed minimum redemption value
of $24.3 million and a scheduled redemption date of December 18, 2013. The interest earned on the deposit is a
function of the performance of the reference indices over the term of the deposit.

Losses and benefits recoverable from reinsurers. Losses and benefits recoverable from reinsurers totaled
$956.1 million as of December 31, 2010 compared to $1,001.4 million as of December 31, 2009, a decrease of
4.5%. This decrease was principally due to the losses recoverable collected as part of the final settlement of a
significant contract during the year, which was partially offset by additional losses ceded under our reinsurance
and retrocessional agreements resulting from net earned premiums during the year ended December 31, 2010.

Losses recoverable from reinsurers on property and casualty business were $921.0 million and $964.8
million as of December 31, 2010 and 2009, respectively. Benefits recoverable from reinsurers on life and annuity
business were $35.1 million and $36.6 million as of December 31, 2010 and 2009, respectively.

As of December 31, 2010, 88.5% of our losses and benefits recoverable were with reinsurers rated “A” or
above by A.M. Best Company and 5.0% were rated “A-". Grand Central Re, a Bermuda domiciled reinsurance
company in which Alterra Bermuda has a 7.5% equity investment, is our largest “NR—not rated”
retrocessionaire and accounted for 5.1% of our losses and benefits recoverable as of December 31, 2010. As
security for outstanding loss obligations, we retain funds from Grand Central Re amounting to 175.7% of its loss
recoverable obligations. The remaining 1.4% of losses and benefits recoverable were with reinsurers rated “B+”
or lower, including those not rated.

Liabilities for property and casualty losses. Property and casualty losses totaled $3,906.1 million as of
December 31, 2010 compared to $3,178.1 million as of December 31, 2009, an increase of 22.9%. The increase
in property and casualty losses was principally attributable to the Amalgamation, which resulted in an $852.0
million increase in reserves. During the year ended December 31, 2010, we incurred gross losses of $818.9
million, we paid $925.6 million in property and casualty losses, including a $315.0 million settlement of a
significant prior year contract, and recorded gross favorable development on prior year reserves of $146.9
million.

Liabilities for life and annuity benefits. Life and annuity benefits totaled $1,275.6 million at December 31,
2010 compared to $1,372.5 million as of December 31, 2009. The decrease was principally attributable to
movements in foreign exchange rates. We endeavor to match these liabilities with assets of similar currency and
duration in order to limit the net impact to shareholders’ equity of movements in foreign exchange rates. In
addition, we paid $100.8 million of benefit payments during the year ended December 31, 2010.

Senior notes. On September 27, 2010, Alterra Finance, a wholly-owned indirect subsidiary of Alterra, issued
$350.0 million principal amount of 6.25% senior notes due September 30, 2020 with interest payable on
March 30 and September 30 of each year. The 6.25% senior notes are Alterra Finance’s senior unsecured
obligations and rank equally in right of payment with all of Alterra Finance’s future unsecured and
unsubordinated indebtedness and rank senior to all of Alterra Finance’s future subordinated indebtedness. The

87



6.25% senior notes are fully and unconditionally guaranteed by Alterra on a senior unsecured basis. The
guarantee ranks equally with all of Alterra’s existing and future unsecured and unsubordinated indebtedness and
ranks senior to all of Alterra’s future subordinated indebtedness. The effective interest rate related to the 6.25%
senior notes, based on the net proceeds received, was 6.37%. The proceeds, net of all issuance costs, from the
sale of the 6.25% senior notes were $346.9 million and were used to repay a $200.0 million revolving bank loan
outstanding under the Harbor Point Credit Facility, with the remainder to be used for general corporate purposes.

On April 16, 2007, Alterra USA privately issued $100.0 million principal amount of 7.20% senior notes due
April 14, 2017 with interest payable on April 16 and October 16 of each year. The senior notes are Alterra USA’s
senior unsecured obligations and rank equally in right of payment with all existing and future senior unsecured
indebtedness of Alterra USA. The senior notes are fully and unconditionally guaranteed by Alterra. Following
repurchases of $8.5 million and $0.9 million principal amount in December 2008 and December 2009,
respectively, the principal amount of the senior notes outstanding as of December 31, 2010 was $90.6 million.

Shareholders’ equity. Our shareholders’ equity increased to $2,918.3 million as of December 31, 2010 from
$1,564.6 million as of December 31, 2009, an increase of 86.5%, principally due to the Amalgamation, which
increased shareholders’ equity by $1,481.8 million. In addition, we generated net income of $302.3 million and a
$73.5 million increase in accumulated other comprehensive income for the year ended December 31, 2010.
These increases were offset by the declaration of dividends of $351.0 million and repurchases of common shares
of $207.8 million during the year ended December 31, 2010.

Liquidity. We generated $308.3 million of cash from operations during the year ended December 31, 2010
compared to $193.2 million for the year ended December 31, 2009. The two principal factors that impact our
operating cash flow are premium collections and timing of loss and benefit payments. In addition, during the year
ended December 31, 2010, we settled $147.1 million of reinsurance balances payable as part of the final
settlement of a significant contract.

Our casualty business generally has a long claim-tail. As a result, we expect that we will generate significant
operating cash flow as we accumulate property and casualty loss reserves on our balance sheet. Our property
business generally has a short claim-tail. Consequently, we expect volatility in our operating cash flow levels as
losses are incurred. We expect increases in the amount of expected loss payments in future periods with a
resulting decrease in operating cash flow; however, we do not expect loss payments to exceed the premiums
generated. Actual premiums written and collected and losses and loss expenses paid in any period could vary
materially from our expectations and could have a significant and adverse effect on our operating cash flows.

We tailor our fixed maturities portfolios in an effort to match the duration of expected loss and benefit
payments. We believe that our property and casualty loss reserves and life and annuity benefit reserves currently
have an average duration of approximately 5.0 years, which compares to an average duration of 4.7 years for our
fixed maturities investment portfolio. However, increased loss amounts or settlement of losses and benefits
earlier than anticipated can result in greater cash needs. We maintain a significant working cash balance and have
generated positive cash flow from operations in each of our last eight years of operating history. We also have
the ability to borrow an additional $400.0 million using our current credit facilities. Our two largest credit
facilities expire in June and August 2012. Our cash and cash equivalents balance was $905.6 million as of
December 31, 2010. We believe that we currently maintain sufficient liquidity to cover existing requirements and
provide for contingent liquidity. Nonetheless, it is possible that significant deviations in expected loss and benefit
payments can occur, potentially requiring us to liquidate a portion of our fixed maturities portfolios. If we need to
liquidate our fixed maturities securities within a short period of time, the actual realized proceeds may be
significantly different from the fair values estimated as of December 31, 2010.
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As a holding company, Alterra’s principal asset is its investment in the common shares of its principal
operating subsidiary, Alterra Bermuda. Alterra’s principal source of funds is from interest income on cash
balances and cash dividends from our subsidiaries, including Alterra Bermuda. The payment of dividends by
Alterra Bermuda is limited under Bermuda law. In particular, Alterra Bermuda may not declare or pay any
dividends if it is in breach of its minimum solvency or liquidity levels under Bermuda law or if the declaration or
payment of the dividends would cause it to fail to meet the minimum solvency or liquidity levels under Bermuda
law. As of December 31, 2010, Alterra Bermuda met all minimum solvency and liquidity requirements. Alterra
Bermuda returned $475.0 million of capital and surplus during the year ended December 31, 2010 through
dividends and distributions of capital, excluding distributions related to our internal corporate restructuring.
Alterra Re USA may not pay dividends without the consent of the Connecticut Insurance Commissioner until
May 12, 2012.

In the ordinary course of business, we are required to provide letters of credit or other regulatory approved
security to certain of our clients to meet contractual and regulatory requirements. As of December 31, 2010, we
had three U.S dollar denominated letter of credit facilities totaling $1,525.0 million with an additional $350.0
million available subject to certain conditions. On that date, we had $908.0 million in letters of credit outstanding
under these facilities. We also had two GBP denominated letter of credit facilities totaling GBP 90.0 million
($140.5 million) supporting our Funds at Lloyd’s commitments and the underwriting activity at Alterra Re UK,
of which GBP 70.1 million ($109.5 million) was utilized as of December 31, 2010. Certain of our credit facilities
require that we comply with certain financial covenants, which may include a minimum consolidated tangible net
worth, a minimum insurer financial strength rating and restrictions on the payment of dividends. We were in
compliance with all the financial covenants of each of our credit facilities as of February 18, 2011.

The amount which Alterra provides as Funds at Lloyd’s is not available for distribution for the payment of
dividends. Our corporate members may also be required to maintain funds under the control of Lloyd’s in excess
of their capital requirements and such funds also may not be available for distribution or the payment of
dividends.

Capital resources. As of December 31, 2010, total shareholders’ equity was $2,918.3 million compared to
$1,564.6 million as of December 31, 2009, an increase of 86.5% principally due to the Amalgamation. On
May 21, 2010, we filed a shelf registration statement on Form S-3 (File No. 333-167035) with the SEC that
permits us to periodically issue debt securities, common shares, preferred shares, depository shares, warrants,
share-purchase contracts and share purchase units. In September 2010, Alterra Finance issued $350.0 million
principal amount of 6.25% senior notes due September 30, 2020 with interest payable on March 30 and
September 30 of each year pursuant to the shelf registration statement. The senior notes are guaranteed by
Alterra. The net proceeds of the offering were used to repay a $200.0 million revolving bank loan outstanding
under the Harbor Point Credit Facility, with the remainder to be used for general corporate purposes.

In April 2007, Alterra USA issued $100.0 million aggregate principal amount of 7.20% senior notes due
April 14, 2017, of which $90.6 million principal amount was outstanding as of December 31, 2010. The senior
notes are guaranteed by Alterra.

We believe that we have sufficient capital to meet our foreseeable financial obligations.

We repurchase our shares from time to time through the market, privately negotiated transactions or Rule

10b5-1 stock trading plans. During the year ended December 31, 2010, we repurchased 10,288,434 common
shares for $207.8 million.
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Off-balance sheet arrangements

We do not participate in transactions that generate relationships with unconsolidated entities or financial
partnerships, such as entities often referred to as structured finance or variable interest entities, that have been
established for the purpose of facilitating off-balance sheet arrangements or other contractually narrow or limited
purposes.

Contractual Obligations

Payment due by period (in thousands of U.S. Dollars)

Less than More than 5
Contractual Obligations Total 1 year 1-3 years 3-5 years years
Senior notes $ 696,323 $ 28,400 $ 56,800 $ 56,800 $ 554,323
Operating lease obligations 29,031 8,265 12,352 4,726 3,688
Property and casualty losses 3,906,134 664,699 1,280,138 867,670 1,093,627
Life and annuity benefits 2,361,844 113,528 215,367 199,966 1,832,983
Deposit liabilities 173,540 41,337 69,088 10,132 52,983
Total $7,166,872 $856,229 $1,633,745 $1,139,294 $3,537,604

The reserves for losses and benefits together with deposit liabilities represent management’s estimate of the
ultimate cost of settling losses, benefits and deposit liabilities. As more fully discussed in “- Critical Accounting
Policies—Reserve for property and casualty losses and life and annuity reinsurance benefit reserves” above, the
estimation of losses and benefits is based on various complex and subjective judgments. Actual losses and
benefits paid may differ, perhaps significantly, from the reserve estimates reflected in our financial statements.
Similarly, the timing of payment of our estimated losses and benefits is not fixed and there may be significant
changes in actual payment activity. The assumptions used in estimating the likely payments due by period are
based on our historical claims payment experience and industry payment patterns, but due to the inherent
uncertainty in the process of estimating the timing of such payments, there is a risk that the amounts paid in any
such period can be significantly different from the amounts disclosed above.

The amounts in the above table represent our gross estimates of known liabilities as of December 31, 2010
and do not include any allowance for claims for future events within the time period specified. Accordingly, it is
highly likely that the total amounts paid out in the time periods shown will be greater than those indicated in the
table. Furthermore, life and annuity benefits and deposit liabilities recorded in the audited consolidated financial
statements as of December 31, 2010 are computed on a net present value basis, whereas the expected payments
by period in the table above are the estimated payments at a future time and do not reflect a discount of the
amount payable
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Non-GAAP Financial Measures

In this Annual Report on Form 10-K, we have presented net operating income and annualized net operating
return on average shareholders’ equity, which are “non-GAAP financial measures” as defined in Regulation G.
We believe that these non-GAAP financial measures, which may be defined differently by other companies,
allow for a more complete understanding of the performance of our business. These measures, however, should
not be viewed as a substitute for those determined in accordance with U.S. GAAP. A reconciliation of the
non-GAAP financial measures to their respective most directly comparable U.S. GAAP financial measures is as
follows:

2010 2009 2008

(In millions of U.S Dollars except share and
per share amounts)

Net income (loss) $ 3023 % 2462 $ (175.3)
Net realized and unrealized (gains) losses on non-hedge fund

investments (a) 0.9) (1.4) 18.6
Net foreign exchange (gains) losses 0.4 4.3) 10.0
Merger and acquisition expenses (50.1) (31.6) 2.9
Net operating income (loss) $ 2517 $ 2089 $ (143.8)
Earnings per diluted share $ 317 $ 426 $ (3.10)
Net realized and unrealized (gains) losses on non-hedge fund

investments (0.01) (0.02) 0.33
Net foreign exchange (gains) losses 0.01 (0.07) 0.18
Merger and acquisition expenses (0.53) (0.55) 0.05
Net operating income (loss) per diluted share $ 264 $ 362 $ (2.54)
Weighted average common shares outstanding—basic 94,682,279 57,006,908 56,565,588
Weighted average common shares outstanding—diluted 95,459,375 57,767,137 56,565,588
Average shareholders’ equity (b) $ 24674 1,398.9 1,426.9
Return on average shareholders’ equity 12.3% 17.6% (12.3)%
Net operating return on average shareholders’ equity 10.2% 14.9% (10.1)%

(a) Net realized and unrealized losses (gains) on non-hedge fund investments includes realized and unrealized
(gains) losses on trading securities, realized (gains) losses on available for sale securities, net impairment
losses recognized in earnings, income from equity method investments and change in fair value of
investment derivatives, catastrophe bonds and structured deposits.

(b) Average shareholders’ equity is computed as the average of the quarterly average shareholders’ equity
balances. The average for the year ended December 31, 2010 has been weighted to include Harbor Point
from May 12, 2010, the date of the consummation of the Amalgamation.
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New Accounting Pronouncements

ASU 2010-06, Fair Value Measurements and Disclosures (820)—Improving Disclosures about Fair Value
Measurements

ASU 2010-06 requires additional disclosure, and clarifies existing disclosure requirements, about fair value
measurements. The additional requirements include disclosure regarding the amounts and reasons for significant
transfers in and out of Level 1 and 2 of the fair value hierarchy and also separate presentation of purchases, sales,
issuances and settlements of items measured using significant unobservable inputs (i.e. Level 3). The guidance
clarifies existing disclosure requirements regarding the inputs and valuation techniques used to measure fair
value for measurements that fall in either Level 2 or Level 3 of the hierarchy. The requirements are effective for
interim and annual reporting periods beginning after December 15, 2009 except for the disclosures about
purchases, sales, issuances and settlements which is effective for fiscal years beginning after December 15, 2010
and for interim periods within those fiscal years. The guidance has not and is not expected to have a material
impact on our consolidated financial statements.

ASU 2010-20, Receivables (310)—Disclosures About the Credit Quality of Financing Receivables and the
Allowance for Credit Losses

ASU 2010-20 requires additional disclosures about the credit quality of financing receivables and
allowances for credit losses. The additional requirements include disclosure of the nature of credit risks inherent
in financing receivables, how credit risk is analyzed and assessed when determining the allowance for credit
losses, and the reasons for the change in the allowance for credit losses. The disclosures as of the end of a
reporting period are effective for interim and annual reporting periods ending on or after December 15, 2010. The
disclosures about activity that occurs during a reporting period are effective for interim and annual reporting
periods beginning on or after December 15, 2010. We have adopted the requirements of this standard in our
consolidated financial statements for the year ended December 31, 2010 and it has not had a material impact.

ASU 2010-26, Financial Services—Insurance (944)—Accounting for Costs Associated with Acquiring or
Renewing Insurance Contracts

ASU 2010-26 specifies how insurance companies should recognize costs that meet the definition of
acquisition costs as defined in FASB guidance. ASU 2010-26 modifies the existing guidance to require that only
costs that are associated with the successful acquisition of a new or renewal insurance contract should be
capitalized as deferred acquisition costs. Costs that fall outside the proposed definition, such as indirect costs or
salaries related to unsuccessful efforts, should be expensed as incurred. ASU 2010-26 will be effective for fiscal
periods beginning on or after December 15, 2011 with prospective or retrospective application permitted. We do
not expect this standard to have a material impact on our consolidated financial statements.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We engage in an investment strategy that combines a fixed maturities investment portfolio and a hedge fund
portfolio that employ strategies to manage investment risk. We attempt to maintain adequate liquidity in our cash
and fixed maturities investment portfolio to fund operations, pay insurance and reinsurance liabilities and claims
and provide funding for unexpected events. We seek to manage our credit risk through industry and issuer
diversification, and interest rate risk by monitoring the duration and structure of our investment portfolio relative
to the duration and structure of our liability portfolio. We are exposed to potential loss from various market risks,
primarily changes in interest rates, credit spreads and equity prices. Accordingly, our earnings would be affected
by these changes. We manage our market risk based on board-approved investment policies. With respect to our
fixed maturities investment portfolio, our risk management strategy and investment policy is to invest in debt
instruments of investment grade issuers and to limit the amount of credit exposure with respect to particular
ratings categories and any one issuer. We select investments with characteristics such as duration, yield, currency
and liquidity that are tailored to the cash flow characteristics of our property and casualty and life and annuity
liabilities.
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As of December 31, 2010, 96.0% of the securities held in our fixed maturities portfolios were rated
Baa3/BBB- or above. Under our fixed maturities investment guidelines, securities in our fixed maturities
portfolio, when purchased, must have a minimum credit rating of Baa3/BBB-, or its equivalent, from at least one
internationally recognized statistical rating organization. Two of our investment managers (managing
approximately 2.3% of our invested assets by fair value as of December 31, 2010) follow an opportunistic
strategy. This strategy includes the purchase of securities below investment-grade and securities trading at deep
discounts; however the opportunistic portfolios are required to have an average credit rating of B2/B or better. In
addition, a minimum weighted average credit quality rating of Aa2/AA, or its equivalent, must be maintained for
our fixed maturities investment portfolio as a whole.

As of December 31, 2010, the impact on the fixed maturities investment portfolio from an immediate 100
basis point increase in market interest rates would have resulted in an estimated decrease in fair value of 4.7% or
approximately $310.0 million, and the impact on the fixed maturities investment portfolio from an immediate
100 basis point decrease in market interest rates would have resulted in an estimated increase in fair value of
5.0% or approximately $332.7 million.

With respect to our hedge fund portfolio, we consistently and systematically monitor the strategies and
funds in which we are invested. We focus on risk, as opposed to return, in the selection of each of our hedge fund
portfolio investments. This causes us to select individual hedge funds that have exhibited attractive risk/reward
characteristics and low correlation to other investments in the portfolio, as opposed to individual investments that
have shown the highest return, but also higher volatility of return. We then combine the selected individual hedge
funds into a portfolio of hedge funds. By combining investments that we believe have moderate volatility and
low correlations, we aim to achieve a hedge fund portfolio that has overall lower volatility relative to investing in
a common stock portfolio or a typical fund of hedge funds portfolio.

As of December 31, 2010, the estimated impact on the hedge fund portfolio from an immediate 100 basis
point increase in market interest rates would have resulted in an estimated decrease in market value of 0.3%, or
approximately $0.9 million, and the impact on the hedge fund portfolio from an immediate 100 basis point
decrease in market interest rates would have resulted in an estimated increase in market value of 0.3%, or
approximately $0.9 million. Another method that attempts to measure portfolio risk is Value-at-Risk, or VaR.
VaR is a statistical risk measure, calculating the level of potential losses that could be expected to be exceeded,
over a specified holding period and at a given level of confidence, in normal market conditions, and is expressed
as a percentage of the portfolio’s initial value. Since the VaR approach is based on historical positions and
market data, VaR results should not be viewed as an absolute and predictive gauge of future financial
performance or as a way for us to predict risk. As of December 31, 2010, our hedge fund portfolio’s VaR was
estimated to be 12.5% at the 99.0% level of confidence and with a three-month time horizon.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Information with respect to this item is set forth under Item 15.
ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND

FINANCIAL DISCLOSURE

None.
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ITEM 9A. CONTROLS AND PROCEDURES
Part A—Evaluation of Disclosure Controls and Procedures.

Our disclosure controls and procedures (as defined in Rule 13a-15(e) under the Exchange Act), which we
refer to as disclosure controls, are controls and procedures that are designed with the objective of ensuring that
information required to be disclosed in our reports filed under the Exchange Act, such as this Annual Report on
Form 10-K, is recorded, processed, summarized and reported within the time periods specified in the SEC rules
and forms. Disclosure controls are also designed with the objective of ensuring that such information is
accumulated and communicated to our management, including the Chief Executive Officer and the Chief
Financial Officer, as appropriate, to allow timely decisions regarding required disclosure. There are inherent
limitations to the effectiveness of any control system. A control system, no matter how well conceived and
operated, can provide only reasonable assurance that its objectives are met. No evaluation of controls can provide
absolute assurance that all control issues and instances of fraud, if any, within the Company have been detected.

As of December 31, 2010, an evaluation was carried out under the supervision and with the participation of
the Company’s management, including the Chief Executive Officer and Chief Financial Officer, of the
effectiveness of the design and operation of our disclosure controls. Based upon that evaluation, the Chief
Executive Officer and Chief Financial Officer concluded that the design and operation of these disclosure
controls were effective to ensure that material information relating to the Company is made known to
management, including the Chief Executive Officer and Chief Financial Officer, particularly during the periods
when our periodic reports are being prepared.

Part B—Internal Control Over Financial Reporting

Management is responsible for establishing and maintaining adequate internal control over financial
reporting (as defined in Rule 13a-15(f) under the Exchange Act). The Company’s internal control system was
designed to provide reasonable assurance regarding the reliability of financial reporting and the preparation of
financial statements for external purposes in accordance with U.S. GAAP. There are inherent limitations to the
effectiveness of any control system. A control system, no matter how well conceived and operated, can provide
only reasonable assurance that its objectives are met. No evaluation of controls can provide absolute assurance
that all control issues and instances of fraud, if any, within the Company have been detected.

Management assessed the effectiveness of the Company’s internal control over financial reporting as of
December 31, 2010. In making this assessment, management used the criteria set forth by the Committee of
Sponsoring Organizations of the Treadway Commission (COSO) in Internal Control—Integrated Framework.
Based on our assessment, we believe that, as of December 31, 2010, the Company’s internal control over
financial reporting is effective based on those criteria.

The attestation report issued by our independent registered public accounting firm, KPMG, on the
effectiveness of the Company’s internal control over financial reporting is included on page 109.

Management evaluated whether there was a change in the Company’s internal control over financial
reporting during the three months ended December 31, 2010 that has materially affected, or is reasonably likely
to materially affect, the Company’s internal control over financial reporting. Based on our evaluation, we believe
that there was no such change during the three months ended December 31, 2010.

ITEM 9B. OTHER INFORMATION

None.
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PART III

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT AND CORPORATE
GOVERNANCE

The information required in response to this Item is contained under the captions “Proposal One—Election
Of Directors Of The Company,” “Composition, Meetings and Committees of the Board of Directors” and
“Section 16(a) Beneficial Ownership Reporting Compliance” in the Proxy Statement, to be filed with the SEC
pursuant to Regulation 14A. These portions of the Proxy Statement are hereby incorporated by reference herein.

We have adopted a written code of ethics, the “Alterra Capital Holdings Limited Code of Business Conduct
and Ethics,” that applies to all our directors, officers and employees, including our principal executive officer,
principal financial officer, principal accounting officer or controller and other executive officers identified
pursuant to this Item 10 who perform similar functions, which we refer to as the Selected Officers. The code is
posted on our website at http://www.alterracap.com . We will disclose any material changes in or waivers from
our code of ethics applicable to any Selected Officer on our website at http.//www.alterracap.com or by filing a
Form 8-K.

ITEM 11. EXECUTIVE COMPENSATION

The information required in response to this Item is contained under the captions “Compensation Discussion
and Analysis,” “Summary Compensation Table,” “Grants of Plan Based Awards in Fiscal Year 2010,”
“Outstanding Equity Awards at 2010 Fiscal Year-End,” “Option Exercises and Shares Vested in Fiscal Year
2010,” “Pension Benefits,” “Non-Qualified Deferred Compensation as of December 31, 2010,” “Potential
Payments Upon Termination or Change in Control,” “Director Compensation,” “Employment Agreements,”
“2008 Incentive Plan,” “2006 Incentive Plan,” “Compensation Committee Interlocks and Insider Participation”
and “Compensation Committee Report” in the Proxy Statement. These portions of the Proxy Statement are
hereby incorporated by reference herein.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The information required in response to this Item is contained under the captions “Security Ownership of
Certain Beneficial Owners, Officers And Directors” and “Securities Authorized for Issuance Under Equity
Compensation Plans” in the Proxy Statement. These portions of the Proxy Statement are hereby incorporated by
reference herein.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR
INDEPENDENCE

The information required in response to this Item is contained under the captions “Certain Relationships and
Related Transactions,” and “Composition, Meetings, and Committees of Board of Directors” in the Proxy
Statement. These portions of the Proxy Statement are hereby incorporated by reference herein.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required in response to this Item is contained under the caption “Principal Accountant Fees
and Services” in the Proxy Statement. This portion of the Proxy Statement is hereby incorporated by reference
herein.
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PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

@)

@(Q2)

@

Financial Statements
Report of Independent Registered Public Accounting Firm (on the consolidated financial statements

and on internal control over financial reporting) ............. ... i 108
Consolidated Balance Sheets as of December 31,2010 and 2009 ... ....... ... ... ... ... ...... 110
Consolidated Statements of Income and Comprehensive Income for the Years Ended December 31,

2010,2009 and 2008 . . . ..o e 111
Consolidated Statements of Changes in Shareholders’ Equity for the Years Ended

December 31, 2010, 2009 and 2008 . . . ... .. e 112
Consolidated Statements of Cash Flows for the Years Ended December 31, 2010, 2009 and 2008 .. 113
Notes to Consolidated Financial Statements . . ... ..........ouiutuetne i 114
Financial Statement Schedules:
Schedule II—Condensed Financial Information of Registrant . ........... ... ... ... ... .. ... 175
Schedule III—Supplementary Insurance Information ......... ... ... ... ... ... ... ... ...... 178
Schedule IV—Supplementary Reinsurance Information ............. ... ... ... ... ... ...... 180
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(a)(3) Exhibits

Exhibit

2.1

33i).1

3(1).2

3(1).3

3(ii).1

3(ii).2

3(ii).3

4.1

4.2

4.3

4.4

4.5

4.6

4.7

4.8

4.9

4.10

4.11

Description

Agreement and Plan of Amalgamation, dated as of March 3, 2010, by and among Max Capital Group
Ltd., Alterra Holdings Limited and Harbor Point Limited (incorporated by reference to Exhibit 2.1 of
the Registrant’s Current Report on Form 8-K filed with the SEC on March 4, 2010).

Memorandum of Association (incorporated by reference to Exhibit 3.1 of the Registrant’s
Registration Statement (333-62006) filed with the SEC on July 6, 2001).

Certificate of Incorporation of Max USA Holdings Ltd. (incorporated by reference to Exhibit 3.4 of
the Registrant’s Registration Statement (333-145585) filed with the SEC on August 20, 2007).

Certificate of Formation of Alterra Finance LLC (incorporated by reference to Exhibit 3.4 of the
Registrant’s Registration Statement (333-167035) filed with the SEC on May 24, 2010).

Amended and Restated Bye-laws of Max Capital Group Ltd (incorporated by reference to Exhibit 3.2
of the Registrant’s Quarterly Report on Form 10-Q for the quarter ended September 30, 2009).

Bylaws of Max USA Holdings Ltd. (incorporated by reference to Exhibit 3.4 of the Registrant’s
Registration Statement (333-145585) filed with the SEC on August 20, 2007).

Limited Liability Company Agreement of Alterra Finance LLC (incorporated by reference to
Exhibit 3.5 of the Registrant’s Registration Statement (333-167035) filed with the SEC on May 24,
2010).

Specimen Common Share Certificate (incorporated by reference to Exhibit 4.1 of the Registrant’s
Current Report on Form 8-K filed with the SEC on May 14, 2010).

Indenture, dated as of September 1, 2010, among Alterra Finance LLC, Alterra Capital Holdings
Limited and The Bank of New York Mellon, as trustee, paying agent and registrar (incorporated by
reference to Exhibit 4.1 of the Registrant’s Current Report on From 8-K filed with the SEC on
September 27, 2010).

First Supplemental Indenture, dated as of September 27, 2010 (incorporated by reference to
Exhibit 4.2 of the Registrant’s Current Report on From 8-K filed with the SEC on September 27,
2010).

Form of 6.25% Senior Notes due 2020 (contained in Exhibit 4.3 hereto)

Form of Senior Debt Indenture (incorporated by reference to Exhibit 4.6 of the Registrant’s
Registration Statement ( 333-167035) filed with the SEC on May 24, 2010).

Form of Subordinated Debt Indenture (incorporated by reference to Exhibit 4.7 of the Registrant’s
Registration Statement (333-167035) filed with the SEC on May 24, 2010).

Form of Junior Subordinated Debt Indenture (incorporated by reference to Exhibit 4.8 of the
Registrant’s Registration Statement (333-167035) filed with the SEC on May 24, 2010).

Form of Alterra Finance LL.C Senior Debt Indenture (incorporated by reference to Exhibit 4.9 of the
Registrant’s Registration Statement ( 333-167035) filed with the SEC on May 24, 2010).

Form of Alterra Finance LLC Subordinated Debt Indenture (incorporated by reference to Exhibit
4.10 of the Registrant’s Registration Statement ( 333-167035) filed with the SEC on May 24, 2010).

Form of Senior Indenture (incorporated by reference to Exhibit 4.6 of the Registrant’s Registration
Statement (333-145585) filed with the SEC on August 20, 2007).

Form of Subordinated Indenture (incorporated by reference to Exhibit 4.7 of the Registrant’s
Registration Statement (333-145585) filed with the SEC on August 20, 2007).
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Exhibit

4.12

4.13

4.14

4.15

4.16

4.17

4.18

4.19

4.20

4.21

4.22

10.1

10.2

10.3

10.4

10.5

10.6

Description

Certificate of Trust of Max Capital Trust I (incorporated by reference to Exhibit 4.12 of the
Registrant’s Registration Statement (333-145585) filed on August 20, 2007).

Amended and Restated Certificate of Trust (incorporated by reference to Exhibit 4.16 of the
Registrant’s Registration Statement (333-167035) filed with the SEC on May 24, 2010).

Amended and Restated Declaration of Trust of Alterra Capital Trust I (incorporated by reference to
Exhibit 4.17 of the Registrant’s Registration Statement (333-167035) filed with the SEC on May 24,
2010).

Form of Second Amended and Restated Declaration of Trust of Alterra Capital Trust I (incorporated
by reference to Exhibit 4.18 of the Registrant’s Registration Statement (333-167035) filed with the
SEC on May 24, 2010).

Trust Agreement (incorporated by reference to Exhibit 4.15 of the Registrant’s Registration
Statement (333-145585) filed with the SEC on August 20, 2007).

Form of Preferred Securities Guarantee Agreement with respect to the preferred securities issued by
Alterra Capital Trust I (incorporated by reference to Exhibit 4.19 of the Registrant’s Registration
Statement (333-167035) filed with the SEC on May 24, 2010).

Alterra Capital Holdings Limited 2008 Stock Incentive Plan (incorporated by reference to
Exhibit 10.2 of the Registrant’s Current Report on Form 8-K filed with the SEC on December 22,
2010).

Alterra Capital Holdings Limited 2006 Equity Incentive Plan (incorporated by reference to
Exhibit 10.3 of the Registrant’s Current Report on Form 8-K filed with the SEC on December 22,
2010).

Alterra Capital Holdings Limited 2000 Stock Incentive Plan (incorporated by reference to
Exhibit 10.4 of the Registrant’s Current Report on Form 8-K filed with the SEC on December 22,
2010).

Max Capital Group Ltd. Employee Stock Purchase Plan for U.S. Taxpayers (incorporated by
reference to Exhibit 4.2 of the Registrant’s Registration Statement (333-151211) filed with the SEC
on May 28, 2008).

Max Capital Group Ltd. Employee Stock Purchase Plan for Non-U.S. Taxpayers (incorporated by
reference to Exhibit 4.3 of the Registrant’s Registration Statement (333-151211) filed with the SEC
on May 28, 2008).

Employment Agreement, effective as of November 13, 2006 and executed December 8, 2006, by and
between Max Capital Group Ltd. and W. Marston Becker (incorporated by reference to Exhibit 10.1
of the Registrant’s Current Report on Form 8-K filed with the SEC on December 14, 2006).

Employment Agreement, dated as of July 27, 2007, by and between Max Capital Group Ltd. and
Peter A. Minton (incorporated by reference to Exhibit 10.1 of the Registrant’s Current Report on
Form 8-K filed with the SEC on July 30, 2007).

Stay Agreement, dated October 18, 2010, by and between Alterra Capital Holdings Limited and
Peter A. Minton.

Employment Agreement, dated as of July 27, 2007, by and between Max Capital Group Ltd. and
Joseph W. Roberts (incorporated by reference to Exhibit 10.2 of the Registrant’s Current Report on
Form 8-K filed with the SEC on July 30, 2007).

Employment Agreement between Harbor Point Limited and John R. Berger, dated as of December 2,
2005 (incorporated by reference to Exhibit 10.5a of the Registrant’s Registration Statement
(333-165413) filed with the SEC of March 12, 2010).

First Amendment to Employment Agreement between Harbor Point Limited and John R. Berger,
dated as of December 31, 2008 (incorporated by reference to Exhibit 10.5b of the Registrant’s
Registration Statement (333-165413) filed with the SEC of March 12, 2010).
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Exhibit

10.7

10.8

10.9

10.10

10.11

10.12

10.13

10.14

10.15

10.16

Description

Second Amendment to Employment Agreement between Harbor Point Limited and John R. Berger,
dated as of March 3, 2010 (incorporated by reference to Exhibit 10.5¢ of the Registrant’s Registration
Statement (333-165413) filed with the SEC of March 12, 2010).

Employment Agreement between Harbor Point Limited and Andrew Cook, dated as of December 2,
2005 (incorporated by reference to Exhibit 10.6a of the Registrant’s Registration Statement
(333-165413) filed with the SEC of March 12, 2010).

First Amendment to Employment Agreement between Harbor Point Limited and Andrew Cook
(incorporated by reference to Exhibit 10.6b of the Registrant’s Registration Statement (333-165413)
filed with the SEC of March 22, 2010).

Credit Agreement, dated as of August 7, 2007, among Max Bermuda Ltd. and Max Capital Group
Ltd., as borrowers, various financial institutions as the lenders, ING Bank N.V., London Branch and
Citibank, NA, as co-syndication agents, Bank of America, National Association, as fronting bank, as
administrative agent, and as letter of credit administrator for the lenders and Banc of America
Securities LLC, as sole lead arranger and book manager (incorporated by reference to Exhibit 10.1 of
the Registrant’s Current Report on Form 8-K filed with the SEC on August 13, 2007).

First Amendment Agreement, dated September 16, 2008 and effective September 23, 2008, to the
Credit Agreement, dated as of August 7, 2007, among Max Bermuda Ltd. and Max Capital Group
Ltd., as borrowers, various financial institutions as lenders, ING Bank N.V., London Branch and
Citibank, N.A., as co-syndication agents, Bank of America, National Association, as fronting bank, as
administrative agent, and as letter of credit administrator for the lenders and Banc of America
Securities LLC, as sole lead arranger and book manager (incorporated by reference to Exhibit 10.1 of
the Registrant’s Current Report on Form 8-K filed with the SEC on September 24, 2008).

Second Amendment Agreement, dated October 1, 2008, to the Credit Agreement, dated as of August
7, 2007, among Max Bermuda Ltd. and Max Capital Group Ltd., as borrowers, various financial
institutions as lenders, ING Bank N.V., London Branch and Citibank, N.A., as co-syndication agents,
Bank of America, National Association, as fronting bank, as administrative agent, and as letter of
credit administrator for the lenders and Banc of America Securities LLC, as sole lead arranger and
book manager (incorporated by reference to Exhibit 10.1 of the Registrant’s Current Report on

Form 8-K filed with the SEC on October 06, 2008).

Third Amendment and Limited Consent to Credit Agreement, dated as of March 3, 2010, by and
among Max Bermuda Ltd., Max Capital Group Ltd., the Lender parties thereto and Bank of America,
N.A, as Administrative Agent (incorporated by reference to Exhibit 10.5 of the Registrant’s Current
Report on Form 8-K filed with the SEC on March 4, 2010).

Fourth Amendment to the Credit Agreement, dated as of August 5, 2010, by and among Alterra
Capital Holdings Limited, Alterra Insurance Limited, the Lender parties thereto, and Bank of
America, N.A., as Administrative Agent (incorporated by reference to Exhibit 10.2 of the Registrant’s
Current Report on Form 8-K filed with the SEC on August 23, 2010).

Guaranty Agreement executed May 12, 2010 by Max Capital Group Ltd. in favor of the lenders under
the Credit Agreement, dated as of August 7, 2007, by and among Max Bermuda Limited, Max Capital
Group Ltd., certain lenders party thereto, and Bank of America, N.A., as administrative agent (as
amended from time to time) (incorporated by reference to Exhibit 10.8 of the Registrant’s Current
Report on Form 8-K filed with the SEC on May 14, 2010).

Guaranty Agreement, dated as of September 27, 2010, by Alterra Finance LLC, in favor of the Lender
parties to the Credit Agreement, dated as of August 7, 2007, by and among Alterra Bermuda Limited,
Alterra Capital Holdings Limited, certain lenders party thereto, and Bank of America, N.A., as
fronting bank, letter of credit administrator and administrative agent (incorporated by reference to
Exhibit 10.2 of the Registrant’s Current Report on Form 8-K filed with the SEC on September 27,
2010).
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Exhibit

10.17

10.18

10.19

10.20

10.21

10.22

10.23

10.24

10.25

10.26

10.27

10.28

10.29

10.30

Description

Credit Agreement, dated December 22, 2006, by and between Max Bermuda Ltd. as borrower and
The Bank of Nova Scotia as the Lender (incorporated by reference to Exhibit 10.3 of the Registrant’s
Current Report on Form 8-K filed with the SEC on December 22, 2006).

Amendment No. 1 to Credit Agreement with The Bank of Nova Scotia (incorporated by reference to
Exhibit 10.1 of the Registrant’s Current Report on Form 8-K filed with the SEC on December 21,
2007).

Amendment No. 2 to Credit Agreement with The Bank of Nova Scotia (incorporated by reference to
10.1 the Registrant’s Current Report on From 8-K filed with the SEC on December 22, 2008).

Amendment No. 3 to Credit Agreement with The Bank of Nova Scotia (incorporated by reference to
10.1 the Registrant’s Current Report on From 8-K filed with the SEC on December 21, 2009).

Amendment No. 4 to Credit Agreement with The Bank of Nova Scotia (incorporated by reference to
10.1 the Registrant’s Current Report on From 8-K filed with the SEC on May 5, 2010).

Amendment No. 5 to Credit Agreement with The Bank of Nova Scotia (incorporated by reference to
10.1 the Registrant’s Current Report on From 8-K filed with the SEC on September 1, 2010).

Amendment No. 6 to Credit Agreement with The Bank of Nova Scotia (incorporated by reference to
10.1 the Registrant’s Current Report on From 8-K filed with the SEC on December 6, 2010).

Amendment No. 7 to Credit Agreement with The Bank of Nova Scotia (incorporated by reference to
10.1 the Registrant’s Current Report on From 8-K filed with the SEC on December 13, 2010).

Amending and Restating Agreement Relating to a Credit Facility Agreement, dated as of March 30,
2010, by and among Max UK Holdings Ltd., as Account Party and Applicant, Max Capital Group
Ltd., as Guarantor, the Banks and Financial Institutions listed on the Schedules thereto, as Banks and
ING Bank N.V., London Branch as Agent, Issuing Bank and Security Trustee (incorporated by
reference to Exhibit 10.1 of the Registrant’s Current Report on Form 8-K filed with the SEC on
April 1, 2010).

Supplemental Letter to £90,000,000 Letter of Credit Facility Agreement, dated 13 October 2008, as
previously amended and restated (incorporated by reference to Exhibit 10.2 of the Registrant’s
Current Report on Form 8-K filed with the SEC on November 29, 2010).

Amending and Restating Agreement Relating to a Credit Facility Agreement, dated as of

December 16, 2010, by and among Alterra Capital UK Limited, as Account Party and Applicant,
Alterra Capital Holdings Limited, as Guarantor, the Banks and Financial Institutions listed on the
Schedules thereto, as Banks and ING Bank N.V., London Branch as Agent, Issuing Bank and Security
Trustee (incorporated by reference to Exhibit 10.1 of the Registrant’s Current Report on Form 8-K
filed with the SEC on December 22, 2010).

Amended and Restated Credit Agreement, dated as of June 12, 2007, by and among Harbor Point
Limited, the other borrower party thereto, the financial institutions party thereto as lenders and Bank
of America, N.A., as administrative agent (incorporated by reference to Exhibit 10.5 of the
Registrant’s Current Report on Form 8-K filed with the SEC on May 14, 2010).

First Amendment and Limited Consent to Credit Agreement, executed March 3, 2010, by and among
Harbor Point Limited, the other borrower party thereto, the financial institutions party thereto as
lenders and Bank of America, N.A., as the fronting bank, letter of credit administrator and
administrative agent (incorporated by reference to Exhibit 10.6 of the Registrant’s Current Report on
Form 8-K filed with the SEC on May 14, 2010).

Second Amendment to the Amended and Restated Credit Agreement, dated as of August 5, 2010, by
and among certain subsidiaries of Alterra Capital Holdings Limited, the Lender parties thereto, and
Bank of America, N.A., as Administrative Agent. (incorporated by reference to Exhibit 10.1 of the
Registrant’s Current Report on Form 8-K filed with the SEC on August 23, 2010).
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10.31

10.32

10.33

10.34

10.35

10.36

10.37

10.38

10.39

10.40

10.41

10.42

10.43

Description

Guaranty Agreement executed May 12, 2010 by Max Capital Group Ltd. in favor of the lenders under
the Amended and Restated Credit Agreement, dated as of June 12, 2007, by and among Harbor Point
Limited, the other borrower party thereto, the lender party thereto and Bank of America, N.A., as
administrative agent (as amended) (incorporated by reference to Exhibit 10.7 of the Registrant’s
Current Report on Form 8-K filed with the SEC on May 14, 2010).

Guaranty Agreement, dated as of September 27, 2010, by Alterra Finance LLC, in favor of the Lender
parties to the Amended and Restated Credit Agreement, dated as of June 12, 2007, by and among
Alterra Holdings Limited, Alterra Bermuda Limited (f/k/s Harbor Point Re Limited), Alterra
Reinsurance USA Inc. (f/k/a Harbor Point Reinsurance U.S., Inc.), Alterra Holdings USA Inc. (f/k/a
Harbor Point U.S. Holdings, Inc.) certain lenders party thereto, and Bank of America, N.A., as
fronting bank, letter of credit administrator and administrative agent (incorporated by reference to
Exhibit 10.1 of the Registrant’s Current Report on Form 8-K filed with the SEC on September 27,
2010).

Letter of Credit Facility, dated July 2, 2009, by and between Harbor Point Re Limited and Citi Europe
Plc. (incorporated by reference to Exhibit 10.17 of the Registrant’s Quarterly Report on Form 10-Q
filed with the SEC on August 6, 2010).

Summary of Terms to Letter of Credit Facility by and between Alterra Bermuda Limited and Citi
Europe Plc. (incorporated by reference to Exhibit 10.1 of the Registrant’s Current Report on
Form 8-K filed with the SEC on November 29, 2010).

Form of Amended and Restated Warrant for Former Max holders issued May 12, 2010 (incorporated
by reference to Exhibit 10.2 of the Registrant’s Current Report on Form 8-K filed with the SEC on
May 14, 2010).

Form of Amended and Restated Warrant for Former Harbor Point holders issued May 12, 2010
(incorporated by reference to Exhibit 10.3 of the Registrant’s Current Report on Form 8-K filed with
the SEC on May 14, 2010).

Form of Amended and Restated Employee Warrant for former Harbor Point holders issued May 12,
2010. (incorporated by reference to Exhibit 10.23 of the Registrant’s Quarterly Report on From 10-Q
filed with the SEC on August 6, 2010)

Alterra Capital Holdings Limited Director Compensation Plan (incorporated by reference to
Exhibit 10.16 of the Registrant’s Quarterly Report on From 10-Q filed with the SEC on August 6,
2010).

Forms of Director Restricted Stock Award Agreement under the Alterra Capital Holdings Limited
2008 Stock Incentive Plan and Alterra Capital Holdings Limited 2006 Equity Incentive Plan
(incorporated by reference to Exhibit 10.6 of the Registrant’s Quarterly Report on Form 10-Q filed
with the SEC on November 5, 2010).

Form of Director Restricted Stock Agreement under the 2008 Stock Incentive Plan (incorporated by
reference to Exhibit 10.4 of the Registrant’s Registration Statement (333-150660) filed with the SEC
on May 6, 2008).

Forms of Harbor Point Limited Restricted Stock Award Agreements (incorporated by reference to
Exhibit 10.18 of the Registrant’s Quarterly Report on From 10-Q filed with the SEC on August 6,
2010).

Form of Harbor Point Limited Option Award Agreement (incorporated by reference to Exhibit 10.19
of the Registrant’s Quarterly Report on From 10-Q filed with the SEC on August 6, 2010).

Form of Restricted Share Award Agreement for grants made under the Alterra Capital Holdings
Limited 2008 Stock Incentive Plan (special retention) (incorporated by reference to Exhibit 10.1 of
the Registrant’s Current Report on From 8-K filed with the SEC on May 25, 2010).
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10.44

10.45

10.46

10.47

10.48

10.49

10.50

10.51

10.52

10.53

10.54

10.55

10.56

10.57

10.58

Description

Form of Restricted Share Award Agreement for grants made under the Alterra Capital Holdings
Limited Amended and Restated 2006 Equity Incentive Plan (special retention) (incorporated by
reference to Exhibit 10.2 of the Registrant’s Current Report on From 8-K filed with the SEC on
May 25, 2010).

Form of Employee Restricted Stock Award Agreement under the Alterra Capital Holdings Limited
2008 Stock Incentive Plan (incorporated by reference to Exhibit 10.7 of the Registrant’s Quarterly
Report on Form 10-Q filed with the SEC on November 5, 2010).

Forms of Employee Restricted Stock Agreements under the 2008 Stock Incentive Plan (incorporated
by reference to Exhibit 10.19 of the Registrant’s Annual Report on From 10-K filed with the SEC on
February 16, 2010).

Forms of Employee Restricted Stock Unit Agreements under the 2008 Stock Incentive Plan
(incorporated by reference to Exhibit 10.20 of the Registrant’s Annual Report on From 10-K filed
with the SEC on February 16, 2010).

Form of Option Agreement under the 2008 Stock Incentive Plan (incorporated by reference to
Exhibit 10.21 of the Registrant’s Annual Report on From 10-K filed with the SEC on February 16,
2010).

Form of Restricted Stock Award Agreement for W. Marston Becker (incorporated by reference to
Exhibit 10.1 of the Registrant’s Current Report of Form 8-K filed with the SEC on February 23,
2009).

Form of Option Award Agreement for W. Marston Becker (incorporated by reference to Exhibit 10.2
of the Registrant’s Current Report of Form 8-K filed with the SEC on February 23, 2009).

Form of Restricted Stock Agreement under the 2000 Stock Incentive Plan (incorporated by reference
to Exhibit 10.1 of the Registrant’s Quarterly Report of Form 10-Q for the quarter ended March 31,
2008).

Form of Restricted Stock Unit Agreement under the 2000 Stock Incentive Plan (incorporated by
reference to Exhibit 10.2 of the Registrant’s Quarterly Report of Form 10-Q for the quarter ended
March 31, 2008).

Form of Stock Option agreement under the 2000 Stock Incentive Plan (incorporated by reference to
Exhibit 10.11 of the Registrant’s Annual Report on Form 10-K for the year ended December 31,
2007).

Purchase Agreement, dated April 11, 2007, by and between Max USA Holdings Ltd., Max Capital
Group Ltd., as guarantor, and Citigroup Global Markets, Inc. as representative of the initial
purchasers (incorporated by reference to Exhibit 10.1 of the Registrant’s Current Report on Form 8-K
filed with the SEC on April 17, 2007).

Indenture, dated April 15, 2007, among Max USA Holdings Ltd., as issuer, Max Capital Group Ltd.,
as guarantor, and The Bank of New York, as trustee (incorporated by reference to Exhibit 10.2 of the
Registrant’s Current Report on Form 8-K filed with the SEC on April 17, 2007).

Officer’s Certificate of Max USA Holdings Ltd., dated April 16, 2007 (incorporated by reference to
Exhibit 10.3 of the Registrant’s Current Report on Form 8-K filed with the SEC on April 17, 2007).

Indemnification Agreement (incorporated by reference to Exhibit 10.1 of the Registrant’s Registration
Statement (333-145585) filed with the SEC on August 20, 2007).

Form of Harbor Point Limited Shareholder Voting Agreement, dated as of March 3, 2010, by and
among Max Capital Group Ltd., and each of the shareholders of Harbor Point Limited listed on
Schedule A thereto (incorporated by reference to Exhibit 10.1 of the Registrant’s Current Report on
Form 8-K filed with the SEC on March 4, 2010).

102



Exhibit
10.59

10.60

10.61

10.62

10.63

10.64

10.65

10.66

10.67

10.68

10.69

10.70

10.71

10.72

Description

Form of Parent Shareholder Voting Agreement, dated as of March 3, 2010, by and among Harbor
Point Limited, and each of the shareholders of Max Capital Group Ltd. listed on Schedule A thereto
(incorporated by reference to Exhibit 10.2 of the Registrant’s Current Report on Form 8-K filed with
the SEC on March 4, 2010).

Form of Harbor Point Limited Lock-Up Agreement, dated as of March 3, 2010 (incorporated by
reference to Exhibit 10.3 of the Registrant’s Current Report on Form 8-K filed with the SEC on
March 4, 2010).

Form of Max Capital Group Ltd. Lock-Up Agreement, dated as of March 3, 2010 (incorporated by
reference to Exhibit 10.4 of the Registrant’s Current Report on Form 8-K filed with the SEC on
March 4, 2010).

Consent, Termination and Release Agreement, dated as of March 3, 2010, by and among Max Capital
Group Ltd., Harbor Point Limited, Moore Holdings, LLC and Moore Global Investments LL.C
(incorporated by reference to Exhibit 10.9 of the Registrant’s Registration Statement (333-165413)
filed with the SEC on March 12, 2010).

Registration Rights Agreement, dated as of May 12, 2010 by and among Alterra Capital Holdings
Limited, Moore Global Investments, Ltd., Moore Holdings, L.L.C., Remington Investment Strategies,
L.P., The Chubb Corporation, Trident III Professionals Fund, L.P. and Trident III, L.P. (incorporated
by reference to Exhibit 10.1 of the Registrant’s Current Report on Form 8-K filed with the SEC on
May 14, 2010).

Form of Indemnification Agreement for officers and directors (incorporated by reference to

Exhibit 10.1 of the Registrant’s Current Report on Form 8-K filed with the SEC on March 26, 2010).
Quota Share Reinsurance Agreement, dated as of June 9, 2006, by and between Harbor Point Re
Limited and Bay Point Re Limited (incorporated by reference to Exhibit 10.20 the Registrant’s
Quarterly Report on Form 10-Q filed with the SEC on August 6, 2010).

Underwriting Services Agreement, dated December 18, 2006, by and among New Point Re Limited,
Harbor Point Agency Limited, Harbor Point Limited and Harbor Point Re Limited (incorporated by
reference to Exhibit 10.21 the Registrant’s Quarterly Report on Form 10-Q filed with the SEC on
August 6, 2010).

Underwriting Services Agreement, dated December 17, 2008, by and among New Point Re III
Limited, Harbor Point Agency Limited, Harbor Point Limited and Harbor Point Re Limited, as
amended by that certain Amendment No. 1, dated December 31, 2009, by and among the parties
(incorporated by reference to Exhibit 10.22 the Registrant’s Quarterly Report on Form 10-Q filed
with the SEC on August 6, 2010).

Amended and Restated Reinsurance Services Agreement, dated December 13, 2005, between Federal
Insurance Company and Harbor Point Services, Inc. (incorporated by reference to Exhibit 10.7 of the
Registrant’s Registration Statement (333-165413) filed with the SEC of March 12, 2010).

Amended and Restated Runoff Services Agreement, dated December 13, 2005, between Federal
Insurance Company and Harbor Point Services, Inc. (incorporated by reference to Exhibit 10.8 of the
Registrant’s Registration Statement (333-165413) filed with the SEC of March 12, 2010).

Insurance Management Agreement, dated as of May 10, 2001, and amendments among Max Re
Managers Ltd., Max Re Capital Ltd., Bayerische Hypo-Und Vereinsbank AG and Grand Central Re
Limited (incorporated by reference to Exhibit 10.30 of the Registrant’s Annual Report on Form 10-K
filed with the SEC of February 16, 2010).

Investment Manager Agreement, dated as of December 27, 2005, by and between Harbor Point Re
Limited and BlackRock Financial Management, Inc. (incorporated by reference to Exhibit 10.13 the
Registrant’s Quarterly Report on Form 10-Q filed with the SEC on August 6, 2010).

Investment Management Agreement, dated as of December 27, 2005, between Deutsche Investment
Management Americas Inc. and Harbor Point Re Limited (incorporated by reference to Exhibit 10.14
the Registrant’s Quarterly Report on Form 10-Q filed with the SEC on August 6, 2010).
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Investment Management Agreement, dated December 27, 2005, between Harbor Point Re Limited and
Pacific Investment Management Company LLC (incorporated by reference to Exhibit 10.15 the
Registrant’s Quarterly Report on Form 10-Q filed with the SEC on August 6, 2010).

Investment Management Agreement, dated as of June 26, 2003, by and between Asset Allocation &

Management Company, L.L..C. and Max Re Ltd. (incorporated by reference to Exhibit 10.31 of
the Registrant’s Annual Report on Form 10-K filed with the SEC of February 16, 2010).

Investment Management Agreement dated as of May 1, 2000, between General Re-New England Asset
Management, Inc. and Max Bermuda Ltd. (incorporated by reference to Exhibit 10.13 of the
Registrant’s Registration Statement (333-620006) filed with the SEC on July 6, 2001).

Portfolio Management Agreement, dated June 24, 2003, by and between Conning Asset Management
Company and Max Re Ltd. (incorporated by reference to Exhibit 10.32 of the Registrant’s Annual
Report on Form 10-K filed with the SEC of February 16, 2010).

Investment Management Agreement, dated as of October 31, 2008, between Deutsche Investment
Management Americas Inc. and Max Bermuda Ltd. (incorporated by reference to Exhibit 10.33 of the
Registrant’s Annual Report on Form 10-K filed with the SEC of February 16, 2010).

Investment Management Agreement, dated as of April 8, 2009, by and between Wellington
Management Company, LLP and Max Bermuda Ltd. (incorporated by reference to Exhibit 10.34 of the
Registrant’s Annual Report on Form 10-K filed with the SEC of February 16, 2010).

Investment Management Agreement, dated as of July 20, 2009, and amendment by and between
Lazard Asset Management LLC and Max Bermuda Ltd. (incorporated by reference to Exhibit 10.35 of
the Registrant’s Annual Report on Form 10-K filed with the SEC of February 16, 2010).

Discretionary Investment Management Agreement, dated June 5, 2009, by and between Max at Lloyd’s
Ltd. and Deutsche Asset Management (UK) Limited (incorporated by reference to Exhibit 10.37 of
the Registrant’s Annual Report on Form 10-K filed with the SEC of February 16, 2010).

Discretionary Advisory Agreement, dated as of December 31, 2010, between Goldman Sachs Asset
Management L.P. and Alterra Bermuda Limited.

Investment Management Agreement, by and between Alterra Holdings USA Inc. and BlackRock
Financial Management, Inc.

Computation of Ratio of Earnings to Fixed Charges

Schedule of Group Companies.

Consent of KPMG.

Power of Attorney for officers and directors of Alterra Capital Holdings Limited (included on the
signature page of this filing).

Certification of the Chief Executive Officer of Alterra Capital Holdings Limited filed herewith
pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

Certification of the Chief Financial Officer of Alterra Capital Holdings Limited filed herewith pursuant
to Section 302 of the Sarbanes-Oxley Act of 2002.

Certification of the Chief Executive Officer of Alterra Capital Holdings Limited furnished herewith
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

Certification of the Chief Financial Officer of Alterra Capital Holdings Limited furnished herewith
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

The following financial information from Alterra Capital Holdings Limited’s Annual Report on Form
10-K for the year ended December 31, 2010 formatted in XBRL: (i) Consolidated Balance Sheets at
December 31, 2010 and December 31, 2009; (ii) Consolidated Statements of Income and
Comprehensive Income for the years ended December 31, 2010 , 2009 and 2008; (iii) Consolidated
Statements of Changes in Shareholders’ Equity for the years ended December 31, 2010, 2009 and
2008; (iv) Consolidated Statements of Cash Flows for the years ended December 31, 2010, 2009 and
2008; and (v) Notes to the Consolidated Financial Statements, tagged as blocks of text.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
Registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized.

ALTERRA CAPITAL HOLDINGS LIMITED
/s/ W. Marston Becker

W. Marston Becker
Chief Executive Officer

February 24, 2011
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POWER OF ATTORNEY

Each person whose signature appears below hereby constitutes and appoints W. Marston Becker, his true
and lawful attorney-in-fact and agent, with full power of substitution and re-substitution, for him and in his name,
place and stead, in any and all capacities, to sign any or all amendments or supplements to this Form 10-K and to
file the same with all exhibits thereto and other documents in connection therewith, with the SEC, granting unto
said attorney-in-fact and agent full power and authority to do and perform each and every act and thing necessary
or appropriate to be done with this Form 10-K and any amendments or supplements hereto, as fully to all intents
and purposes as he might or could do in person, hereby ratifying and confirming all that said attorney-in-fact and
agent, or his substitute or substitutes, may lawfully do or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by
the following persons on behalf of the Registrant and in the capacities and on the dates indicated.

/s/  'W.Marston Becker /s/Joseph W. Roberts
W. Marston Becker Joseph W. Roberts
Chief Executive Officer and Director Executive Vice President and
(Principal executive officer) Chief Financial Officer

(Principal financial officer)

Date: February 24, 2011 Date: February 24, 2011
/s/ David F. Shead /s/ John R. Berger
David F. Shead John R. Berger
Chief Accounting Officer Chief Executive Officer - Reinsurance
(Principal accounting officer) and Director
Date: February 24, 2011 Date: February 24, 2011
/s/  James D. Carey /s/ K. Bruce Connell
James D. Carey K. Bruce Connell
Director Director
Date: February 24, 2011 Date: February 24, 2011

/s/  Meryl D. Hartzband

'W. Thomas Forrester Meryl D. Hartzband
Director Director
Date: February 24, 2011 Date: February 24, 2011
/s/  Willis T. King, Jr. /s/  James H. MacNaughton
Willis T. King, Jr. James H. MacNaughton
Director Director
Date: February 24, 2011 Date: February 24, 2011
/s/  Stephan F. Newhouse /s/ Michael O’Reilly
Stephan F. Newhouse Michael O’Reilly
Director Director
Date: February 24, 2011 Date: February 24, 2011
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/s/  Andrew H. Rush

/s/  Mario P. Torsiello

Andrew H. Rush
Director

Date: February 24, 2011

/s/  James L. Zech

James L. Zech
Director

Date: February 24, 2011
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Mario P. Torsiello
Director

Date: February 24, 2011



REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders
Alterra Capital Holdings Limited:

We have audited the accompanying consolidated balance sheets of Alterra Capital Holdings Limited and
subsidiaries as of December 31, 2010 and 2009, and the related consolidated statements of income and
comprehensive income, changes in shareholders’ equity, and cash flows for each of the years in the three-year
period ended December 31, 2010. In connection with our audits of the consolidated financial statements, we also
have audited financial statement schedules II to IV. These consolidated financial statements and financial
statement schedules are the responsibility of the Company’s management. Our responsibility is to express an
opinion on these consolidated financial statements and financial statement schedules based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects,
the financial position of Alterra Capital Holdings Limited and subsidiaries as of December 31, 2010 and 2009,
and the results of their operations and their cash flows for each of the years in the three-year period ended
December 31, 2010, in conformity with U.S. generally accepted accounting principles. Also in our opinion, the
related financial statement schedules, when considered in relation to the basic consolidated financial statements
taken as a whole, present fairly, in all material respects, the information set forth therein.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), Alterra Capital Holdings Limited’s internal control over financial reporting as of December 31,
2010, based on the criteria established in Internal Control—Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission (COSO), and our report dated February 24, 2011
expressed an unqualified opinion on the effectiveness of the Company’s internal control over financial reporting.

/s/ KPMG

Hamilton, Bermuda
February 24, 2011
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders
Alterra Capital Holdings Limited:

We have audited Alterra Capital Holdings Limited’s internal control over financial reporting as of
December 31, 2010, based on the criteria established in Internal Control—Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (COSO). Alterra Capital Holdings
Limited’s management is responsible for maintaining effective internal control over financial reporting and for
its assessment of the effectiveness of internal control over financial reporting, included in the accompanying
Form 10-K under Item 9A, “Controls and Procedures”. Our responsibility is to express an opinion on the
Company’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether effective internal control over financial reporting was maintained in all material respects. Our
audit included obtaining an understanding of internal control over financial reporting, assessing the risk that a
material weakness exists, and testing and evaluating the design and operating effectiveness of internal control
based on the assessed risk. Our audit also included performing such other procedures as we considered necessary
in the circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

In our opinion, Alterra Capital Holdings Limited maintained, in all material respects, effective internal
control over financial reporting as of December 31, 2010, based on the criteria established in Internal Control—
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consolidated balance sheets of Alterra Capital Holdings Limited as of December 31, 2010
and 2009, and the related consolidated statements of income and comprehensive income, changes in
shareholders’ equity, and cash flows for each of the years in the three-year period ended December 31, 2010, and
our report dated February 24, 2011 expressed an unqualified opinion on those consolidated financial statements.

/s/ KPMG

Hamilton, Bermuda
February 24, 2011
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ALTERRA CAPITAL HOLDINGS LIMITED

CONSOLIDATED BALANCE SHEETS
December 31, 2010 and 2009
(Expressed in thousands of U.S. Dollars, except share amounts)

2010 2009
ASSETS
Cash and cash equivalents . .......... ... . it $ 905,606 $ 702,278
Fixed maturities, trading, at fair value (amortized cost: 2010—$248,829; 2009—

$226,007) . o e 244,872 228,696
Fixed maturities, available for sale, at fair value (amortized cost: 2010—$5,276,326;

2000—82,974,038) ... 5,392,643 3,007,356
Fixed maturities, held to maturity, at amortized cost (fair value: 2010—$1,015,512;

2000—81,033,551) .\ttt 940,104 1,005,947
Other investments, at fair value . ........ ... . 378,128 318,073
Accrued IntereSt INCOME . . . . . vttt e et e e e e e e e e e e e e s 75,414 57,215
Premiums receivable . . ... ... 588,537 567,301
Losses and benefits recoverable from reinsurers ..................o i, 956,115 1,001,373
Deferred acquiSition COSES . . ..o v vttt ettt e e e e e 111,901 65,648
Prepaid reinsurance premiums . ... .v.v ettt e 149,252 190,613
Trades pending settlement . . .......... ... 32,393 76,031
Goodwill and intangible assets .. ... ......... it 59,076 48,686
Other @SSELS . . o vttt e e e e 83,247 70,529
TOtal ASSEES . v v et e e $9,917,288 $7,339,746
LIABILITIES
Property and casualty I0SSES . ... ...ttt $3,906,134 $3,178,094
Life and annuity benefits . .. ... . . 1,275,580 1,372,513
Deposit Habilities .. ... ... 147,612 152,629
Funds withheld from reinSurers . ......... ... . 121,107 140,079
Unearned property and casualty premiums .. ..........c.ouiinininnenenenan. .. 905,487 628,161
Reinsurance balances payable . .......... . . . 102,942 146,085
Accounts payable and accrued EXpenses . . .. ... 99,680 67,088
SENIOT NOLES . . . e e e e 440,476 90,464
Total Habilities . .. ...ttt e 6,999,018 5,775,113
SHAREHOLDERS’ EQUITY
Preferred shares (par value $1.00 per share) 20,000,000 shares authorized; no shares

issued or outstanding . . .. ... ... — —
Common shares (par value $1.00 per share) 200,000,000 shares authorized;

110,963,160 (2009—55,867,125) shares issued and outstanding .. .............. 110,963 55,867
Additional paid-in capital .......... ... . 2,026,045 752,309
Accumulated other comprehensive income . ......... .. ... . .. 98,946 25,431
Retained earnings . .. ... .. ...ttt e 682,316 731,026
Total shareholders’ equity . ... ... e 2,918,270 1,564,633
Total liabilities and shareholders’ equity . .......... ...t iiinninenene... $9,917,288 $7,339,746

See accompanying notes to consolidated financial statements.
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ALTERRA CAPITAL HOLDINGS LIMITED

CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME
Years Ended December 31, 2010, 2009 and 2008
(Expressed in thousands of U.S. Dollars, except share and per share amounts)

2010 2009 2008
REVENUES
Gross premiums WITtEN .. ..o vttt e ettt e e $1,410,731 $1,375,001 $1,254,250
Reinsurance premiums ceded .......... ... ... .. ... ... (371,163)  (480,481)  (414,047)
Net premiums Written .. ..ottt $1,039,568 $ 894,520 $ 840,203
Earned premiums . .. ... .ot $1,578,647 $1,318,949 $1,170,248
Earned premiums ceded ........ ... ... .. .. i (406,161)  (484,593)  (356,738)
Net premiums earned .. ...... ...ttt 1,172,486 834,356 813,510
Net investment INCOME . . . ..o vttt et et e e 222,458 169,741 181,624
Net realized and unrealized gains (losses) on investments ............ 16,872 81,765 (234,965)
Total other-than-temporary impairment losses ................. (5,873) (5,315) (16,887)
Portion of loss recognized in other comprehensive income (loss),
before taxes . ... 3,228 2,237 —

Net impairment losses recognized in earnings ..................... (2,645) (3,078) (16,887)
Net realized gain on retirement of senior notes . ................... — 111 2,245
OtherinCome . . ... ... e e e e 4,808 2,903 1,458
Total TEVENUES . . . o oo 1,413,979 1,085,798 746,985
LOSSES AND EXPENSES
Net losses and 10SS €XPENSES . .« v v v vt vt et 654,841 493,599 393,745
Claims and policy benefits ........... ... ... ... 65,213 101,093 301,526
ACQUISTHON COSES & . vttt e ettt e e e 187,464 96,874 52,379
INtEerest EXPENSe . . . oot v ettt 28,275 21,339 36,089
Net foreign exchange (gains) losses . .............coiiiiinno... (115) (5,772) 9,873
Merger and acquiSition EXPeNnSesS . . ... ..vvvt vttt (48,776) (31,566) 2,944
General and administrative eXpenses .. .............oeueeerenenen.. 220,586 153,995 124,515
Total losses and €XPenses . . ... ......ueueueeninen .. 1,107,488 829,562 921,071
INCOME (LOSS) BEFORE TAXES 306,491 256,236 (174,086)
INCOME taX EXPEISE . . o vttt et et et e 4,156 10,021 1,232
NET INCOME (LOSS) 302,335 246,215 (175,318)
Change in net unrealized gains and losses of fixed maturities, net of

175, 81,406 50,544 9,882
Foreign currency translation adjustment .. ........................ (7,891) 20,286 (34,940)
COMPREHENSIVE INCOME (LOSS) $ 375,850 $ 317,045 $ (200,376)
Basic earnings per Share ... ..............uuuurrriunnnninnna. $ 319 $ 432 % (3.10)
Diluted earnings per ShAre . ... ... ........uuuurrrrrrnnnnn. $ 3.17 °$ 426 $  (3.10)

See accompanying notes to consolidated financial statements.
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ALTERRA CAPITAL HOLDINGS LIMITED

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY

Years Ended December 31, 2010, 2009 and 2008
(Expressed in thousands of U.S. Dollars)

Common shares
Balance, beginning of year ......... ... ... .. .. . . ..
Issuance of common shares, net ............ .. ... ...
Repurchase of shares . .......... ... .. ... . ..

Balance,endofyear .......... .. .. .. ... . .. ..

Additional paid-in capital
Balance, beginning of year .............. .. .. ... .. .. .. ...
Issuance of common shares, net . ................ ...
Stock based compensation eXpense . . ... .....iii ...
Repurchase of shares . ......... ... ... ... .. . . .. ...

Balance,endof year .......... .. .. ... . i

Accumulated other comprehensive income (loss)

Balance, beginning of year .............. .. .. ... . .. .. ...

Holding gains (losses) on available for sale fixed maturities arising
inperiod, netoftax ............. ...

Net realized (gains) losses on available for sale securities included
innetincome, netoftax ............... . ... ...

Portion of other-than-temporary impairment losses recognized in
other comprehensive income, netoftax ....................

Foreign currency translation adjustment . .....................

Balance,end of year ........... ... ... ... ..

Retained earnings
Balance, beginning of year ......... ... ... .. .. . . ..
Netincome (I0SS) ...ttt e
Dividends . ... ...

Balance,endofyear .......... .. .. .. ... . .. . ..

Total shareholders’ equity

2010 2009 2008
$ 55867 $ 55806 $ 57,515
65,384 1,604 2,439
(10,288) (1,543) (4,148)
110,963 55,867 55,806
752,309 763,391 844,455
1,419,442 789 4,379
51,769 20,907 20,248
(197,475)  (32,778)  (105,691)
2,026,045 752309 763,391
25,431 (45399)  (20,341)
99,603 51,563 (5.327)
(14,969) 1,218 15,209
(3,228) (2,237) —
(7,891) 20,286 (34,940)
98,946 25,431 (45,399)
731,026 506,533 702,265
302,335 246215 (175318)
(351,045)  (21,722)  (20,414)
682,316 731,026 506,533

$2,918,270 $1,564,633 $1,280,331

See accompanying notes to consolidated financial statements.
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ALTERRA CAPITAL HOLDINGS LIMITED

CONSOLIDATED STATEMENTS OF CASH FLOWS
Years Ended December 31, 2010, 2009 and 2008
(Expressed in thousands of U.S. Dollars)

2010 2009 2008
OPERATING ACTIVITIES
Net income (I0SS) . v vttt et et e e e e $ 302335 $ 246,215 $(175,318)
Adjustments to reconcile net income (loss) to net cash provided by operating
activities:
Stock based compensation .. ............ i 51,769 20,907 20,248
Amortization of premium on fixed maturities . .. ........... ... .. ... ..... 19,033 3,921 5,095
Accretion of deposit liabilities . ............ ... i 6,289 2,907 4,507
Net realized and unrealized (gains) losses on investments . ................ (16,872) (81,765) 234,965
Net impairment losses recognized in earnings . ......................... 2,645 3,078 16,887
Net realized gain on retirement of senior notes . . .. ............c.covuen... — (111) (2,245)
Negative goodwill gain . ....... .. .. (95,788) — —
Changes in:
Accrued Interest iINCOME . . .. .o\ttt ittt e e e i (2,618) (4,2006) (3,498)
Premiums receivable ... ... ... . . e 342,630 (7,551) (52,844)
Losses and benefits recoverable from reinsurers ........................ 9,751 (145,863) (223,188)
Deferred acquiSition COSES . . ... v ottt (43,716) (12,913) 2,934
Prepaid reinsurance premiums . ... ... 34,695 3,932 (55,801)
Other aSSetS . . oottt e (5,495) (2,050) (3,006)
Property and casualty 10SSes . ........ ... i (105,958) 199,201 373,625
Life and annuity benefits ... ....... ... .. (32,906) (21,070) 200,434
Funds withheld from reinsurers . . ............. ..., (18,962) (24,079) (5,1006)
Unearned property and casualty premiums ... ..........ouvenenenenenn. (98,267) 44,490 84,563
Reinsurance balances payable .. .......... .. .. .. i (47,209) (15,579) 46,934
Accounts payable and accrued eXpenses . .. .. ... 6,941 (16,312) 12,799
Cash provided by operating activities . ... .........cuuiuninninernennennen.. 308,297 193,152 481,985
INVESTING ACTIVITIES
Purchases of available for sale securities .............................. (2,419,091) (1,212,911)  (930,864)
Sales of available for sale securities ............... .ot 1,243,263 281,495 421,425
Redemptions/maturities of available for sale securities ................... 953,552 625,434 511,787
Purchases of trading securities . ............ ... .. i (103,067) (195,151) (21,194)
Sales of trading SECUTItIES . . ... oo\ttt ettt et 27,207 29,578 17,209
Redemptions/maturities of trading securities ................ ... ... ..... 54,010 8,347 3,201
Purchases of held to maturity securities .................coouiiunin. .. (27,953) (33,647) —
Redemptions/maturities of held to maturity securities .................... 32,354 — —
Net sales of other investments . .. .............. .t neanennan.. 110,849 534,244 89,231
Acquisition of subsidiary, net of cash acquired .............. ... ... ... .. 446,819 (8,198) 103,155
Cash provided by investing activities . ...............ouiirniniinennennen . 317,943 29,191 193,950
FINANCING ACTIVITIES
Net proceeds from issuance of common shares ......................... 1,478 2,393 6,818
Repurchase of common shares ............. ... .. .. . i, (207,764) (34,321)  (109,839)
Net proceeds from issuance of S€NiOr NOtES .. ......c..ouvenvenennen. .. 349,997 — —
Net repayments of bank loans . ........ ... .. .. .. .. . i (200,000) (375,000) 45,000
Net repayment of SENIOr NOES . . ..ot v v ettt — (811) (8,415)
Dividends paid . . . ... .o (349,495) (21,722) (20,414)
Additions to deposit liabilities . .. .......... ... i 3,093 14,630 16,681
Payments of deposit liabilities . . .......... .. .. .. (14,336) (84,168) (23,000)
Cash used in financing activities . . ... ... ...ttt it (417,027) (498,999) (93,169)
Effect of exchange rate changes on foreign currency cash and cash equivalents . . . . (5,885) 29,530 (31,018)
Net increase (decrease) in cash and cash equivalents . ........................ 203,328 (247,126) 551,748
Cash and cash equivalents, beginningof year. ............. .. .. ... ... ... .... 702,278 949,404 397,656
CASH AND CASH EQUIVALENTS, END OF YEAR $ 905,606 $ 702,278 $ 949,404
Supplemental Disclosure of Cash Flow Information
Interest paid . ... ..ot 8,657 13,240 21,416
Income taxes paid . ........ ... 3,889 609 199

See accompanying notes to consolidated financial statements.
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ALTERRA CAPITAL HOLDINGS LIMITED

Notes to Consolidated Financial Statements
December 31, 2010, 2009 and 2008
(Expressed in thousands of U.S. Dollars,
except per share amounts)

1. GENERAL

Alterra Capital Holdings Limited (“Alterra” and, collectively with its subsidiaries, the “Company”),
formerly known as Max Capital Group Ltd. (“Max”), is a Bermuda headquartered global enterprise dedicated to
providing diversified specialty insurance and reinsurance products to corporations, public entities and property
and casualty insurers. Alterra was incorporated on July 8, 1999 under the laws of Bermuda.

On March 3, 2010, Alterra entered into an Agreement and Plan of Amalgamation (the “Amalgamation
Agreement”) with Alterra Holdings Limited (“Alterra Holdings”), a direct wholly-owned subsidiary of Alterra,
and Harbor Point Limited (“Harbor Point”), a privately held company, pursuant to which Alterra Holdings
amalgamated with Harbor Point (the “Amalgamation”). The Amalgamation was consummated on May 12, 2010.
The results of operations of Harbor Point are included in the consolidated results of operations for the period

from May 12, 2010.

For those subsidiaries with contemplated name changes Alterra has completed the process of changing the
names to include the term “Alterra”. Unless otherwise indicated or unless the context otherwise requires, all
references in these consolidated financial statements to entity names are as set forth in the following table:

Reference

Alterra
Alterra Agency
Alterra America

Alterra at Lloyd’s
Alterra Diversified

Alterra Capital Europe

Alterra Finance
Alterra Holdings

Alterra Bermuda

Alterra Insurance
Alterra Insurance Europe

Alterra Managers
Alterra Re
Alterra Re Europe

Alterra Re UK
Alterra Re USA

Alterra E&S

Alterra Capital UK
Alterra USA

Entity’s legal name

Alterra Capital Holdings Limited (formerly Max Capital Group Ltd.)
Alterra Agency Limited (formerly Harbor Point Agency Limited)

Alterra America Insurance Company (formerly Max America
Insurance Company)

Alterra at Lloyd’s Limited (formerly Max at Lloyd’s Ltd.)

Alterra Diversified Strategies Limited (formerly Max Diversified
Strategies Ltd.)

Alterra Capital Europe Limited (formerly Max Europe Holdings
Limited)

Alterra Finance LLC

Alterra Holdings Limited (formed from the amalgamation of Harbor
Point Limited and Alterra Holdings Limited)

Alterra Bermuda Limited (formed from the amalgamation of Alterra
Insurance Limited and Alterra Re)

Alterra Insurance Limited (formerly Max Bermuda Ltd.)

Alterra Insurance Europe Limited (formerly Max Insurance Europe
Limited)

Alterra Managers Limited (formerly Max Managers Ltd.)

Harbor Point Re Limited

Alterra Reinsurance Europe Limited (formerly Max Re Europe
Limited)

Alterra Re UK (formerly Harbor Point Re UK)

Alterra Reinsurance USA Inc. (formerly Harbor Point Reinsurance
U.S., Inc.)

Alterra Excess & Surplus Insurance Company (formerly Max
Specialty Insurance Company)

Alterra Capital UK Limited (formerly Max UK Holdings Ltd.)
Alterra USA Holdings Limited (formerly Max USA Holdings Ltd.)
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The Company’s Bermuda insurance and reinsurance operations are conducted through Alterra Bermuda,
which is registered as both a Class 4 and long-term insurer under the insurance laws of Bermuda. Alterra
Bermuda was formed by the amalgamation of Alterra Insurance and Alterra Re on September 1, 2010.

The Company’s non-Lloyd’s European operations are conducted from Dublin, Ireland through Alterra
Capital Europe and its two wholly-owned operating subsidiaries, Alterra Re Europe and Alterra Insurance
Europe. In addition, Alterra Bermuda operates a branch, Alterra Re UK, in the United Kingdom.

The Company’s Lloyd’s operations are conducted by Alterra Capital UK, which, through Lloyd’s
Syndicates 1400, 2525 and 2526 (collectively, the “Syndicates”), underwrites a diverse portfolio of specialty
risks in Europe, the United States and Latin America. Alterra Capital UK’s operations are based primarily in
London, England. The Company’s proportionate share of Syndicates 1400, 2525 and 2526, are 100%,
approximately 2% and approximately 36%, respectively.

The Company’s U.S. reinsurance operations are conducted through Alterra USA and its operating
subsidiary, Alterra Re USA, a Connecticut-domiciled reinsurance company. The Company’s U.S. insurance
operations are conducted through Alterra USA and its operating subsidiaries, Alterra E&S, a Delaware-domiciled
excess and surplus insurance company, and Alterra America, a Delaware-domiciled insurance company. Through
Alterra E&S and Alterra America, the Company writes both admitted and non-admitted business throughout the
United States and Puerto Rico.

2. Summary of significant accounting policies
(a) Basis of presentation

The consolidated financial statements include the financial statements of Alterra and all of its subsidiaries.
All significant inter-company balances and transactions have been eliminated. The consolidated financial
statements include the results of operations and cash flows of Harbor Point since the date of acquisition of
May 12, 2010 and of Alterra Capital UK since the date of acquisition of November 6, 2008 and not any prior
periods (including for comparative purposes), except with respect to the supplemental unaudited pro forma
information included within Note 5. The Company’s proportionate share of the transactions, assets and liabilities
of Syndicates 1400, 2525 and 2526 have been included in the consolidated financial statements.

The accompanying consolidated financial statements are prepared in conformity with United States
generally accepted accounting principles (“U.S. GAAP”), which require 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
period. These estimates and assumptions are based on management’s best estimates and judgment. Management
evaluates its estimates and assumptions on an ongoing basis using historical experience and other factors,
including the current economic environment, which management believes to be reasonable under the
circumstances. The Company adjusts such estimates and assumptions when facts and circumstances dictate.
Iliquid credit markets, volatile investment and foreign currency markets have combined to increase the
uncertainty inherent in such estimates and assumptions. As future events and their effects cannot be determined
with precision, actual results could differ significantly from these estimates. Changes in those estimates resulting
from continuing changes in the economic environment will be reflected in the financial statements in future
periods.
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Certain reclassifications have been made to the prior year reported amounts to conform to the current year
presentation. These include the reclassification of derivative assets from other assets to other investments in the
consolidated balance sheet. These reclassifications had no impact on net income previously reported.

(b) Premium revenue recognition
Property and casualty

Premiums written are earned on a pro-rata basis over the period the coverage is provided. Reinsurance
premiums are recorded at the inception of the policy and are estimated based upon information in underlying
contracts and information provided by clients and/or brokers. Changes in reinsurance premium estimates are
expected and may result in significant adjustments in any period. These estimates change over time as additional
information regarding changes in underlying exposures insured is obtained. Any subsequent differences arising
on such estimates are recorded as premiums written in the period they are determined.

Insurance premiums are recorded at the inception of the policy and are earned on a pro-rata basis over the
period of coverage. Unearned premiums represent the portion of premiums written that relate to the unexpired
terms of policies in force. Premiums ceded are similarly pro-rated over the period the coverage is provided with
the unearned portion being deferred as prepaid reinsurance premiums.

Certain contracts that the Company writes are retrospectively rated and additional premium is due should
losses exceed pre-determined, contractual thresholds. These required additional premiums are based upon
contractual terms and the only element of management judgment involved is with respect to the estimate of the
amount of losses that the Company expects to be ceded. Additional premiums are recognized at the time loss
thresholds specified in the contract are exceeded and are earned over the policy period. Changes in estimates of
losses recorded on contracts with additional premium features will result in changes in additional premiums
based on contractual terms.

Certain contracts that the Company writes, particularly the property and casualty catastrophe reinsurance
risks, provide for reinstatement of coverage. Reinstatement premiums are the premiums for the restoration of the
insurance or reinsurance limit of a contract to its full amount after a loss occurrence by the insured or reinsured.
The Company accrues for reinstatement premiums resulting from losses recorded. Such accruals are based upon
contractual terms and the only element of management judgment involved is with respect to the amount of losses
recorded. Changes in estimates of losses recorded on contracts with reinstatement premium features will result in
changes in reinstatement premiums based on contractual terms. Reinstatement premiums are recognized at the
time losses are recorded and are earned on a pro-rata basis over the coverage period.

Premiums receivable represent amounts currently due and amounts not yet due on insurance and reinsurance
policies. Premiums for insurance policies are generally due at inception. Premiums for reinsurance policies
generally become due over the period of coverage based on the policy terms. Certain contracts are retrospectively
rated and provide for a final adjustment to the premium based on the final settlement of all losses. Premiums
receivable on such contracts are adjusted based on the estimate of losses the Company expects to be ceded, and
are not considered due until all losses are settled. Premiums receivable are presented net of applicable acquisition
costs when the policy terms provide for the right of offset. Changes in the estimate of premiums written will
result in an adjustment to premiums receivable in the period they are determined.
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Life and annuity

The Company’s life and annuity reinsurance products focus on existing blocks of business and typically take
the form of co-insurance structures, where the risk is generally reinsured on the same basis as that of the original
policy. In a co-insurance transaction, the Company receives a percentage of the gross premium charged to the
policyholder by the client, less an expense allowance granted to the client, as the primary insurer. The Company
writes life and annuity reinsurance agreements with respect to individual and group disability, whole life,
universal life, corporate owned life, term life, fixed annuities, annuities in payment and structured settlements.

Reinsurance premiums from traditional life and annuity policies with life contingencies are generally
recognized as revenue when due from policyholders. Traditional life policies include those contracts with fixed
and guaranteed premiums and benefits. Benefits and expenses are matched with such income to result in the
recognition of profit over the life of the contracts.

Premiums from annuity contracts without life contingencies are reported as annuity deposits. Policy benefits
and claims that are charged to expenses include benefit claims incurred in the period in excess of related
policyholders’ account balances. The Company does not write any variable annuity reinsurance business.

Deposits

Short duration reinsurance contracts entered into by the Company that are not deemed to transfer significant
underwriting and timing risk are accounted for as deposits, whereby liabilities are initially recorded at the same
amount as assets received. An initial accretion rate is established based on actuarial estimates whereby the
deposit liability is increased to the estimated amount payable over the term of the contract. This accretion charge
is presented in the period as either interest expense, where the contract does not transfer underwriting risk, or
losses, benefits and experience refunds where the contract does not transfer significant timing risk. Long duration
contracts written by the Company that do not transfer significant mortality or morbidity risks are also accounted
for as deposits. The Company periodically reassesses the amount of deposit liabilities and any changes to the
estimated ultimate liability is recognized as an adjustment to earnings to reflect the cumulative effect since the
inception of the contract and by an adjustment to the future accretion rate of the liability over the remaining
estimated contract term.

(c) Investments

Investments in securities with fixed maturities are classified as either trading, available for sale or held to
maturity. Trading securities are carried at fair value with any unrealized gains and losses included in net income
and reported as net realized and unrealized gains and losses on investments. Available for sale securities are
carried at fair value with any unrealized gains and losses included in accumulated other comprehensive income
as a separate component of shareholders’ equity. Held to maturity securities, those securities which the Company
has the intent to hold to maturity, are carried at amortized cost. The cost of fixed maturities is adjusted for
amortization of premiums and discounts. Realized gains and losses on available for sale investments are
recognized in net income, and reported as net realized and unrealized gains and losses on investments, using the
specific identification method.

Other-than-temporary impairments in the value of fixed maturity investments (“OTTI”) related to a credit

loss is recognized in earnings, and the amount of the OTTI related to other factors (e.g. interest rates, market
conditions, etc.) is recorded as a component of other comprehensive income. If no credit loss exists but either:
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(i) the Company has the intent to sell the debt security or (ii) it is more likely than not that the Company will be
required to sell the debt security before its anticipated recovery, the entire unrealized loss is recognized in
earnings. In periods after the recognition of an OTTI on debt securities, the securities are accounted for as if they
had been purchased on the measurement date of the OTTI at an amortized cost basis equal to the previous
amortized cost basis less the OTTI recognized in earnings.

The Company reviews all debt securities in an unrealized loss position at the end of each quarter to identify
any securities for which there is an intention to sell those securities after the quarter end. For those securities
where there is such an intention, the OTTI charge (being the difference between the amortized cost and the fair
value of the security) is recognized in net income. The Company reviews debt securities in an unrealized loss
position to determine whether it is more likely than not that it will be required to sell those securities. The
Company considers its liquidity and working capital needs and determines if it is not more likely than not that it
will be required to sell any of the securities in an unrealized loss position. The Company also performs a review
of debt securities which considers various indicators of potential credit losses. These indicators include the length
of time and extent of the unrealized loss, any specific adverse conditions, historic and implied volatility of the
security, failure of the issuer of the security to make scheduled interest payments, expected cash flow analysis,
significant rating changes and recoveries or additional declines in fair value subsequent to the balance sheet date.
The consideration of these indicators and the estimation of credit losses involve significant management
judgment.

Investment income is recognized when earned and includes interest income together with amortization of
premium and discount on fixed maturities.

Other investments include a diversified portfolio of (i) limited partnerships and stock investments in trading
entities that invest in a range of financial products including U.S. and non-U.S. securities and financial
instruments, (ii) catastrophe bonds, (iii) structured deposits, and (iv) reinsurance private equity investments.
Investments in limited partnerships and trading entities, catastrophe bonds and structured deposits are carried at
fair value as discussed in Note 3 and Note 4. The change in fair value is included in net realized and unrealized
gains and losses on investments and recognized in net income. Investments in reinsurance private equity
investments where the Company has a meaningful ownership position and significant influence over operating
and financial policies of the investee are carried under the equity method of accounting. Under this method, the
investments are initially recorded at cost and adjusted periodically to recognize the Company’s proportionate
share of income or loss and dividends from the investments. The Company believes this approximates fair value
for these equity investments. The Company’s share of income or loss from these investments is included in net
realized and unrealized gains and losses on investments and recognized in net income.

(d) Fee revenue recognition

Management and advisory fees are earned as the services generating the fees are performed.

(e) Losses and benefits
Property and casualty losses

The liability for losses, including loss adjustment expenses, represents estimates of the ultimate cost of all
losses incurred but not paid as of the balance sheet date. In estimating reserves, the Company utilizes a variety of
standard actuarial methods. Although these actuarial methods have been developed over time, assumptions about
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anticipated size of loss and loss emergence patterns are subject to fluctuations. Newly reported loss information
from clients is the principal contributor to changes in the loss reserve estimates. These estimates, which generally
involve actuarial projections, are based upon an assessment of known facts and circumstances, as well as
estimates of future trends in claims severity and frequency, judicial theories of liability factors, including the
actions of third parties, which are beyond the Company’s control.

The Company relies on data reported by clients when calculating reserves. The quality of the data varies
from client to client. On a periodic basis, the clients’ loss data is analyzed by the Company’s actuarial and claims
management teams to ascertain its quality and credibility. This process may involve comparisons with
submission data and industry loss data, claims audits and inquiries about the methods of establishing case
reserves associated with large industry events. There is often a time lag between reinsurance clients establishing
case reserves and re-estimating their reserves, and notifying the Company of the new or revised case reserves.
When determining reserves, the Company also considers historical data, industry loss trends, legal developments,
changes in social attitudes and economic conditions, including the effects of inflation.

The Company believes the provision for outstanding losses and benefits will be adequate to cover the
ultimate net cost of losses incurred to the balance sheet date, but the provision is necessarily an estimate and may
ultimately be settled for a significantly greater or lesser amount. These estimates are reviewed regularly and any
adjustments to the estimates are recorded in the period they are determined.

Life and annuity benefits

The Company’s life and annuity reinsurance benefit and claim reserves are compiled on a
contract-by-contract basis and are computed on a discounted basis using standard actuarial techniques and cash
flow models. The Company establishes and reviews its life and annuity reinsurance reserves regularly based
upon cash flow projection models utilizing data provided by clients and actuarial models. The Company
establishes and maintains its life and annuity reinsurance reserves at a level that the Company estimates will,
when taken together with future premium payments and investment income expected to be earned on associated
premiums, be sufficient to support all future cash flow benefit and third party servicing obligations as they
become payable.

Since the development of the life and annuity reinsurance reserves is based upon cash flow projection
models, the Company must make estimates and assumptions based on cedant experience and industry mortality
tables, longevity, expense and investment experience, including a provision for adverse deviation. The
assumptions used to determine policy benefit reserves are best estimate assumptions that are determined at the
inception of the contracts and are locked-in throughout the life of the contract unless a premium deficiency
develops. The Company establishes these estimates based upon transaction specific historical experience,
information provided by the ceding company and industry experience studies. Actual results could differ
materially from these estimates. As the experience on the contracts emerges, the assumptions are reviewed by
management. The Company determines whether actual and anticipated experience indicates that existing policy
reserves, together with the present value of future gross premiums, are sufficient to cover the present value of
future benefits, settlement and maintenance costs and to recover unamortized acquisition costs. If such a review
produces reserves in excess of those currently held then the lock-in assumptions are revised and a life and
annuity benefit is recognized at that time.
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The assumptions used to determine claim reserves are best estimate assumptions and are reviewed no less
than annually. The assumptions are locked unless they result in a material change. The Company establishes
these assumptions based upon transaction specific historical experience, information provided by the ceding
company and industry experience studies. Actual results could differ materially from these estimates.

Because of the many assumptions and estimates used in establishing reserves and the long-term nature of
reinsurance contracts, the reserving process, while based on actuarial science, is inherently uncertain.

(f) Acquisition costs

Acquisition costs consist of commissions and fees paid to brokers and consultants and ceding commissions
paid to the Company’s clients and are net of ceding commissions received by the Company from its reinsurers.
Acquisition costs are amortized over the period in which the related premiums are earned or, for universal life
reinsurance contracts and for deferred annuities, as a percentage of estimated gross profit. Deferred acquisition
costs are regularly reviewed to determine if they are recoverable from future premium income, including
investment income, by evaluating whether a loss is probable on the unexpired portion of policies in force. A
premium deficiency loss is recognized when it is probable that expected future claims will exceed anticipated
future premiums, reinsurance recoveries and anticipated investment income.

(g) Translation of foreign currencies

The reporting currency of the Company is the U.S. dollar. Assets and liabilities of entities whose functional
currency is not the U.S. dollar, are translated at period end exchange rates. Revenue and expenses of such foreign
entities are translated at average exchange rates during the year. The effect of the currency translation
adjustments for foreign entities is included in accumulated other comprehensive income.

Other foreign currency assets and liabilities that are considered monetary items are translated at exchange
rates in effect at the balance sheet date. Foreign currency revenues and expenses are translated at transaction date
exchange rates. These exchange gains and losses are included in the determination of net income.

(h) Cash and cash equivalents

The Company considers all time deposits and money market instruments with an original maturity of ninety
days or less as equivalent to cash.

(i) Earnings per share

Basic earnings per share is based on weighted average common shares outstanding and excludes any
dilutive effects of warrants, options and convertible securities. Diluted earnings per share assumes the conversion
of dilutive convertible securities and the exercise of all dilutive stock options and warrants using the treasury
stock method. Unvested share-based compensation awards that contain non-forfeitable rights to dividends or
dividend equivalents (whether paid or unpaid) are considered participating awards and are included in the
computation of basic earnings per share.
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(j) Goodwill and intangible assets

The Company has recorded goodwill in connection with certain acquisitions. Goodwill represents the excess
of the purchase price over the fair value of net assets acquired. The Company does not amortize goodwill or
identifiable intangible assets with indefinite lives, but rather re-evaluates on an annual basis at December 31, or
whenever changes in circumstances warrant, the recoverability of the assets. If it is determined that an
impairment exists, the Company adjusts the carrying value of the assets to fair value.

Intangible assets with definite lives are amortized over the estimated useful life of the asset.

(k) Share-based compensation

The Company measures and records compensation cost for all share-based payment awards (including
employee stock options) at grant-date fair value. This includes consideration of expected forfeitures in
determining share-based employee compensation expenses as well as the immediate expensing of share-based
awards granted to retirement-eligible employees.

(1) Income taxes

Income taxes have been provided in accordance with ASC 740, Income Taxes, on those operations that are
subject to income taxes. Deferred tax assets and liabilities result from temporary differences between the
amounts recorded in the consolidated financial statements and the tax basis of the Company’s assets and
liabilities, using enacted tax rates applicable to taxable income in the years in which those temporary differences
are expected to be recovered or settled. Such temporary differences are primarily due to net operating loss
carryforwards, and to the tax basis difference on unearned premium reserves, deferred compensation, net
deferred policy acquisition costs, and net unrealized appreciation on investments. The effect on deferred tax
assets and liabilities of a change in tax rates is recognized in income in the period that includes the enactment
date. A valuation allowance against deferred tax assets is recorded if it is more likely than not that all, or some
portion, of the benefits related to deferred tax assets will not be realized. The Company considers future taxable
income and feasible tax planning strategies in assessing the need for a valuation allowance.

(m) Fair value of financial instruments

The fair values of financial instruments not disclosed elsewhere in the financial statements approximate
their carrying value due to their short-term nature or because they earn or attract interest at market rates. Fair
value estimates are made at a point in time, based on relevant market data as well as the best information
available about the financial instrument. Fair value estimates for financial instruments for which no or limited
observable market data is available are based on judgments regarding current economic conditions, liquidity
discounts, currency, credit, and interest rate risks, loss experience and other factors. These estimates involve
significant uncertainties and judgments and cannot be determined with precision. As a result, such calculated fair
value estimates may not be realizable in a current sale or immediate settlement of the instrument. In addition,
changes in the underlying assumptions used in the fair value measurement technique, including discount rates,
liquidity risks and estimates of future cash flows, could significantly affect these fair value estimates.
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(n) Derivatives

The Company recognizes all derivatives as either assets or liabilities in the consolidated balance sheets and
measures them at the fair value of the instrument. The Company participates in derivative instruments to mitigate
financial risks, principally arising from investment holdings. For these instruments, changes in assets or liabilities
measured at fair value are recorded within net realized and unrealized gains and losses on investments.

(o) Application of new accounting standards

ASU 2010-06, Fair Value Measurements and Disclosures (820)—Improving Disclosures about Fair Value
Measurements

ASU 2010-06 requires additional disclosure, and clarifies existing disclosure requirements, about fair value
measurements. The additional requirements include disclosure regarding the amounts and reasons for significant
transfers in and out of Level 1 and 2 of the fair value hierarchy and also separate presentation of purchases, sales,
issuances and settlements of items measured using significant unobservable inputs (i.e. Level 3). The guidance
clarifies existing disclosure requirements regarding the inputs and valuation techniques used to measure fair
value for measurements that fall in either Level 2 or Level 3 of the hierarchy. The requirements are effective for
interim and annual reporting periods beginning after December 15, 2009 except for the disclosures about
purchases, sales, issuances and settlements, which are effective for fiscal years beginning after December 15,
2010 and for interim periods within those fiscal years. The Company has reflected the disclosure requirements
effective for the current period in its consolidated financial statements and they have not had a material impact.

ASU 2010-20, Receivables (310)—Disclosures About the Credit Quality of Financing Receivables and the
Allowance for Credit Losses

ASU 2010-20 requires additional disclosures about the credit quality of financing receivables and
allowances for credit losses. The additional requirements include disclosure of the nature of credit risks inherent
in financing receivables, how credit risk is analyzed and assessed when determining the allowance for credit
losses, and the reasons for the change in the allowance for credit losses. The disclosures as of the end of a
reporting period are effective for interim and annual reporting periods ending on or after December 15, 2010. The
disclosures about activity that occurs during a reporting period are effective for interim and annual reporting
periods beginning on or after December 15, 2010. The Company has reflected the disclosure requirements
effective for the current period in its consolidated financial statements and they have not had a material impact.

ASU 2010-26, Financial Services—Insurance (944)—Accounting for Costs Associated with Acquiring or
Renewing Insurance Contracts

ASU 2010-26 specifies how insurance companies should recognize costs that meet the definition of
acquisition costs as defined in FASB guidance. ASU 2010-26 modifies the existing guidance to require that only
costs that are associated with the successful acquisition of a new or renewal insurance contract should be
capitalized as deferred acquisition costs. Costs that fall outside the proposed definition, such as indirect costs or
salaries related to unsuccessful efforts, should be expensed as incurred. ASU 2010-26 will be effective for fiscal
periods beginning on or after December 15, 2011 with prospective or retrospective application permitted. The
Company does not expect this standard to have a material impact on the Company’s consolidated financial
statements.
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3. INVESTMENTS

Fixed Maturities—Available for Sale

The fair values and amortized cost of available for sale fixed maturities as of December 31, 2010 and

December 31, 2009 were:

Included in Accumulated Other
Comprehensive Income (“AOCI”)

Gross Unrealized Losses

Gross Non-OTTI OTTI
Amortized Unrealized Unrealized Unrealized
December 31, 2010 (Expressed in thousands of U.S. Dollars) Cost Gain Loss Loss Fair Value
U.S. government and agencies $ 903,197 $ 14,550 $ (6,648) $ — $ 911,099
Non-U.S. governments 76,178 3,756 (823) — 79,111
Corporate securities 2,525,651 74,459 9,572) — 2,590,538
Municipal securities 237,772 3,319 (3,077) — 238,014
Asset-backed securities 92,713 528 (8,914) (23) 84,304
Residential mortgage-backed securities (1) 1,137,934 31,451 (5,784)  (2,140) 1,161,461
Commercial mortgage-backed securities 302,881 27,667 (2,432) — 328,116
$5,276,326  $155,730 $(37,250) $(2,163) $5,392,643
Included in Accumulated Other
Comprehensive Income (“AOCI”)
Gross Unrealized Losses
Gross Non-OTTI OTTI
Amortized Unrealized Unrealized Unrealized
December 31, 2009 (Expressed in thousands of U.S. Dollars) Cost Gain Loss Loss Fair Value
U.S. government and agencies $ 411,596 $ 9,291 $ (2,756) $ — $ 418,131
Non-U.S. governments 81,654 2,278 (1,905) — 82,027
Corporate securities 1,246,815 36,070 (10,373) (1,096) 1,271,416
Municipal securities 83,780 1,366 (1,488) — 83,658
Asset-backed securities 113,531 1,168 (13,982) (1,007) 99,710
Residential mortgage-backed securities (1) 752,618 21,451 (7,319)  (3,651) 763,099
Commercial mortgage-backed securities 284,944 14,552 (10,181) — 289,315
$2,974,938 $86,176  $(48,004) $(5,754) $3,007,356

(1) Included within residential mortgage-backed securities are securities issued by U.S. agencies with a fair
value of $1,064,570 (December 31, 2009—$689,468).

The available for sale fixed maturities portfolio includes mortgage-backed and asset-backed securities and
collateralized mortgage obligations. These types of securities have cash flows that are backed by the principal
and interest payments of a group of underlying mortgages or other receivables. As a result of the increasing
default rates of borrowers, there is a greater risk of defaults on mortgage-backed and asset-backed securities and
collateralized mortgage obligations, especially those that are non-investment grade. These factors make the
estimate of fair value more uncertain. Fair value estimates are obtained from multiple sources in an effort to
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mitigate some of the uncertainty surrounding the fair value estimates. Should it become necessary to liquidate
these securities within a short period of time, the actual realized proceeds may be significantly different from the
fair values estimated as of December 31, 2010.

As of December 31, 2010, the Company has performed a review of these securities for other-than-temporary
impairments, which includes the consideration of relevant factors, including prepayment rates, subordination
levels, default rates, credit ratings, weighted average life and cash flow testing. A discussion of the Company’s
process for estimating other-than-temporary impairments is included under the heading “Other-Than-Temporary
Impairment”.

The following table sets forth certain information regarding the investment ratings (provided by major rating
agencies) of available for sale fixed maturities as of December 31, 2010 and December 31, 2009.

December 31, 2010 December 31, 2009
(Expressed in thousands of U.S. Dollars) Fair Value % Fair Value %
U.S. government and agencies (1) $1,975,669 36.6 $1,107,599 36.8
AAA 1,010,313 18.7 648,163 21.6
AA 615,518 114 288,158 9.6
A 1,303,425 24.2 721,596 24.0
BBB 226,232 4.2 100,235 3.3
BB 32,021 0.6 34,781 1.2
B or lower 229,465 4.3 106,824 3.5

$5,392,643 100.0  $3,007,356 100.0

(1) Included within U.S. government and agencies are residential mortgage-backed securities issued by U.S.
agencies with a fair value of $1,064,570 (December 31, 2009—$689,468).

As of December 31, 2010, the Company held insurance enhanced asset and mortgage-backed securities in
the amount of $66,313, which represented approximately 0.8% of the Company’s total invested assets. These
securities are guaranteed by Assured Guarantee Corp. ($23,881), MBIA Insurance Corporation ($20,419),
Financial Guaranty Insurance Company ($6,247), Ambac Financial Group ($5,861), National Public Finance
Guarantee Corporation ($5,336), Berkshire Hathaway Assurance Corporation ($3,967), Syncora Guarantee Inc.
($582) and Financial Security Assurance, Inc. ($20).

As of December 31, 2009, the Company held insurance enhanced asset and mortgage-backed securities in
the amount of $44,526, which represented approximately 0.8% of the Company’s total invested assets. These
securities are guaranteed by MBIA Insurance Corporation ($18,246), National Public Finance Guarantee
Corporation ($6,000), Ambac Financial Group ($5,446), Assured Guarantee Corp. ($4,826), Berkshire Hathaway
Assurance Corporation ($3,909), Financial Guaranty Insurance Company ($3,785), and Financial Security
Assurance, Inc. ($2,314).

The Company did not have any significant investments in companies which guarantee securities as of
December 31, 2010 and 2009.

124



ALTERRA CAPITAL HOLDINGS LIMITED

Notes to Consolidated Financial Statements
December 31, 2010, 2009 and 2008
(Expressed in thousands of U.S. Dollars,
except per share amounts)

The maturity distribution for available for sale fixed maturities held as of December 31, 2010 was as

follows:

(Expressed in thousands of U.S. Dollars)

Within one year

After one year through five years
After five years through ten years
More than ten years

Asset-backed securities
Mortgage-backed securities

Amortized Fair

Cost Value
$ 404,717 $ 408,581
2,216,590 2,265,061
728,889 747,349
392,602 397,771
3,742,798 3,818,762
92,713 84,304
1,440,815 1,489,577
$5,276,326  $5,392,643

Actual maturities could differ from expected contractual maturities because borrowers may have the right to
call or prepay obligations, with or without call or prepayment penalties.

Fixed Maturities—Held to Maturity

The fair values and amortized cost of held to maturity fixed maturities as of December 31, 2010 and

December 31, 2009 were:

December 31, 2010 (Expressed in thousands of U.S. Dollars)

U.S. government and agencies
Non-U.S. governments
Corporate securities
Asset-backed securities

December 31, 2009 (Expressed in thousands of U.S. Dollars)

U.S. government and agencies
Non-U.S. governments
Corporate securities

Gross Gross
Amortized Unrealized Unrealized
Cost Gain Loss Fair Value
$ 29,687 $ 513 $— $ 30,200
538,274 48,779 — 587,053
371,143 26,118 — 397,261
1,000 — 2) 998
$940,104  $75,410 $ (2) $1,015,512
Gross
Amortized Unrealized Unrealized
Cost Gain Loss Fair Value
$ 14050 $ — $(515) $ 13,535
573,250 11,034 — 584,284
418,647 17,085 — 435,732
$1,005,947 $28,119 $(515) $1,033,551
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The following table sets forth certain information regarding the investment ratings (provided by major rating
agencies) of the Company’s held to maturity fixed maturities as of December 31, and December 31, 2009.

Amortized

December 31, 2010 (Expressed in thousands of U.S. Dollars) Cost % Fair Value %

U.S. government and agencies $ 29,687 32 $ 30,200 3.0
AAA 641,437 68.2 699,598 68.9
AA 113,140 12.0 118,276 11.6
A 141,683 15.1 151,127 14.9
BBB 12,744 1.4 14,764 1.5
B or lower 1,413 0.1 1,547 0.1

$940,104 100.0 $1,015,512 100.0

Amortized

December 31, 2009 (Expressed in thousands of U.S. Dollars) Cost % Fair Value %

U.S. government and agencies $ 14,050 14 $ 13,535 1.3
AAA 717,954 71.4 734,595 71.1
AA 101,675 10.1 105,296 10.2
A 158,141 15.7 165,172 16.0
BBB 12,672 1.3 13,478 1.3
B or lower 1,455 0.1 1,475 0.1

$1,005,947 100.0 $1,033,551 100.0

The maturity distribution for held to maturity fixed maturities held as of December 31, 2010 was as follows:

Amortized

(Expressed in thousands of U.S. Dollars) Cost Fair Value
Within one year $ 41,223 $ 41,883
After one year through five years 118,112 122,072
After five years through ten years 148,559 158,304
More than ten years 631,210 692,255

939,104 1,014,514
Asset-backed securities 1,000 998

$940,104  $1,015.,512

Actual maturities could differ from expected contractual maturities because borrowers may have the right to
call or prepay obligations, with or without call or prepayment penalties.
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Investment Income

Investment income earned for the years ended December 31, 2010, 2009 and 2008 was:

(Expressed in thousands of U.S. Dollars) 2010 2009 2008
Interest earned on investments and cash and cash equivalents $245,551  $177,049  $188,568
Interest earned on funds withheld 3,505 1,350 1,932
Amortization of premium on fixed maturities (19,033) (3,921) (5,095)
Investment expenses (7,565) 4,737) (3,781)

$222,458  $169,741  $181,624

Net Realized and Unrealized Gains and Losses

The net realized and unrealized gains and losses on investments for the years ended December 31, 2010,
2009 and 2008 were:

(Expressed in thousands of U.S. Dollars) 2010 2009 2008
Gross realized gains on available for sale securities $22,322  $ 12,007 9,465
Gross realized losses on available for sale securities (6,848) (10,122) (11,945)
Net realized and unrealized (losses) gains on trading

securities (4,476) 2,590 508
Change in fair value of other investments 5,874 77,290  (232,993)
Net realized and unrealized (losses) gains on investments $16,872  $ 81,765  (234,965)

Net other-than-temporary impairment losses recognized in
earnings $(2,645) $ (3,078)  (16,887)

Change in net unrealized gains (losses) on available for sale fixed
maturities, before tax (1) $83,899  $ 50,564 9,109

(1) Included in the 2009 amount is $3,123 comprising the change in net unrealized gains on available for sale
securities prior to their reclassification to held to maturity.

Included in net realized and unrealized gains (losses) on trading securities were $231 of net realized losses
recognized on trading securities sold during the year ended December 31, 2010 (net loss of $99 in 2009 and net
loss of $453 in 2008).

For the year ended December 31, 2008, included in gross realized gains on available for sale securities is a
realized loss of $3,794 on a futures transaction that was initiated and fully settled in September 2008. This
transaction was initiated as an economic hedge on a portion of the Company’s holdings of U.S. government
securities.
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Other-Than-Temporary Impairment

The Company attempts to match the maturities of its fixed maturities portfolio to the expected timing of its
loss and benefit payments. Due to fluctuations in interest rates, it is likely that over the period a security is held
there will be periods, perhaps greater than twelve months, when the investment’s fair value is less than its cost,
resulting in unrealized losses.

Any OTTI related to a credit loss is recognized in earnings, and the amount of the OTTI related to other
factors (e.g. interest rates, market conditions, etc.) is recorded as a component of other comprehensive income. If
no credit loss exists but either: (a) the Company has the intent to sell the debt security or (b) it is more likely than
not that the Company will be required to sell the debt security before its anticipated recovery, the entire
unrealized loss is recognized in earnings. In periods after the recognition of an OTTI on debt securities, the
Company accounts for such securities as if they had been purchased on the measurement date of the OTTI at an
amortized cost basis equal to the previous amortized cost basis less the OTTI recognized in earnings. This policy
was adopted as of April 1, 2009 and did not result in a cumulative effect adjustment.

The Company has reviewed all debt securities in an unrealized loss position at the end of the period to
identify any securities for which there is an intention to sell those securities after the period end. For those
securities where there is such an intention, the OTTI charge (being the difference between the amortized cost and
the fair value of the security) was recognized in net income. The Company has reviewed debt securities in an
unrealized loss position to determine whether it is more likely than not that it will be required to sell those
securities. The Company has considered its liquidity and working capital needs and determined that it is not more
likely than not that it will be required to sell any of the securities in an unrealized loss position. The Company
has also performed a review of debt securities, which considers various indicators of potential credit losses.
These indicators include the length of time and extent of the unrealized loss, any specific adverse conditions,
historic and implied volatility of the security, failure of the issuer of the security to make scheduled interest
payments, expected cash flow analysis, significant rating changes and recoveries or additional declines in fair
value subsequent to the balance sheet date. The consideration of these indicators and the estimation of credit
losses involve significant management judgment.

The Company recorded $2,645 of OTTI in earnings for the year ended December 31, 2010, all of which
related to estimated credit losses.

The Company recorded $3,078 of OTTI in earnings for the year ended December 31, 2009, of which $2,869
related to estimated credit losses.

The following methodology and significant inputs were used to determine the estimated credit losses on
corporate securities ($1,200 credit loss recognized), mortgage backed securities ($1,285 credit loss recognized)
and asset backed securities ($160 credit loss recognized) during the year ended December 31, 2010:

* Corporate Securities—the Company reviewed the business prospects, credit ratings and information
received from investment managers and rating agencies for each security.

» Asset backed and mortgage backed securities—the Company utilized underlying data for each security
provided by its investment managers in order to determine an expected recovery value for each
security. The analysis includes expected cash flow projections under base case and stress case
scenarios, which modify expected default expectations, loss severities and prepayment assumptions.
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The significant inputs in the models include expected default rates, delinquency rates and foreclosure
costs. The Company reviews the process used by each investment manager in developing its analysis,
reviews the results of the analysis and then determines what the expected recovery values are for each
security, which incorporates both base case and stress case scenarios.

Available for sale fixed maturities with unrealized losses, and the duration of such conditions as of

December 31, 2010 and as of December 31, 2009, were:

12 Months or
Less Than 12 Months Longer Total
Unrealized Fair Unrealized Unrealized
December 31, 2010 (Expressed in thousands of U.S. Dollars)  Fair Value Losses Value Losses Fair Value Losses
U.S. government and agencies $ 303,324 $ 6,648 $ — $— $ 303,324 $ 6,648
Non-U.S. governments 15,687 823 — — 15,687 823
Corporate securities 373,511 9,572 — — 373,511 9,572
Municipal securities 83,134 3,077 — — 83,134 3,077
Asset-backed securities 42,082 8,433 547 504 42,629 8,937
Residential mortgage-backed securities 298,301 7,924 1,333 — 299,634 7,924
Commercial mortgage-backed securities 48,861 2,432 418 — 49279 2,432
$1,164,900 $38,909 $2,298 $504 $1,167,198 $39,413
12 Months or
Less Than 12 Months Longer Total
Unrealized Fair  Unrealized Unrealized
December 31, 2009 (Expressed in thousands of U.S. Dollars) Fair Value  Losses Value Losses  Fair Value  Losses
U.S. government and agencies $122,515 $ 2,756 $§ — $— $122,515 $ 2,756
Non-U.S. governments 24,457 1,905 — — 24,457 1,905
Corporate securities 334212 11,469 — — 334212 11,469
Municipal securities 54,212 1,488 — — 54,212 1,488
Asset-backed securities 61,499 14,254 1,805 735 63,304 14,989
Residential mortgage-backed securities 211,344 10,957 1,802 13 213,146 10,970
Commercial mortgage-backed securities 111,598 10,169 951 12 112,549 10,181
$919,837 $52,998 $4,558 $760  $924,395 $53,758

Of the total holding of 2,881 (2009 — 1,495) available for sale securities, 497 (2009 — 400) had unrealized

losses as of December 31, 2010.
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The following table provides a roll-forward of the amount related to credit losses recognized in earnings for
which a portion of an OTTI was recognized in accumulated other comprehensive income for the years ended
December 31, 2010 and December 31, 2009.

(Expressed in thousands of U.S. Dollars) 2010
Beginning balance at January 1 $ 1,530
Addition for credit loss impairment recognized in the current period on securities not
previously impaired 1,375
Addition for credit loss impairment recognized in the current period on securities
previously impaired 1,270
Reduction for securities sold during the period (407)
Ending balance at December 31 $ 3,768
(Expressed in thousands of U.S. Dollars) 2009

Beginning balance at April 1
Addition for credit loss impairment recognized in the current period on securities not
previously impaired 2,869
Addition for credit loss impairment recognized in the current period on securities
previously impaired —

&
|

Reduction for securities sold during the period (1,339)
Ending balance at December 31 $ 1,530
Other Investments

The following is a summary of other investments as of December 31, 2010 and December 31, 2009:

December 31, 2010 December 31, 2009
(Expressed in thousands of U.S. Dollars) Fair Value Allocation % Fair Value Allocation %
Hedge funds, at fair value $294,257 77.8 $312,077 98.1
Catastrophe bonds, at fair value 47,248 12.5 — —
Structured deposits, at fair value 26,809 7.1 — —
Equity method investments 5,458 1.4 2,772 0.9
Derivatives, at fair value 4,356 1.2 3,224 1.0
$378,128 100.0 $318,073 100.0
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Hedge Funds

The Company has investments in various underlying trading entities across various investment strategies,
together, the “hedge fund portfolio”. The distribution of the hedge fund portfolio by investment strategy as of
December 31, 2010 and December 31, 2009 was:

December 31, 2010 December 31, 2009
(Expressed in thousands of U.S. Dollars) Fair Value Allocation % Fair Value Allocation %
Distressed securities $ 35,815 12.2% $ 62,897 20.1%
Diversified arbitrage 27,892 9.5 34,503 11.1
Emerging markets 13,044 4.4 26,211 8.4
Event-driven arbitrage 30,175 10.2 41,724 13.4
Fixed income arbitrage — — 14,351 4.6
Fund of funds 42,849 14.6 — —
Global macro 49,700 16.9 34,299 11.0
Long/short credit 10,037 3.4 9,426 3.0
Long/short equity 82,065 27.9 85,901 27.5
Opportunistic 2,680 0.9 2,765 0.9
Total hedge fund portfolio $294,257 100.0% $312,077 100.0%

Cash and cash equivalent balances of $2,366 and $22,299 held within the hedge fund portfolio are excluded
from the above table and are presented within cash and cash equivalents on the consolidated balance sheets as of
December 31, 2010 and December 31, 2009, respectively. Redemptions receivable of $38,129 and $79,145 held
within the hedge fund portfolio are excluded from the above table and are presented within trades pending
settlement on the consolidated balance sheets as of December 31, 2010 and December 31, 2009, respectively.

As of December 31, 2010, the hedge fund portfolio employed nine strategies invested in 30 underlying
funds. The fund of funds strategy comprises two fund of funds that were acquired as part of the Amalgamation
with Harbor Point. The Company is able to redeem the hedge funds on the same terms that the underlying funds
can be redeemed. In general, the funds in which the Company is invested require at least 30 days notice of
redemption, and may be redeemed on a monthly, quarterly, semi-annual, annual or longer basis, depending on the
fund.

Certain funds have a lock-up period. A lock-up period refers to the initial amount of time an investor is
contractually required to invest before having the ability to redeem. Funds that do provide for periodic
redemptions may, depending on the funds’ governing documents, have the ability to deny or delay a redemption
request, called a “gate”. The fund may implement this restriction because the aggregate amount of redemption
requests as of a particular date exceeds a specified level, generally ranging from 15% to 25% of the fund’s net
assets. The gate is a method for executing an orderly redemption process that allows for redemption requests to
be executed in a timely manner to reduce the possibility of adversely affecting the remaining investors in the
fund. Typically, the imposition of a gate delays a portion of the requested redemption, with the non-gated portion
settled in cash sometime after the redemption date.

Of the Company’s December 31, 2010 outstanding redemptions receivable of $38,129, none of which is
gated, $36,957 was received in cash prior to February 18, 2011. The fair value of the Company’s holdings in
funds with gates imposed as of December 31, 2010 was $30,209 (December 31, 2009—$41,820).
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Certain funds may be allowed to invest a portion of their assets in illiquid securities, such as private equity
or convertible debt. In such cases, a common mechanism used is a side-pocket, whereby the illiquid security is
assigned to a separate memorandum capital account or designated account. Typically, the investor loses its
redemption rights in the designated account. Only when the illiquid security is sold, or otherwise deemed liquid
by the fund, may investors redeem their interest. As of December 31, 2010, the fair value of hedge funds held in
side-pockets was $61,580 (December 31, 2009—$99,837).

Further details regarding the redemption of the hedge fund portfolio as of December 31, 2010 is as follows:

Gated/Side Investments
Pocket without Gates or Redemption Redemption

(Expressed in thousands of U.S. Dollars)  Fair Value Investments (1) Side Pockets Frequency (2) Notice Period (2)
Distressed securities $ 35,815 $18,663 $ 17,152 Biannually (3) 180 days
Diversified arbitrage 27,892 27,892 —
Emerging markets 13,044 13,044 —
Event-driven arbitrage 30,175 20,122 10,053 Quarterly 60 days
Fund of funds 42,849 — 42,849 4 45-370 days
Global macro 49,700 2,344 47,356 Monthly—Quarterly 3-90 days
Long/short credit 10,037 — 10,037 Quarterly 56 days
Long/short equity 82,065 7,044 75,021  Monthly—Annually ~ 30-90 days
Opportunistic 2,680 2,680 —

Total hedge funds $294,257  $91,789 $202,468

(1) For those investments that are restricted by gates or are invested in side pockets, the Company can not
reasonably estimate as of December 31, 2010 when it will be able to redeem the investment.

(2) The redemption frequency and notice periods apply to the investments that are not gated or invested in side
pockets.

(3) The next available redemption date for investments totaling $7,152 is September 30, 2011, and for the
remaining $10,000 is December 31, 2011.

(4) The fund of funds investments are subject to redemption periods ranging from full redemption with 45 days
notice to 50% of the value of the investment with 95 days notice and the remaining 50% of the value of the
investment with 370 days notice. The total value of investments with 50% at a 95 day notice period and
50% at 370 days notice period is $31,375 as of December 31, 2010.

As of December 31, 2010, the Company had no unfunded commitments related to its hedge fund portfolio.

An increase in market volatility and an increase in volatility of hedge funds in general, as well as a decrease
in market liquidity, could lead to a higher risk of a large decline in value of the hedge funds in any given time
period.

Catastrophe Bonds

As of December 31, 2010, the Company had invested $47,248 in catastrophe bonds. The Company receives
quarterly interest payments on the catastrophe bonds based on variable interest rates ranging from 3.7% to 14.6%
as of December 31, 2010. The catastrophe bonds are scheduled to mature at various dates between May 24, 2011
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and June 6, 2013. The redemption value of the bonds will adjust based on the occurrence of covered events, such
as windstorms and earthquakes, across a number of geographic regions, including Japan, Europe, Mexico and the
United States.

For the year ended December 31, 2010, the Company recorded $2,264 of net investment income from
catastrophe bonds. For the year ended December 31, 2010, the Company recorded a $373 increase in the
estimated fair value of the catastrophe bonds. The changes in estimated fair value are included in net realized and
unrealized investment gains (losses) on investments in the consolidated statement of income and comprehensive
income.

Structured deposits

The Company holds an index-linked structured deposit with a guaranteed minimum redemption amount of
$24,250. The deposit has a scheduled redemption date of December 18, 2013. The interest earned on the deposit
is a function of the performance of the reference indices over the term of the deposit. The Company elected to
account for this structured deposit at fair value. As of December 31, 2010, the estimated fair value of the deposit
was $26,809 and $2,559 was recorded in net realized and unrealized gains (losses) on investments in the
consolidated statement of income and comprehensive income for the year ended December 31, 2010.

Derivatives

The Company holds convertible bond securities within its available for sale fixed maturity portfolio and
uses various other derivative instruments, including interest rate swaps, swaptions, futures, futures call and put
options, to adjust the curve and/or duration positioning of the investment portfolio, to obtain risk neutral
substitutes for physical securities and to manage the overall risk exposure of the investment portfolio. Refer to
Note 10 for additional details of derivative holdings.

Restricted assets

The total restricted assets as of December 31, 2010 and 2009 are as follows:

(Expressed in thousands of U.S. Dollars) December 31, 2010 December 31, 2009
Restricted assets included in cash and cash equivalents $ 343912 $ 224,382
Restricted assets included in fixed maturities, at fair value 3,901,362 2,881,217
Restricted assets included in other investments 164,008 308,926
Total $4,409,282 $3,414,525

As of December 31, 2010 and 2009, $3,155,489 and $2,845,329, respectively, of cash and cash equivalents
and investments were on deposit with various state or government insurance departments or pledged in favor of
ceding companies. The Company also has issued secured letters of credit collateralized against the Company’s
investment portfolio. As of December 31, 2010 and 2009, $1,253,793 and $569,196, respectively, of cash and
cash equivalents and investments were pledged as security in favor of letters of credit issued.
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4. FAIR VALUE OF FINANCIAL INSTRUMENTS

The fair value hierarchy, which is based on the quality of inputs used to measure fair value, gives the highest
priority to unadjusted quoted prices in active markets for identical assets or liabilities (Level 1 measurements)
and the lowest priority to unobservable inputs (Level 3 measurements). The three levels of the fair value
hierarchy are described below:

Level 1—Quoted prices for identical instruments in active markets.

Level 2—Quoted prices for similar instruments in active markets; quoted prices for identical or similar
instruments in markets that are not active; and model-derived valuations in which all significant inputs and
significant value drivers are observable in active markets.

Level 3—Model derived valuations in which one or more significant inputs or significant value drivers are
unobservable.

When the inputs used to measure fair value fall within different levels of the hierarchy, the level within
which the fair value measurement is categorized is based on the lowest level input that is significant to the fair
value measurement in its entirety. Thus, a Level 3 fair value measurement may include inputs that are observable
(Level 1 and 2) and unobservable (Level 3).

The Company determines the existence of an active market based on its judgment as to whether transactions
for the financial instrument occur in such market with sufficient frequency and volume to provide reliable pricing
information.

At December 31, 2010, the Company determined that U.S. government securities are classified as Level 1.
Securities classified as Level 2 include U.S. government-sponsored agency securities, non-U.S. government
securities, corporate debt securities, municipal securities, asset-backed securities, and residential and commercial
mortgage-backed securities.

Fair value prices for all securities in the fixed maturities portfolio are independently provided by the
investment custodian, investment accounting service provider and the investment managers, which each utilize
internationally recognized independent pricing services. The Company records the unadjusted price provided by
the investment custodian or the investment accounting service provider and validates this price through a process
that includes: (i) comparison to the price provided by the investment manager, with significant differences
investigated; (ii) quantitative analysis (e.g., comparing the quarterly return for each managed portfolio to its
target benchmark, with significant differences identified and investigated); (iii) evaluation of methodologies used
by external parties to calculate fair value; and (iv) comparing the price to the Company’s knowledge of the
current investment market.

The independent pricing services used by the investment custodian, investment accounting service provider
and investment managers obtain actual transaction prices for securities that have quoted prices in active markets.
Each pricing service has its own proprietary method for determining the fair value of securities that are not
actively traded. In general, these methods involve the use of “matrix pricing” in which the independent pricing
service uses observable market inputs, including reported trades, benchmark yields, broker/dealer quotes, interest
rates, prepayment speeds, default rates and such other inputs as are available from market sources to determine a
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reasonable fair value. In addition, pricing services use valuation models, such as an Option Adjusted Spread
model, to develop prepayment and interest rate scenarios. The Option Adjusted Spread model is commonly used
to estimate fair value for securities such as mortgage-backed and asset-backed securities.

For all assets classified as Level 2, the market approach is utilized. The significant inputs used to determine
the fair value of those assets classified as Level 2 are as follows:

U.S government agency securities consist of securities issued by the Federal National Mortgage
Association, the Federal Home Loan Mortgage Corporation and other agencies. The fair values of these
securities are determined using the spread above the risk-free yield curve and reported trades. These are
considered to be observable market inputs and, therefore, the fair values of these securities are
classified within Level 2.

Non-U.S. government securities consist of bonds issued by non-U.S. governments and agencies along
with supranational organizations. The significant inputs include the spread above the risk-free yield
curve, reported trades and broker/ dealer quotes. These are considered to be observable market inputs
and, therefore, the fair values of these securities are classified within Level 2.

Corporate securities consist primarily of investment-grade debt of a wide variety of corporate issuers
and industries. The fair values of these securities are determined using the spread above the risk-free
yield curve, reported trades, broker/ dealer quotes, benchmark yields, and industry and market
indicators. These are considered observable market inputs and, therefore, the fair value of these
securities are classified within Level 2.

Municipal securities consist primarily of bonds issued by U.S. domiciled state and municipality
entities. The fair values of these securities are determined using the spread above the risk-free yield
curve, reported trades, broker/ dealer quotes and benchmark yields. These are considered observable
market inputs and, therefore, the fair value of these securities are classified within Level 2.

Asset-backed securities consist primarily of investment-grade bonds backed by pools of loans with a
variety of underlying collateral. The significant inputs used to determine the fair value of these
securities includes the spread above the risk-free yield curve, reported trades, benchmark yields,
broker/dealer quotes, prepayment speeds, and default rates. These are considered observable market
inputs and, therefore, the fair value of these securities are classified within Level 2.

Residential and commercial mortgage-backed securities include both agency and non-agency
originated securities. The significant inputs used to determine the fair value of these securities includes
the spread above the risk-free yield curve, reported trades, benchmark yields, broker/dealer quotes,
prepayment speeds, and default rates. These are considered observable market inputs and, therefore, the
fair value of these securities are classified within Level 2.

Derivatives consist of convertible bond equity call options, interest rate linked derivative instruments
and foreign exchange forward contracts. The fair value of the equity call options is determined using an
option adjusted spread model, the significant inputs for which include equity prices, interest rates,
volatity rates and benchmark yields. The other derivative instruments are priced based on quoted
market prices for similar securities. These are considered observable market inputs and, therefore, the
fair value of these securities are classified within Level 2.

Catastrophe bonds are recorded at fair value based on dealer quotes and trade prices. These inputs are
observable and, therefore, the investments in catastrophe bonds are classified within Level 2.
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* Structured deposits are recorded at fair value based on quoted indexes that are observable, and,
therefore, the investments in structured deposits are classified within Level 2.

The ability to obtain quoted market prices is reduced in periods of decreasing liquidity, which generally
increases the use of matrix pricing methods and generally increases the uncertainty surrounding the fair value
estimates. This could result in the reclassification of a security between levels of the fair value hierarchy.

Investments in hedge funds are carried at fair value. The change in fair value is included in net realized and
unrealized gains (losses) on investments and recognized in net income. The units of account that are valued by
the Company are its interests in the funds and not the underlying holdings of such funds. Thus, the inputs used by
the Company to value its investments in each of the funds may differ from the inputs used to value the
underlying holdings of such funds. These funds are stated at fair value, which ordinarily will be the most recently
reported net asset value as advised by the fund manager or administrator. The use of net asset value as an
estimate of the fair value for investments in certain entities that calculate net asset value is a permitted practical
expedient. Certain of the Company’s funds have either imposed a gate on redemptions, or have segregated a
portion of the underlying assets into a side-pocket. The investments in these funds are classified as Level 3 in the
fair value hierarchy as the Company can not reasonably estimate at December 31, 2010, the time period in which
it will be able to redeem its investment. Certain hedge fund investments have a redemption notice period and
frequency that is not considered to be in the near term; these investments are also classified as Level 3 in the
hierarchy. The remaining hedge fund portfolio investments are classified as Level 2 in the fair value hierarchy as
the Company can reasonably estimate when it will be able to redeem its investments at the net asset value, and
the redemption period is considered to be in the near term.

The Company has ongoing due diligence processes with respect to funds and their managers. These
processes are designed to assist the Company in assessing the quality of information provided by, or on behalf of,
each fund and in determining whether such information continues to be reliable or whether further review is
warranted. Certain funds do not provide full transparency of their underlying holdings; however, the Company
obtains the audited financial statements for every fund annually, and regularly reviews and discusses the fund
performance with the fund managers to corroborate the reasonableness of the reported net asset values. While
reported net asset value is the primary input to the review, when the net asset value is deemed not to be indicative
of fair value, the Company may incorporate adjustments to the reported net asset value and not use the permitted
practical expedient on an investment by investment basis. Such adjustments may involve significant management
judgment.

Based on the review process applied by management, the permitted practical expedient has not been applied
to two hedge fund investments and a reduction of $3,181 was made to the net asset values reported by the fund
managers as of December 31, 2010 (December 31, 2009—$700) to adjust the carrying value of the funds to the
Company’s best estimate of fair value.

A review of fair value hierarchy classifications is conducted on a quarterly basis. Changes in the
observability of valuation inputs may result in a reclassification for certain financial assets and liabilities.
Reclassifications between Level 1, 2 and 3 of the fair value hierarchy are reported as transfers in and/or out as of
the beginning of the quarter in which the reclassifications occur.
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The following table presents the Company’s fair value hierarchy for those assets or liabilities measured at
fair value on a recurring basis as of December 31, 2010 and 2009. The Company has no assets or liabilities
measured at fair value on a non-recurring basis as of December 31, 2010.

Significant Other

Quoted Prices in Significant Other ~ Unobservable

Active Markets Observable Inputs Inputs
December 31, 2010 (Expressed in thousands of U.S. Dollars) Level 1 Level 2 Level 3 Total
U.S. government and agencies $389,766 $ 605,780 $ — $ 995,546
Non-U.S. governments — 79,111 — 79,111
Corporate securities — 2,735,366 — 2,735,366
Municipal securities — 238,014 — 238,014
Asset-backed securities — 86,937 — 86,937
Residential mortgage-backed securities — 1,168,389 — 1,168,389
Commercial mortgage-backed securities — 334,152 — 334,152
Total fixed maturities 389,766 5,247,749 — 5,637,515
Hedge funds — 171,017 123,240 294,257
Structured deposit — 26,809 — 26,809
Catastrophe bonds — 47,248 — 47,248
Derivative assets — 4,356 — 4,356
Other investments — 249,430 123,240 372,670

$389,766 $5,497,179 $123,240  $6,010,185
Significant Other

Quoted Prices in Significant Other ~ Unobservable

Active Markets Observable Inputs Inputs
December 31, 2009 (Expressed in thousands of U.S. Dollars) Level 1 Level 2 Level 3 Total
U.S. government and agencies $126,760 $ 398,667 $  — $ 525,427
Non-U.S. governments — 82,027 — 82,027
Corporate securities — 1,375,999 — 1,375,999
Municipal securities — 83,658 — 83,658
Asset-backed securities — 102,006 — 102,006
Residential mortgage-backed securities — 763,974 — 763,974
Commercial mortgage-backed securities — 302,961 — 302,961
Total fixed maturities 126,760 3,109,292 — 3,236,052
Hedge funds — 135,148 176,929 312,077
Derivative assets — 3,224 — 3,224
Other investments — 138,372 176,929 315,301

$126,760 $3,247,664 $176,929  $3,551,353

137




ALTERRA CAPITAL HOLDINGS LIMITED

Notes to Consolidated Financial Statements
December 31, 2010, 2009 and 2008
(Expressed in thousands of U.S. Dollars,
except per share amounts)

The other investments above do not include equity investments of $5,458 and $2,772 at December 31, 2010
and December 31, 2009, respectively, in which the Company is deemed to have significant influence and as such
are accounted for under the equity method.

The following tables provides a summary of the changes in fair value of the Company’s Level 3 financial
assets (and liabilities) for the years ended December 31, 2010 and 2009.

Fair Value Measurements Using Significant Unobservable Inputs (Level 3) Other Investments
(Expressed in thousands of U.S. Dollars) 2010 2009
Beginning balance at January 1 $176,929 $ 749,208
Total gains or losses (realized/unrealized)
Included in net income (34) 71,846
Included in other comprehensive income — —
Purchases, issuances and settlements (17,496) (437,459)
Transfers in and/or out of Level 3 (36,159) (206,666)
Ending balance at December 31 $123,240 $ 176,929

The amount of total (losses) gains for the year ended December 31, included in earnings
attributable to the change in unrealized gains or losses relating to assets still held at
December 31 $ (288) $ 41,907

Transfers out of Level 3 for the years ended December 31, 2010 and 2009 are hedge funds for which the
Company can reasonably estimate when it will be able to redeem its investment at the net asset value, and the
redemption period is considered to be in the near term.

5. BUSINESS COMBINATION
(a) Harbor Point

On May 12, 2010, pursuant to the terms of the Amalgamation Agreement, Harbor Point amalgamated with
Alterra Holdings, a direct, wholly-owned subsidiary of Alterra. Upon consummation of the Amalgamation, Max
Capital Group Ltd. was renamed Alterra Capital Holdings Limited. The purpose of the Amalgamation was to
create a larger, more diversified entity with access to more markets and more underwriting opportunities than
either company had prior to the Amalgamation.

The Amalgamation has been accounted for as a business combination, with Alterra the accounting acquirer.
The Company has recorded the acquired assets and liabilities of Harbor Point at their fair values with the
difference between the purchase price and the fair values being recorded as a negative goodwill gain.

Each outstanding Class A voting common share of Harbor Point was converted into Alterra common shares
at a fixed exchange ratio of 3.7769 and cash in lieu of fractional shares. The aggregate purchase price
consideration was $1,481,787 for the tangible net assets acquired of $1,565,375 and intangible assets of $12,200.
The negative goodwill gain recognized was $95,788. During the past year, Alterra common shares have traded in
the market at a discount to book value. This discount, together with the fixed share exchange ratio, were the
principal factors responsible for the negative goodwill gain.
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The fair value of Harbor Point’s net assets acquired and the allocation of the purchase price is summarized

as follows:

(Expressed in thousands of U.S. Dollars, except shares and per share amounts)

Number of Harbor Point common shares (including unvested restricted Harbor Point

common shares) outstanding at May 12,2010 ......... ... ... ... ... ... ....
Exchange ratio . ... ... it
Total Alterra common sharesissued (1) ............ ... ... ... . . ...
Closing price of Alterra common shares on May 12,2010 .....................

Purchase price before adjustments for stock based compensation ................
Fair value of Harbor Point options and Harbor Point warrants outstanding at May 12,
2000 .«
Unrecognized compensation on unvested Harbor Point options and restricted Harbor
Point common shares ........ ... .. . ..

Total purchase PriCe ... ... . ...ttt e e e e
Fair value of assets acquired:
Cash and cashequivalents .. .......... .. it
Investments ... ... .. e
Net premiums receivables .. ....... ..
Other @SSeLS . . oottt e e e e e

Tangible assets acquired ... .......... .t
Fair value of intangible assets .. ......... ... . ittt
Fair value of liabilities acquired:

Net10SS TESEIVES . . o .ottt e e e

Net unearned Premiums . ... .ou vttt et et

Other liabilities . ... ... ...

Liabilities acquired . ... ... ... ...ttt

Negative goodwill gain . ...... ... i

(1) Adjusted for rounding.

$ 446,819
2,216,149
354,496

30,149

836,677
370,500

275,061

16,542,489
3.7769
62,479,281

$ 22.98

$ 1,435,774

74,278

(28,265)

$ 1,481,787

3,047,613
12,200

1,482,238

$ 95788

The estimated fair value of the separately identifiable intangible assets acquired and the period over which

the intangible assets will be amortized, if applicable, is as follows:

Amortization
(Expressed in thousands of U.S. Dollars) Fair Value Period
Definite-lived intangible asset:
Customer and broker relationships .................. $6,000 4 years
Indefinite-lived intangible asset:
U.S. insurance licenses ..............c.oueiniinnennon.. $6,200 Not applicable

The net loss reserves acquired include an increase of $90,955 to adjust net loss reserves to fair value. This
fair value adjustment is included within property and casualty losses on the consolidated balance sheet. This
amount will be amortized to net losses and loss expenses in the consolidated statements of income and
comprehensive income over a weighted average period of 4.0 years, based on the estimated settlement of
underlying losses. As of December 31, 2010, the unamortized balance of this fair value adjustment was $76,602.
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The net unearned premiums acquired include a decrease of $127,211 to adjust net unearned premiums to fair
value. This fair value adjustment is included within unearned property and casualty premiums on the
consolidated balance sheet. This amount will be amortized to acquisition costs in the consolidated statements of
income and comprehensive income over the next two years. The amortization approximates the amount of
Harbor Point’s deferred acquisition costs that would have been recorded as acquisition costs had they not been
fair valued under acquisition accounting. As of December 31, 2010, the unamortized balance of this fair value
adjustment was $59,881.

The transaction expenses incurred relating to the Amalgamation primarily related to advisory, legal and
other professional fees, the acceleration of stock-based compensation, and other merger-related expenses. These
expenses have been presented along with the negative goodwill gain in the merger and acquisition expenses line
in the Company’s consolidated statements of income and comprehensive income, and is composed of the
following:

Year Ended
(Expressed in thousands of U.S. Dollars) December 31, 2010
Negative goodwill gain .. ......... ... .. ... i, $(95,788)
Transaction EXPENSES . . . v v v vt ettt e e et e 27,631
Acceleration of stock-based compensation ......................... 19,381
Merger and acquiSition €XPENSES . .. ... ...vtttttn ittt $(48,776)

It is not practicable to separately disclose the revenue and earnings of Harbor Point from the date of the
Amalgamation included in the Company’s consolidated financial statements. Subsequent to the Amalgamation,
the Company restructured its operations and organizational structure. This restructuring included, among other
things, the amalgamation of the principal Harbor Point operating entity with the principal Alterra operating
entity. As a result of the restructuring, several Harbor Point entities no longer exist or have been amalgamated
with Alterra entities. Consequently, it is not practicable to allocate revenue and earnings to Harbor Point entities
for the period from May 12 to December 31, 2010 as they are not distinguishable from revenue and earnings of
Alterra entities.
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Supplemental Pro Forma Information (unaudited)

Operating results of Harbor Point have been included in the consolidated financial statements from the
May 12, 2010 date of the Amalgamation. The following selected unaudited pro forma financial information for
the years ended December 31, 2010 and 2009 is provided, for informational purposes only, to present a summary
of the combined results of the Company and Harbor Point assuming the Amalgamation occurred on January 1,
2010 and January 1, 2009, respectively. The unaudited pro forma data does not necessarily represent results that
would have occurred if the Amalgamation had taken place at the beginning of each period presented, nor is it
necessarily indicative of future results.

(Expressed in thousands of U.S dollars, except per Years ended

share amounts) December 31, 2010 December 31, 2009

(Unaudited) (Unaudited)
Gross premiums written ............... $1,794,066 $1,946,381
Net premiums earned . . ................ 1,391,379 1,382,806
Totalrevenue ........................ 1,665,460 1,714,109
Netincome ...........c.cooiinieenn... 292,566 453,266
Basic earnings per share ............... $ 2.49 $ 3.81
Diluted earnings per share .............. $ 2.48 $ 3.78

(b) Alterra Capital UK

On November 6, 2008, the Company acquired 100% of the outstanding and issued common shares of
Alterra Capital UK. Alterra Capital UK, through its subsidiaries, underwrites property, personal accident,
financial institutions, professional liability, and employers’ and public liability lines of business. Alterra Capital
UK operates in the Lloyd’s market through the Syndicates. Alterra at Lloyd’s, a wholly-owned subsidiary of
Alterra Capital UK, was the managing agent for the Syndicates at December 31, 2010. The Company participates
in the Syndicates’ results through two corporate members, both are wholly-owned subsidiaries of Alterra Capital
UK. These corporate members together represent 100% of the participation in Syndicate 1400, and together
represent 2% and 36% of the participation in Syndicates 2525 and 2526, respectively.

The acquisition of Alterra Capital UK provides the Company with direct access to the Lloyd’s market,
valuable and experienced underwriting teams, and expands the Company’s product line and geographic
diversification. These factors resulted in a purchase price greater than the fair value of the tangible net assets
acquired and the recognition of goodwill and intangible assets.

The final purchase price paid by the Company was $22,607, representing the tangible net assets acquired of
$6,296, intangible assets—syndicate capacity of $8,113, and goodwill of $8,198.
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The fair value of Alterra Capital UK net assets acquired and the allocation of the purchase price is

summarized as follows:

Total purchase price $ 22,607
Assets acquired

Cash and investments $208,360

Receivables 75,777

Other assets 20,695

Tangible assets acquired 305,332
Intangible asset—Syndicate capacity 8,113
Liabilities acquired

Net loss reserves 231,642

Unearned premiums, net of expenses 39,916

Other liabilities 27,478

Liabilities acquired 299,036
Excess purchase price—goodwill $ 8,198

Syndicate capacity represents the Company’s authorized premium income limit to write insurance business
in the Lloyd’s market. The capacity is renewed annually at no cost to the Company, but may be freely purchased
or sold, subject to Lloyd’s approval. The ability to write insurance business within the syndicate capacity is
indefinite with the premium income limit being set annually by the Company, subject to Lloyd’s approval.
Syndicate capacity is estimated to have an indefinite useful life and is not subject to amortization.

As a result of final negotiation and agreement in the year ended December 31, 2009, the final purchase price
increased by $8,198 from the $14,409 estimated purchase price recorded by the Company at the time of
acquisition.

Supplemental Pro Forma Information

Operating results of Alterra Capital UK have been included in the consolidated financial statements from
November 6, 2008, the date of acquisition. The following selected unaudited pro forma information is provided
to present a summary of the combined results of the Company and Alterra Capital UK assuming the transaction
had been effective January 1, 2007. The unaudited pro forma data is for informational purposes only and does not
necessarily represent results that would have occurred if the transaction had taken place on the basis assumed
above.

(unaudited)

2008
Gross premiums written $1,365,601
Net premiums earned 844,277
Total revenue 788,197
Net loss (171,726)
Basic earnings per share $ (3.04)
Diluted earnings per share $ (3.04)
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(c) Alterra America

On June 2, 2008, Alterra E&S acquired 100% of the outstanding and issued common shares of Alterra
America (formerly known as Commercial Guaranty Casualty Insurance Company), a Delaware-domiciled
insurer. This transaction provides the Company with the ability to write admitted insurance business in all 50
U.S. states and the District of Columbia. In connection with the purchase, the Company acquired net assets with
a fair value of $20,000 and recorded $12,000 of intangible assets. The intangible assets comprise insurance
licenses and are included in other assets on the Company’s consolidated balance sheet.

At the date of acquisition, a party related to the seller (“the guarantor”’) assumed all known, unknown and
contingent liabilities of Alterra America relating to events occurring on or before the acquisition date. In
addition, the guarantor entered into a reinsurance agreement to fully assume all outstanding loss reserves of
Alterra America on the acquisition date. These loss reserves, and a reinsurance recoverable of the same amount,
were recorded on the date of acquisition. To the extent the guarantor does not meet its obligation under these
agreements, Alterra America remains liable for these liabilities.

6. GOODWILL AND INTANGIBLE ASSETS

Goodwill and intangible assets are included within other assets on the consolidated balance sheets.

During the year ended December 31, 2010, the Company recorded intangible assets with a definite-life of
$6,000 for customer and broker relationships and intangible assets with an indefinite-life of $6,200 for insurance
licenses, on the acquisition of Harbor Point. The intangible assets with a definite-life are being amortized over a
period of 4 years. The amortization of the definite-life intangible assets is included within general and
administrative expenses in the consolidated statement of income and comprehensive income. During the year
ended December 31, 2009 the Company recorded $8,198 of goodwill on the determination of the final purchase
price of the acquisition of Alterra Capital UK in 2009. During the year ended December 31, 2008, the Company
recorded intangible assets of $12,000 for insurance licenses, and $8,113 for syndicate capacity, on the
acquisitions of Alterra America and Alterra Capital UK, respectively.

Intangible Intangible
assets with assets with a
Goodwill an indefinite life finite life Total

Balance at December 31, 2008 $11,975 $28,513 $ — $40,488
Additions during the year 8,198 — — 8,198
Balance at December 31, 2009 $20,173 $28.513 $ — $48.,686
Additions during the year — 6,200 6,000 12,200
Amortization during the year — — (1,810) (1,810)
Balance at December 31, 2010 $20,173 $34,713 $ 4,190 $59,076

The estimated amortization expense for the definite-life intangible asset is as follows:

For the year ended December 31, 2011 $1,965
For the year ended December 31, 2012 1,360
For the year ended December 31, 2013 865
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7. PROPERTY AND CASUALTY LOSSES AND LOSS ADJUSTMENT EXPENSES

The establishment of the provision for outstanding losses and loss adjustment expenses is based on known
facts and interpretation of circumstances and is, therefore, a complex and dynamic process influenced by a large
variety of factors. These factors include the Company’s experience with similar cases and historical trends
involving claim payment patterns, pending levels of unpaid claims, product mix or concentration, claim severity
and frequency patterns such as those caused by natural disasters, fires, or accidents, depending on the business
assumed.

Other factors include the continually evolving and changing regulatory and legal environment, actuarial
studies, professional experience and expertise of the Company’s management and independent adjusters retained
to handle individual claims, the quality of the data used for projection purposes, existing claims management and
settlement practices, the effect of inflationary trends on future claims settlement costs, court decisions, economic
conditions and public attitudes. In addition, time can be a critical part of the provision determination, since the
longer the time span between incidence of a loss and the payment or settlement of the claims, the more variable
the ultimate settlement amount can be. Consequently, the establishment of the provision for outstanding losses
and benefits relies on the judgment and opinion of a large number of individuals, on historical precedent and
trends, on prevailing legal, economic, social and regulatory trends and on expectations as to future developments.
The process of determining the provision necessarily involves risks that the actual results will deviate, perhaps
substantially, from the best estimate made.

The summary of changes in outstanding property and casualty losses as of December 31, 2010, 2009 and
2008 is as follows:

2010 2009 2008

Gross balance at January 1 $3,178,094 $2,938,171 $2,333,877
Less: Reinsurance recoverables and deferred charges (965,316)  (810,898)  (539,029)
Net balance at January 1 2,212,778 2,127,273 1,794,848
Net loss reserves acquired in the purchase of Harbor Point and Alterra

Capital UK® 879,519 — 231,641
Incurred losses related to:
Current year 765,445 580,956 500,704
Prior years (110,604) (87,357)  (106,959)
Total incurred 654,841 493,599 393,745
Paid losses related to:
Current year (171,610) (54,712) (62,663)
Prior years (574,725)  (368,537)  (184,223)
Total paid (746,335)  (423,249)  (246,886)
Foreign currency revaluation (15,995) 15,155 (46,075)
Net balance at December 31 2,984,808 2,212,778 2,127,273
Plus: Reinsurance recoverables and deferred charges 921,326 965,316 810,898
Gross balance at December 31 $3,906,134 $3,178,094 $2,938,171

(1) Net loss reserves acquired in the purchase of Harbor Point includes the elimination of $42,842 of losses and
benefits recoverable due from Harbor Point at the Amalgamation date.
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Year Ended December 31, 2010

Incurred losses related to prior years of $(110,604) for the year ended December 31, 2010 comprise the
following components:

Net favorable development for the Company’s insurance segment of $45,221; $22,056 of which was
recognized on professional liability and $8,327 on general casualty lines of business, primarily on the
2006 and prior years, and $14,838 on the short tail property and aviation lines of business from the
2009 and 2008 years;

Net favorable development for the reinsurance segment of $44,597, excluding the development
associated with changes in reinsurance premium estimates described below. The Company recorded net
favorable development on long tail lines of business, including $16,817 from general casualty
primarily on 2002-2009 years, $15,862 on workers compensation primarily on 2005 and prior years,
and $10,696 on whole account primarily on 2005 and 2006 years, offset by unfavorable development
of $12,212 on professional liability primarily on 2007-2009 years. The Company recorded net
favorable development on short tail lines of business primarily on the 2009 and prior years, including
$24,858 on property, offset by unfavorable development of $9,523 on the marine and energy lines of
business;

Net favorable development for the Alterra at Lloyd’s segment of $14,879, principally recognized on
the property and financial institutions line of business;

Net favorable development for the U.S. specialty segment of $850, including $3,050 of net favorable
development on the property line of business offset by net unfavorable development of $2,000 on the
marine line of business;

Favorable development of $7,860 arising from reductions in reinsurance premium estimates. Changes
in premium estimates occur on prior year contracts each year as the Company receives additional
information on the underlying exposures insured and the associated loss is recorded, at the original loss
ratio, concurrently with the premium adjustment. The favorable development was offset by a decrease
in net earned premium net of acquisition costs of $8,510; and

Unfavorable development of $2,803 arising from increases in premium estimates in the insurance
segment.

Year Ended December 31, 2009

Incurred losses related to prior years of $(87,357) for the year ended December 31, 2009 comprise the
following components:

Net favorable development for the Company’s insurance segment of $41,334; $21,002 of which was
recognized on professional liability and $7,059 on general casualty lines of business, primarily on the
2005 and prior years, and $13,273 on the short tail property and aviation lines of business from the
2008 and 2007 years;

Net favorable development for the reinsurance segment of $31,985, excluding the development
associated with changes in reinsurance premium estimates described below. The Company recorded net
favorable development on long tail lines of business, including $10,530 from general casualty
primarily on 2005 and prior years, $8,569 on professional liability primarily on 2006 and prior years,
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$7,942 on medical malpractice primarily on 2007 and prior years, and $3,331 on other long tail lines of
business. The Company recorded net favorable development on short tail lines of business primarily on
the 2008 and prior years, including $20,329 on property reinsurance, and $5,544 on other short tail
lines, offset by adverse development of $24,260 on the marine and energy lines of business;

Net favorable development for the Alterra at Lloyd’s segment of $6,143, principally recognized on the
professional liability line of business. This was partially offset by net adverse development of $1,127 in
the U.S specialty segment;

Favorable development of $11,424 arising from reductions in reinsurance premium estimates of
$10,894. Changes in premium estimates occur on prior year contracts each year as the Company
receives additional information on the underlying exposures insured and the associated loss is recorded,
at the original loss ratio, concurrently with the premium adjustment. The favorable development was
offset by a decrease in net earned premium net of acquisition costs of $11,704; and

Premium adjustments on the Company’s insurance business resulted in adverse development of $2,402,
which was offset by an increase in earned premium during the year.

Year Ended December 31, 2008

Incurred losses related to prior years of $(106,959) for the year ended December 31, 2008 comprise the
following components:

Net favorable development for the Company’s reinsurance segment of $56,384, excluding the
development associated with final settlement of reserves and changes in reinsurance premium estimates
described below. During the year ended December 31, 2008, a large number of contracts were adjusted
to reflect either favorable or adverse development that has aggregated to produce net favorable
development. Of the $56,384 of net favorable development, $47,690 was recognized on long tail lines
of business on the 2006 and prior years, including $25,815 from professional liability business,
principally on the 2005 and prior years. In addition, the Company had positive development of $15,129
on whole account where information from cedants is indicating better than expected results. Short tail
business had $8,694 of net favorable development with $22,113 of the favorable development on
property reinsurance, primarily from the 2007 year, offset by adverse development of $13,493 on
marine and energy lines. This adverse development originated primarily from one marine contract that
covered a number of separate individual risk losses at the end of 2007;

The final settlement of prior period reinsurance reserves on a number of contracts resulting in a net
favorable development of $11,738 and net paid losses related to prior years of $32,194;

Net favorable development of $17,025 arising from reductions in reinsurance premium estimates;

Net favorable development for the Company’s insurance segment of $22,644 arising from the
re-estimation of liabilities principally relates to the property insurance line of business; and

Premium adjustments on the Company’s insurance business resulted in adverse development of $832,
which was offset by an increase in earned premium during the year.

Included in deposit liabilities is $93,725 (2009—$95,727) related to reinsurance contracts that do not
transfer sufficient risk to be accounted for as reinsurance.
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8. LIFE AND ANNUITY BENEFITS

The Company enters into long duration contracts which subject the Company to mortality, longevity and
morbidity risks and which are accounted for as life and annuity premiums earned. Future life and annuity benefit
reserves are established using appropriate assumptions for investment yields, mortality, morbidity, lapse and
expenses, including a provision for adverse deviation. The Company establishes and reviews its life and annuity
reinsurance reserves regularly based upon cash flow projection models utilizing data provided by clients and
actuarial models. The Company establishes and maintains its life and annuity reinsurance reserves at a level that
the Company estimates will, when taken together with future premium payments and investment income
expected to be earned on associated premiums, be sufficient to support all future cash flow benefit and third party
servicing obligations as they become payable. The assumptions used to determine policy benefit reserves are best
estimate assumptions that are determined at the inception of the contracts and are locked-in throughout the life of
the contract unless a premium deficiency develops. The Company establishes these estimates based upon
transaction specific historical experience, information provided by the ceding company and industry experience
studies. Actual results could differ materially from these estimates. As the experience on the contracts emerges,
the assumptions are reviewed by management. The Company determines whether actual and anticipated
experience indicates that existing policy reserves, together with the present value of future gross premiums, are
sufficient to cover the present value of future benefits, settlement and maintenance costs and to recover
unamortized acquisition costs. If such a review produces reserves in excess of those currently held then the
lock-in assumptions are revised and an additional life and annuity benefit reserve is recognized at that time. The
average reserve valuation rate for the life and annuity benefit reserves is 5.0% and 5.0% as of December 31, 2010
and 2009, respectively.

The assumptions used to determine claim reserves are best estimate assumptions and are reviewed no less
than annually. The assumptions are un-locked if they result in a material change. The Company establishes these
assumptions based upon transaction specific historical experience, information provided by the ceding company
and industry experience studies. Actual results could differ materially from these estimates.

Life and annuity benefits as of December 31, 2010 and 2009 were as follows:

2010 2009
Life $ 165,743 $ 129,201
Annuities 987,497 1,108,067
Accident and health 122,340 135,245

$1,275,580  $1,372,513

As of December 31, 2010 and 2009, the largest life and annuity benefits reserve for a single client were
36.0% and 36.0% of the total, respectively.

Losses recoverable relating to life and annuity contracts of $35,083 in 2010 (2009—$36,556) are included
in losses and benefits recoverable from reinsurers in the accompanying consolidated balance sheets.

No annuities included in life and annuity benefits in the accompanying consolidated balance sheets are
subject to discretionary withdrawal. Included in deposit liabilities as of December 31, 2010 are annuities of
$3,077 (2009—$3.,479), that are subject to discretionary withdrawal. Deposit liabilities also include $41,745
(2009—$44,307) representing the account value of a universal life reinsurance contract.
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9. REINSURANCE

The Company utilizes quota share reinsurance and retrocession agreements principally to allow the
Company to provide additional underwriting capacity to clients while reducing the net liability on the portfolio of
risks. The Company also utilizes excess of loss reinsurance to protect against single large events, including
natural catastrophes. The Company’s reinsurance and retrocession agreements provide for recovery of a portion
of losses and benefits from reinsurers. Losses and benefits recoverable from reinsurers are recorded as assets.
Losses and benefits expenses are net of losses and benefits recoveries of $166,189 in 2010 (2009—$241,208;
2008—$222,973) under these agreements.

As of December 31, 2010, 88.5% of losses recoverable were with reinsurers rated “A” or above by A.M.
Best Company and 5.0% are rated “A-". Grand Central Re, a Bermuda domiciled reinsurance company in which
Alterra Bermuda has a 7.5% equity investment, is the largest “NR—not rated” retrocessionaire and accounted for
5.1% of losses recoverable as of December 31, 2010. As security for outstanding loss obligations, the Company
retains funds from Grand Central Re amounting to 175.7% of its loss recoverable obligations. The remaining
1.4% of losses recoverable are with “B+” rated or lower reinsurers.

The effect of reinsurance and retrocessional activity on premiums written and earned for the years ended
December 31, 2010, 2009 and 2008 was as follows:

Premiums written Premiums earned
Property and casualty 2010 2009 2008 2010 2009 2008
Direct $ 764,746 $ 759,567 $ 592,565 $ 768,842 $ 720,387 $ 501,915
Assumed 641,050 571,679 419,509 804,870 554,807 426,157
Ceded (370,763)  (480,068) (413,523)  (405,761) (484,180) (356,214)
Net $1,035,033 $ 851,178 $ 598,551 $1,167,951 $ 791,014 $ 571,858

Premiums written Premiums earned
M 2010 2009 2008 2010 2009 2008
Assumed $ 4,935 $ 43,755 $242,176 $ 4,935 $ 43,755 $ 242,176
Ceded (400) (413) (524) (400) (413) (524)
Net $ 4,535 $ 43,342 $241,652 $ 4,535 $ 43,342 $ 241,652
Total $1,039,568 $ 894,520 $ 840,203 $1,172,486 $ 834,356 $ 813,510

10. DERIVATIVE INSTRUMENTS

The Company recognizes all derivative instruments as either assets or liabilities in the consolidated balance
sheets and measures them at fair value.

As of December 31, 2010, the Company held $74,062 (December 31, 2009—$35,011) of convertible bond
securities, including the fair value of the equity call options embedded therein. A convertible bond is a debt
instrument that can be converted into a predetermined amount of the issuer’s equity at certain times prior to the
bond maturity. The Company purchases convertible bond securities for their total return potential and not for the
specific call option feature. The equity call option is an embedded derivative. These derivative instruments were
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not designated as hedging instruments. The fair value of the embedded call option is estimated by determining
the fair value of the convertible bond with and without the call option, the difference being the estimated fair
value of the call option. The fair value of the convertible bond with the call option is determined using a matrix
pricing methodology as described in Note 4. The fair value of the convertible bond without the call option is
estimated using an option adjusted spread model using observable inputs for similar securities. The host
instrument is classified within available for sale fixed maturity investments and the derivative asset within other
investments in the consolidated balance sheets.

The Company has entered into various interest rate-linked derivatives, including swaptions, swaps and
futures during the years ended December 31, 2010, 2009 and 2008. The Company uses these instruments to
manage the interest rate exposure of its fixed maturity investment portfolio. These derivatives were not
designated as hedging instruments. During the three months ended June 30, 2010, the Company considered
replacing its current revolving bank loan with longer term debt. In contemplation of this plan, the Company
entered into two interest rate forward contracts indexed to the U.S. treasury rate. Due to market volatility during
the period, the Company elected not to replace its current revolving bank loan and the forward contracts were
settled for a loss of $10,421.

Prior to the Amalgamation, Harbor Point used foreign exchange derivatives to hedge the economic impact
of underlying non-U.S. dollar exposures. The fair values of these derivatives are based on prevailing foreign
exchange rates. On October 23, 2009, Harbor Point entered into a forward contract that requires the Company to
sell Euros 2,750 for $4,100 on April 13, 2012. As of December 31, 2010, this forward contract had a fair value of
$466. The Company has elected not to designate these derivatives as hedging instruments.

On April 23, 2009, the Company closed the derivative positions it had previously held in equity futures
contracts denominated in U.S. dollars, Japanese yen and Canadian dollars, for which the primary purpose was to
manage the Company’s economic exposure to changes in the fair value of hedge fund redemptions requested but
not yet received. These derivative instruments were not designated as hedging instruments. These derivatives
were exchange-traded and the fair value was measured based on the later of the final traded price or the
mid-point of the last bid-ask spread on the measurement date.

The fair values of derivative instruments as of December 31, 2010 were:

Derivatives not designated as hedging instruments Derivative assets Derivative liabilities
(Expressed in thousands of U.S. Dollars) Fair Value Fair Value
Convertible bond equity call options $5,273 $ —
Interest rate-linked derivatives — (1,383)
Foreign exchange forward contracts 466 —
Total derivatives $5,739 $(1,383)

The fair values of derivative instruments as of December 31, 2009 were:

Derivatives not designated as hedging instruments Derivative assets Derivative liabilities
(Expressed in thousands of U.S. Dollars) Fair Value Fair Value
Convertible bond equity call options $3,224 $—

Total derivatives $3,224 $—
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The derivative assets and liabilities are included within other investments in the consolidated balance sheets
as of December 31, 2010 and December 31, 2009.

The impact of derivative instruments on the consolidated statement of income and comprehensive income
for the years ended December 31, 2010, 2009 and 2008 was:

2010 2009 2008

Amount of Gain or Amount of Gain or Amount of Gain or
Derivatives not designated as hedging instruments (Loss) Recognized in  (Loss) Recognized in  (Loss) Recognized in
(Expressed in thousands of U.S. Dollars) Income on Derivative Income on Derivative Income on Derivative
Convertible bond equity call options $ a7 $ 776 $ —
Interest rate-linked derivatives (11,645) — —
Foreign exchange forward contracts (287) — —
Equity contracts — 8,112 22,226
Hurricane index-linked contracts — — (664)
Total derivatives $(11,949) $8,888 $21,562

The gain (loss) on all derivative instruments is included within net realized and unrealized gains (losses) on
investments in the consolidated statement of income and comprehensive income.

11. SENIOR NOTES

On September 27, 2010, Alterra Finance, a wholly-owned indirect subsidiary of Alterra, issued $350,000
principal amount of 6.25% senior notes due September 30, 2020 with interest payable on March 30 and
September 30 of each year (the “6.25% senior notes”). The 6.25% senior notes are Alterra Finance’s senior
unsecured obligations and rank equally in right of payment with all of Alterra Finance’s future unsecured and
unsubordinated indebtedness and rank senior to all of Alterra Finance’s future subordinated indebtedness. The
6.25% senior notes are fully and unconditionally guaranteed by Alterra on a senior unsecured basis. The
guarantee ranks equally with all of Alterra’s existing and future unsecured and unsubordinated indebtedness and
ranks senior to all of Alterra’s future subordinated indebtedness. The effective interest rate related to the 6.25%
senior notes, based on the net proceeds received, was 6.37%. The proceeds, net of issuance costs, from the sale of
the 6.25% senior notes were $346,883 and were used to repay a $200,000 revolving bank loan outstanding under
a credit facility, with the remainder to be used for general corporate purposes.

Alterra Finance is a finance subsidiary and has no independent activities, assets or operations other than in
connection with the 6.25% senior notes.

On April 16, 2007, Alterra USA privately issued $100,000 principal amount of 7.20% senior notes due
April 14, 2017 with interest payable on April 16 and October 16 of each year (the “7.20% senior notes”). The
7.20% senior notes are Alterra USA’s senior unsecured obligations and rank equally in right of payment with all
existing and future senior unsecured indebtedness of Alterra USA. The 7.20% senior notes are fully and
unconditionally guaranteed by Alterra. The effective interest rate related to the 7.20% senior notes, based on the
net proceeds received, was 7.27%. The net proceeds from the sale of the 7.20% senior notes were $99,497, which
were used to repay a bank loan used to acquire Alterra E&S. Following repurchases of $8,456 and $915 principal
amount in December 2008 and December 2009, respectively, the principal amount of the 7.20% senior notes
outstanding as of December 31, 2010 was $90,629.
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The fair value of the 6.25% senior notes and 7.20% senior notes was $347,515 and $92,296, respectively, as
of December 31, 2010, measured based on an independent pricing service using a matrix pricing methodology.
Interest expense in connection with the senior notes was $12,100, $6,641 and $7,200 for the years ended
December 31, 2010, 2009 and 2008, respectively.

12. PENSION AND DEFERRED COMPENSATION

The Company provides pension benefits to eligible employees and their dependents through various defined
contribution plans, which vary for each subsidiary. Under these plans, the Company and its employees each
contribute a certain percentage of the employee’s gross salary into the plan each month. The Company’s
contributions are immediately 100% vested. Pension expenses totaled $6,922 for the year ended December 31,
2010 (2009—$4,486; 2008—5$4.,904).

13. EQUITY CAPITAL
Common Shares

The holders of common shares are entitled to one vote per paid up share subject to certain provisions of the
Company’s bye-laws that reduce the total voting power of any U.S. shareholder owning, directly or indirectly,
beneficially or otherwise to less than 9.5% of total voting power of our capital stock.

On May 12, 2010, as a result of the Amalgamation, the Company issued 3.7769 Alterra common shares (and
cash in lieu of fractional shares) for each outstanding Class A voting common share of Harbor Point, resulting in
62,479,281 Alterra common shares being issued to the former holders of Class A voting common shares of
Harbor Point. Based on the closing price of Alterra common shares on May 12, 2010, these common shares had
an aggregate value of $1,435,774.

Alterra Capital’s board of directors declared the following dividends during 2010 and 2011:

Dividend Dividend to be paid to

M per share shareholders of record on Payable On
February 8, 2011 $0.12 February 22, 2011 March 8, 2011
November 2, 2010 $0.12 November 16, 2010 November 30, 2010
August 3, 2010 $0.12 August 17,2010 August 31, 2010
May 20, 2010 $2.50 June 2, 2010 June 16, 2010
May 3, 2010 $0.10 May 24, 2010 June 4, 2010
February 9, 2010 $0.10 February 23, 2010 March 9, 2010

During the year ended December 31, 2010, under the Board-approved share repurchase authorization, the
Company repurchased 10,288,434 common shares at an average price of $20.19 per common share for a total
amount of $207,764, including the costs incurred to effect the repurchases. Of the amount repurchased during the
year ended December 31, 2010, 2,022,574 common shares were acquired pursuant to privately negotiated stock
purchase agreements. As of December 31, 2010, the remaining authorization under the Company’s previously
authorized share repurchase program was $127,751.
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14. SHARE BASED EQUITY AWARDS

At the Company’s May 5, 2008 Annual General Meeting of Shareholders, Alterra’s shareholders approved
the adoption of the 2008 Stock Incentive Plan (the “2008 Plan) under which the Company may award, subject to
certain restrictions, incentive stock options, non-qualified stock options, restricted stock, restricted stock units,
share awards or other awards. The 2008 Plan is administered by the Compensation Committee of the Board of
Directors (the “Committee”).

Prior to adoption of the 2008 Plan, the Company made awards of equity compensation under a stock
incentive plan approved by the shareholders in June 2000, and amended in each of May 2002 and April 2005 (the
“2000 Plan”). Effective upon the adoption of the 2008 Plan, unused shares from the 2000 Plan became
unavailable for future awards and instead are used only to fulfill obligations from outstanding option, restricted
stock unit awards or reload obligations pursuant to grants originally made under the 2000 Plan.

In May 2010, in connection with the Amalgamation, the Company issued replacement warrants, options and
restricted stock awards to holders of Harbor Point warrants, options and restricted stock awards. In accordance
with the terms of the Amalgamation Agreement, the replacement warrants were issued in connection with the
surrender of the original warrants and the replacement options and restricted stock awards were issued under the
terms and conditions of the Harbor Point Limited Amended and Restated 2006 Equity Incentive Plan, as
amended (the “2006 Plan”, and together with the 2008 Plan and the 2000 Plan, the “Plans”). The 2006 Plan was
approved by Harbor Point’s shareholders on November 17, 2006 and is administered by the Committee.

The Committee concluded that the Amalgamation constituted a change of control under the 2000 Plan and
the 2008 Plan. In accordance with these plans, except in the case of awards granted after December 31, 2009 and
awards held by certain officers who waived their right to accelerated vesting in connection with the
Amalgamation, unvested stock options, restricted shares and restricted share units vested upon consummation of
the Amalgamation.

The Board of Directors of Harbor Point concluded that the Amalgamation constituted a merger of equals
under the terms of certain award agreements issued under the 2006 Plan. In accordance with these agreements,
the vesting of all restricted stock awards issued in 2008 and 2009 accelerate to May 12, 2012, the second
anniversary of the closing date of the Amalgamation.

Warrants

The Company has issued warrants to purchase the Company’s common shares. The warrants may be
exercised at any time up to their expiration dates, which range from January 1, 2011 to August 17, 2011.
Warrants were issued with exercise prices approximating their fair value on the date of issuance.

In conjunction with the Amalgamation, certain terms of the warrant agreements held by non-employees
were modified. These modifications include an anti-dilution provision which, in the event of certain specified
events including payment of cash dividends, provides the holder of the warrant the option to have the exercise
price and number of warrants adjusted such that the holder of the warrant is in the same economic position as if
the warrant had been exercised immediately prior to such event, or receive the cash dividend upon exercise of the
warrant.
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On May 12, 2010, the Company issued 8,911,449 replacement warrants in connection with the
Amalgamation. The warrants were originally issued by Harbor Point to founding shareholders and employees in
connection with the purchase of shares at the time of the formation of Harbor Point. The warrants held by
non-employees are subject to anti-dilution provisions consistent with those described above. The warrants held
by employees are entitled to receive accumulated cash dividends upon exercise of the warrants. The warrant
expiration dates range from December 15, 2015 to May 15, 2016.

The fair value of the replacement warrants issued pursuant to the Amalgamation was estimated using the
Black Scholes option pricing model with the following weighted average assumptions:

Warrant valuation assumptions:

Expected remaining warrant life 3.7 years
Expected dividend yield 0.00%
Expected volatility 37.70%
Risk-free interest rate 1.82%
Forfeiture rate 0.00%

Warrant related activity is as follows:

Weighted Weighted

Warrants Warrants Average Average Range of
Outstanding Exercisable  Exercise Price Fair Value  Exercise Prices

Balance, December 31, 2008 4,735,125 4,735,125 $15.33 $5.75 $15.00-$18.00
Warrants exercised (2,438,655) $15.01 $5.90  $15.00-$16.00
Balance, December 31, 2009 2,296,470 2,296,470 $15.67 $5.60 $15.00-$18.00
Warrants exercised (2,122,854) $15.10 $5.59 $13.96-$18.00
Replacement warrants issued upon

consummation of the Amalgamation 8,911,449 $22.67 $7.03 $22.54-$26.48
Additional warrants issued as a result of

dividends declared 1,392,403 $19.46 $6.99 $13.88-$22.44
Balance, December 31, 2010 10,477,468 10,477,468 $19.66 $7.00 $13.88-$26.48

On May 3, 2010, May 20, 2010, August 3, 2010 and November 2, 2010 the Company declared dividends of
$0.10, $2.50, $0.12 and $0.12 per share, respectively. These dividends resulted in a reduction in the weighted
average exercise price of $2.89 and an increase in the number of warrants outstanding of 1,392,403. A deferred
dividend liability of $2,860 is included in accounts payable and accrued expenses in the consolidated balance
sheets for those warrant holders who receive cash for dividends declared rather than the anti-dilution adjustment.

The warrants contain a “cashless exercise” provision that allows the warrant holder to surrender the warrants
with notice of cashless exercise and receive a number of shares based on the market value of the Company’s
shares. The cashless exercise provision results in a lower number of shares being issued than the number of
warrants exercised. The warrants exercised during the year ended December 31, 2010 were exercised pursuant to
the cashless exercise provision, which resulted in 726,260 shares being issued for the exercise of 2,122,854
warrants.
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Stock Option Awards

Options that have been granted under the Plans have an exercise price equal to or greater than the fair
market value of Alterra’s common shares on the date of grant and have a maximum ten-year term. The fair value
of awards granted under the Plans are measured as of the grant date and expensed ratably over the vesting period
of the award. All awards provide for accelerated vesting upon a change in control of Alterra. Shares issued under
the Plans are made available from authorized but unissued shares.

On May 12, 2010, the Company issued 2,186,986 replacement options in connection with the
Amalgamation. These awards were originally issued under the 2006 Plan. In addition, the Company issued
33,106 options, 108,333 options and 32,725 options for the years ended December 31, 2010, 2009 and 2008,
respectively. The fair value of these replacement awards was estimated using the Black-Scholes option pricing
model with the weighted average assumptions detailed below. There were no other options granted during the
year ended December 31, 2010.

2010 2009 2008
Option valuation assumptions:
Expected remaining option life 39years 7.0years 3.0 years
Expected dividend yield 2.25% 2.32% 1.78%
Expected volatility 37.41% 34.30% 21.90%
Risk-free interest rate 1.82% 2.99% 4.31%
Forfeiture rate 0.00% 0.00% 0.00%

The Company recognized $5,607, $672 and $580 of stock-based compensation expense related to stock
option awards for the years ended December 31, 2010, 2009 and 2008, respectively. Of these amounts, $4,409
for the year ended December 31, 2010 was recorded in merger and acquisition expenses. The remainder of the
expense for the year ended December 31, 2010 and the expense for the years ended December 31, 2009 and 2008
was recorded in general and administrative expenses. The Company did not capitalize any cost of stock-based
option award compensation. As of December 31, 2010, the total compensation cost related to non-vested stock
option awards not yet recognized was $353, which is expected to be recognized over a weighted average period
of 0.7 years.

Total intrinsic value of stock options exercised during the years ended December 31, 2010, 2009 and 2008
was $2,053, $597 and $2,358, respectively. The intrinsic value of stock options outstanding at December 31,
2010 was $3,880 (vested options—$3,561).
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A summary of the 2000 Plan related activity follows:

Balance, December 31, 2007
Options granted

Options exercised

Options forfeited

Restricted stock units granted
Restricted stock granted
Restricted stock forfeited
Closure of 2000 Incentive Plan

Balance, December 31, 2008
Options exercised
Options forfeited

Balance, December 31, 2009
Options granted

Options exercised

Options forfeited

Balance, December 31, 2010

A summary of the 2008 Plan related activity follows:

Balance, December 31, 2007
Increase in shares available
Restricted stock units granted

Balance, December 31, 2008
Options granted

Restricted stock granted
Restricted stock forfeited
Restricted stock units granted

Balance, December 31, 2009
Restricted stock granted
Restricted stock forfeited
Restricted stock units granted
Restricted stock units forfeited

Balance, December 31, 2010

Weighted
Awards Average
Available for  Options Options  Exercise Fair Value Range of
Grant Outstanding Exercisable Price of Options Exercise Prices
1,057,328 2,185,749 1,560,310 $21.18 $6.04 $10.95 - 36.26
(32,725) 32,725 24.62 446 $23.24-2797
— (351,154 15.60 $11.50 - 18.00
— (24,057) 25.97 $11.19-27.97
(148,527) —
(792,338) —
125,765 —
(209,503) —
—  1,843263 1,413,346 $22.24 $6.13  $10.95 - 36.26
— (107,125) 1468 494 $11.50 - 16.00
—  (110,333) 24.47 7.14  $23.25-24.49
— 1,625,805 1,324,138 $22.58 $6.13  $10.95 - 36.26
— 33,106 21.66 1.54 $21.58-21.95
—  (258,614) 12.65 481 $ 9.00-21.23
— (56,638) 24.12 6.41 $12.48-26.70
— 1,343,659 1,343,659 $21.49 $6.27 $ 8.45-33.76
Weighted
Awards Average Range of
Available Options Options Exercise  Fair Value Exercise
for Grant Outstanding Exercisable Price of Options Prices
— — —  $ —  $— § —
4,500,000 —
(149,091) —
4,350,909 — — $ — $— $ —
(108,333) 108,333 $18.25 $6.01 $18.25
(737,000) —
33,955 —
(142,604) —
3,396,927 108,333 — $18.25 $6.01 $18.25
(1,225,622) —
26,502 —
(201,618) —
3,630 —
1,999,819 108,333 54,167 $15.75 $6.01 $15.75
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A summary of the 2006 Plan related activity follows, from the consummation of the Amalgamation:

Weighted
Awards Average
Available Options Options Exercise  Fair Value Range of
for Grant Outstanding  Exercisable Price of Options  Exercise Prices
Balance, May 12, 2010 1,722,622 2,186,986 1,686,489 $26.64 $520  $26.48-30.82
Options forfeited 18,129 (18,129) $26.76 $5.20  $26.48-29.15
Restricted stock granted (303,371) —
Restricted stock forfeited 113 —
Balance, December 31, 2010 1,437,493 2,168,857 1,736,950 $26.64 $5.20  $26.48-30.82

As aresult of the special dividend declared by the Company on May 20, 2010 of $2.50 per share, the
exercise prices of options issued under the 2008 Plan and 2000 Plan were reduced effective June 16, 2010 by
$2.50 per share in accordance with the terms of the respective option agreements.

Restricted Stock Awards

Restricted stock and restricted stock units (“RSUs”) issued under the Plans have terms set by the
Committee. These shares and RSUs contain certain restrictions relating to, among other things, vesting, forfeiture
in the event of termination of employment and transferability. Restricted stock and RSU awards are valued equal
to the market price of the Company’s common stock on the date of grant. At the time of grant, the fair value of
the shares and RSUs awarded is recorded as unearned stock grant compensation. The unearned compensation is
charged to income over the vesting period. Generally, restricted stock awards vest between three and five years
after the date of grant.

In accordance with the accelerated vesting provisions in the event of a change in control, 1,339,982
restricted stock awards vested in May 2010 following the Amalgamation. Total compensation cost recognized for
restricted stock awards was $45,942, $19,927 and $19,584 for the years ended December 31, 2010, 2009 and
2008, respectively. Of these amounts, $14,972 for the year ended December 31, 2010 was recorded in merger
and acquisition expenses. The remainder of the expense for the year ended December 31, 2010 and the expense
for the years ended December 31, 2009 and 2008 was recorded in general and administrative expenses.

In conjunction with the Amalgamation, the Company issued 1,624,567 replacement restricted stock awards.
The replacement awards were issued at a fair value of $22.98 per share.

During the year ended December 31, 2010, the Company issued 503,861 restricted shares and 37,521
restricted share units with vesting terms that include a performance condition related to growth in tangible book
value per share over a five year period. These restricted shares and restricted share units were issued at a fair
value of $18.62 per share. As of December 31, 2010, it is estimated the performance condition will be met and
accordingly $1,008 has been recognized as compensation cost for the year ended December 31, 2010 related to
these awards.
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A summary of the Company’s unvested restricted stock awards as of December 31, 2010 and changes
during the year ended December 31, 2010 follow:

Weighted - Weighted -

Average Average
Non-vested Grant - Date Non-vested Grant - Date

Restricted Stock  Fair Value RSUs Fair Value
Balance, December 31, 2009 2,226,811 $23.49 406,514 $23.75
Awards Granted 1,528,993 22.05 201,618 22.83

Replacement awards issued upon consummation of the
Amalgamation 1,624,567 22.98 — —

Awards Vested (1,993,646) 23.59 (406,514) 23.75
Awards Forfeited () (28,743) 23.75 (3,630) 23.97
Balance, December 31, 2010 3,357,982 $22.52 197,988 $22.81

(1) Excludes 2,128 shares forfeited from the 2000 Plan that do not increase the awards available for grant.

Employee Stock Purchase Plan

On July 1, 2008, the Company introduced an employee stock purchase plan (“ESPP”). The ESPP gives
participating employees the right to purchase common shares of Alterra through payroll deductions during
consecutive “Subscription Periods.” The Subscription Periods run from January 1 to June 30, and from July 1 to
December 31 each year. Annual purchases by participants are limited to the number of whole shares that can be
purchased by an amount equal to ten percent of the participant’s compensation or $25, whichever is less. The
amounts that have been collected from participants during a Subscription Period are used on the “Exercise Date”
to purchase full shares of common shares. An Exercise Date is generally the last trading day of a Subscription
Period. The number of shares purchased is equal to the total amount, as of the Exercise Date, that has been
collected from the participants through payroll deductions for that Subscription Period, divided by the “Purchase
Price,” rounded down to the next full share. The Purchase Price is calculated as the lower of (i) 90 percent of the
fair market value of a common share on the first day of the Subscription Period, or (ii) 90 percent of the fair
market value of a common share on the Exercise Date. Participants may withdraw from an offering before the
Exercise Date and obtain a refund of the amounts withheld through payroll deductions. Pursuant to the provisions
of the ESPP employees paid $1,053 to purchase 62,326 shares during 2010, employees paid $822 to purchase
52,367 shares during 2009 and employees paid $424 to purchase 26,594 shares during 2008. The Company
recorded an expense for ESPP of $220, $308 and $84 for the years ended December 31, 2010, 2009 and 2008,
respectively.

15. INCOME TAXES

Alterra and Alterra Bermuda are incorporated in Bermuda, and pursuant to Bermuda law are not taxed on
either income or capital gains. They have each received an assurance from the Bermuda Minister of Finance
under the Exempted Undertaking Tax Protection Act, 1966 of Bermuda that if there is enacted in Bermuda any
legislation imposing tax computed on profits or income, or computed on any capital asset, gain or appreciation,
then the imposition of any such tax will not be applicable until March 2016. The Company’s subsidiaries that are
based in the United States, Ireland and the United Kingdom are subject to the tax laws of those jurisdictions and
the jurisdictions in which they operate. The tax years open to examination by national tax authorities are 2007 to
the present for the U.S. subsidiaries, 2006 to the present for the Irish subsidiaries, and 2009 to the present for the
U.K. subsidiaries.
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For the years ended December 31, 2010, 2009 and 2008, the Company did not record any unrecognized tax
benefits or expenses. The Company has not recorded any interest or penalties during the years ended
December 31, 2010, 2009 and 2008 and has no uncertain tax positions as of December 31, 2010 and 2009.

The Company records income taxes based on the enacted tax laws and rates applicable in the relevant
jurisdictions for each of the years ended December 31, 2010, 2009 and 2008. Interest and penalties related to
uncertain tax positions, of which there have been none, would be recognized in income tax expense.

The components of income taxes attributable to operations for the years ended December 31, 2010, 2009
and 2008 were as follows:

2010 2009 2008
Current expense:
United States $ 7052 $ 20 $ 57
Ireland (299) 2,018 292
United Kingdom 5,401 1,078 (281)
12,154 3,116 68
Deferred expense (benefit):
United States (7,645) — 893
Ireland 561 &77) (10)
United Kingdom (914) 7,382 281
(7,998) 6,905 1,164
Income tax expense on net income $ 4,156  $10,021  $1,232
Income tax expense on net income $ 4,156  $10,021  $1,232
Income tax (benefit) expense on other comprehensive
income 1,135 (543) (999)
Total income tax $5291 $ 9478 $ 233

The expected tax provision computed on pre-tax income at the weighted average tax rate has been
calculated as the sum of the pre-tax income in each jurisdiction multiplied by that jurisdiction’s applicable
statutory tax rate. Statutory tax rates of 35%, 12.5% and 28.5%, have been used for the United States, Ireland and
the United Kingdom, respectively. A reconciliation of the difference between the provision for income taxes and
the expected tax provision at the weighted average tax rate follows:

2010 2009 2008

Expected income tax (benefit) expense computed on

pre-tax income at weighted average income tax rate $1,571  $ 5882  $(5,831)
Addition to income tax expense resulting from:
Valuation allowance on deferred tax assets 1,933 1,889 5,881
Prior year adjustment 609 2,130 984
Permanent differences 43 120 198
Income tax expense $4,156  $10,021 $ 1,232
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The tax effects of temporary differences that give rise to significant portions of the deferred tax provision
are as follows:

2010 2009 2008
Deferred tax asset:
Net operating loss carryforward $14296  $ 9917 $ 9,332
Deferred acquisition costs, net 3,852 1,837 2,310
Net unearned property and casualty premiums 5,168 1,089 588
Deferred compensation 12,262 1,187 3,158
Capitalized professional fees 1,625 1,767 1,909
Property and casualty losses 7,011 287 91
Other 1,013 662 820
Gross deferred tax asset 45,227 16,746 18,208
Less valuation allowance 17,828 12,449 10,561
Deferred tax asset 27,399 4,297 7,647
Deferred tax liability:
Net unrealized gains on available for sale securities 9,389 1,736 1,186
Untaxed profits 5,522 2,992 —
Capital asset amortization 3,780 62 —
Goodwill amortization 3,293 1,565 726
Deferred ceding commissions, net 5,887 — —
Other 1,020 66 138
Deferred tax liability 28,891 6,421 2,050
Net deferred tax (liability) asset $(1,492) $(2,124) $ 5,597

As of December 31, 2010, 2009 and 2008, the Company had net operating loss carryforwards in its U.S.
operating subsidiaries totaling $37,548, $29,167 and $14,607, respectively. Such net operating losses are
currently available to offset future taxable income of the subsidiaries. Under applicable law, the U.S. net
operating loss carryforwards expire between 2027 and 2030. As of December 31, 2010, 2009 and 2008, the
Company had net operating loss carryforwards in its U.K. operating subsidiaries totaling GBP nil, GBP nil and
GBP 10,497 ($15,318), respectively. Under applicable law, the U.K. net operating loss carryforwards never
expire.

The Company has provided a valuation allowance to reduce certain deferred tax assets to an amount which
management expects will more likely than not be realized. The valuation allowance principally relates to net
operating loss carryforwards and other temporary timing differences in the Company’s U.S. subsidiaries.
Adjustments to the valuation allowance are made when there is a change in management’s assessment of the
amount of deferred tax assets that are realizable.

16. RELATED PARTIES
The Chubb Corporation
Effective December 15, 2005, Harbor Point acquired the continuing operations and certain assets of Chubb

Re, Inc. (“Chubb Re”), the assumed reinsurance division of The Chubb Corporation (“Chubb”), a significant
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shareholder of Harbor Point at the time, and now a significant shareholder of Alterra. Pursuant to the transaction,
Harbor Point and Federal Insurance Company (“Federal”), the principal operating subsidiary of Chubb, entered
into a runoff services agreement.

Under the runoff services agreement, the Company provides claims management services on Federal’s
behalf with respect to reinsurance business of Federal produced by Chubb Re from December 7, 1998 to
December 31, 2005. This agreement may be terminated at any time at the sole discretion of Federal. Except for
certain direct claims costs, there is no consideration paid by Federal or Chubb Re to the Company under this
agreement. As of December 31, 2010, $2,394 is included in accounts payable and accrued expenses on the
consolidated balance sheet related to the estimated remaining obligation for the run off services agreement.

The Company has entered into several reinsurance agreements with Federal and Chubb Re. The following is
a summary of the amounts recognized in the accompanying consolidated balance sheets and consolidated
statements of income and comprehensive income related to these agreements:

(Expressed in thousands of U.S. Dollars) Decemlj)&eerSfl, 2010
Balance Sheet
Unearned property and casualty premiums $ 20,377
Reinsurance balances receivable 10,086
Reinsurance recoverable 11,326
Property and casualty losses 299,610
Funds withheld from reinsurers 1,908
Period From May 12 to
(Expressed in thousands of U.S. Dollars) December 31, 2010
Income Statement
Gross premiums written $ 8,946
Earned premiums 9,803
Net losses and loss expenses (8,615)
Acquisition costs 3,217

Grand Central Re Limited

The Company owns 7.5% of the ordinary shares of Grand Central Re Limited (“Grand Central Re”), a
Bermuda domiciled reinsurance company managed by Alterra Managers. In conjunction with this investment,
Alterra Bermuda entered into a quota share retrocession agreement with Grand Central Re that requires each of
Alterra Bermuda and Grand Central Re to retrocede a portion of their respective gross premiums written from
certain transactions to the other party. Alterra Bermuda has not ceded any new business to Grand Central Re
since 2003.
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The accompanying consolidated balance sheets and consolidated statements of income and comprehensive
income include, or are net of, the following amounts related to the quota share retrocession agreement with
Grand Central Re:

As of As of
December 31, December 31,
(Expressed in thousands of U.S. Dollars) 2010 2009
Balance Sheet
Losses and benefits recoverable from reinsurers $48,922 $101,438
Deposit liabilities 12,877 15,429
Funds withheld from reinsurers 85,991 109,626
Reinsurance balance payable (236) 26,385
Year Ending
December 31, December 31, December 31,
(Expressed in thousands of U.S. Dollars) 2010 2009 2008
Income Statement
Reinsurance premiums ceded $ 494 $ (1,933) $(1,939)
Earned premiums ceded 494 (1,933) (1,939)
Other income 100 800 800
Net losses and loss expenses 1,909 280 (1,307)
Claims and policy benefits (2,132) 4,072) 953
Interest expense (benefit) 6,299 1,861 9,178

The variable quota share retrocession agreement with Grand Central Re is principally collateralized on a
funds withheld basis. The rate of return on funds withheld is based on the average of two total return fixed
maturity indices. The interest expense recognized by the Company will vary from period to period due to
changes in the indices.

Bay Point Holdings Limited

The Company owns 13.8% of the common shares of Bay Point Holdings Limited (“Bay Point”), a Bermuda
domiciled reinsurance company managed by Alterra Agency. In conjunction with this investment, Alterra
Bermuda entered into a quota share reinsurance agreement to cede 30% of its property-related lines of business
to Bay Point Re Limited, a wholly-owned subsidiary of Bay Point. This quota share reinsurance agreement
expired on December 31, 2007. As of December 31, 2010, $851 was included in reinsurance balances receivable
and $6,531 in losses and benefits recoverable related to this agreement.

Hedge Fund Managers

Alstra Capital Management, LLC (“Alstra”), an affiliate of Mr. Zack H. Bacon III, one of our directors until
November 2, 2009, served as the investment advisor for the Company’s hedge fund portfolio from April 1, 2004
through January 31, 2009. In consideration of the reduced allocation to hedge funds, the Company determined it
prudent to manage it’s hedge fund investments internally. Accordingly, the Company hired certain key personnel
from Alstra and terminated the services agreement with Alstra effective January 31, 2009. The research staff
hired from Alstra assists in internal management of both the Company’s fixed maturities and other investment
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portfolios. For the years ended December 31, 2009 and 2008, Alstra received $667 and $8,183 respectively, in
fees as an investment advisor. For the year ended December 31, 2009, Alstra also received a termination fee of
$1,992 upon termination of the advisor relationship. The Company believes that the terms of its terminated
investment advisor agreement were comparable to the terms that the Company would expect to negotiate in
similar transactions with unrelated parties.

In addition, Moore Capital Management, LLC (“Moore Capital”), an affiliate of one of our significant
shareholders, received aggregate management and incentive fees of $643, $1,987 and $2,802, respectively, in
respect of the Company’s assets invested in an underlying fund managed by Moore Capital during 2010, 2009
and 2008.

Investment fees incurred on the Company’s hedge funds are included in net realized and unrealized gains
(losses) on investments in the consolidated statements of income and comprehensive income.

The Company believes that the terms of its related party transactions are comparable to terms that the
Company would expect to negotiate in similar transactions with unrelated parties.

17. STATUTORY REQUIREMENTS AND DIVIDEND RESTRICTIONS

Statutory capital and surplus for the Bermuda, Ireland and U.S operating subsidiaries of the Company for
the years ended December 31, 2010 and 2009 is summarized below. The 2010 information provided is unaudited
and preliminary as many regulatory returns are due later in 2011 for many jurisdictions in which the Company
does business.

Bermuda Ireland U.S.
At December 31 2010 2009 2010 2009 2010 2009

Required statutory capital and surplus ~ $1,100,000 $ 867,105 $ 22,000 $ 22,959 §$ 55,500 $ 18,556
Actual statutory capital and surplus $2,300,000 $1,446,385 $117,000 $115,804 $661,000 $118,209

Bermuda

Under the Bermuda Insurance Act, 1978 and related regulations, Alterra Bermuda is required to maintain
certain levels of solvency and liquidity. The principal difference between statutory capital and surplus and
shareholders’ equity presented in accordance with U.S. GAAP is deferred acquisition costs, which are
non-admitted assets for statutory purposes.

Alterra Bermuda is also required under its Class 4 license to maintain a minimum liquidity ratio whereby
the value of its relevant assets is not less than 75% of the amount of its relevant liabilities for general business.
Relevant assets include cash and cash equivalents, fixed maturities, other investments, accrued interest income,
premiums receivable, losses recoverable from reinsurers and funds withheld. The relevant liabilities are total
general business insurance reserves and total other liabilities, less sundry liabilities. As of December 31, 2010,
the Company met the minimum liquidity ratio requirement.
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Ireland

Under Irish law Alterra Insurance Europe and Alterra Re Europe are required to maintain technical reserves
and a minimum solvency margin. As of December 31, 2010, Alterra Insurance Europe and Alterra Re Europe
maintained sufficient technical reserves and met the minimum solvency margin requirement.

United States

Alterra Re USA, Alterra E&S and Alterra America file financial statements prepared in accordance with
statutory accounting practices prescribed or permitted by U.S. insurance regulators. Statutory net income and
statutory surplus, as reported to the insurance regulatory authorities, differ in certain respects from the amounts
prepared in accordance with U.S. GAAP. The main differences between statutory net income and U.S. GAAP net
income relate to deferred acquisition costs and deferred income taxes. In addition to deferred acquisition costs
and deferred income tax assets, other differences between statutory surplus and U.S. GAAP shareholders’ equity
are unrealized appreciation or decline in value of investments and non-admitted assets. As of December 31, 2010,
Alterra Re USA, Alterra E&S and Alterra America maintained sufficient statutory surplus and met the minimum
solvency margin requirements.

United Kingdom and Lloyd’s

Lloyd’s sets the corporate members’ required capital annually based on the Syndicates’ business plans,
rating environment, reserving environment together with input arising from Lloyd’s discussions with, inter alia,
regulatory and rating agencies. Such Funds at Lloyd’s, (“FAL”) may comprise cash, investments and undrawn
letters of credit provided by various banks. The amounts of cash, investments and letters of credit at
December 31, 2010 was GBP 83,991 ($131,127). The amount which the Company provides as FAL is not
available for distribution to the Company for the payment of dividends. The Company’s corporate members may
also be required to maintain funds under the control of Lloyd’s in excess of their capital requirements and such
funds also may not be available for distribution to the Company for the payment of dividends.

Dividends

The Company’s ability to pay dividends is dependent on the ability of the subsidiaries to pay dividends. The
subsidiaries are subject to certain regulatory restrictions on the payment of dividends. The payment of such
dividends is limited by applicable laws of Bermuda, Ireland, the United Kingdom and the United States. Alterra
Bermuda, Alterra Insurance Europe and Alterra Re Europe are prohibited from declaring or paying a dividend if
such payment would reduce their respective regulatory capital below the required minimum as required by law
and regulatory practice. The laws of the domicile state of Delaware and Connecticut, as applicable, govern the
amount of dividends that may be paid by Alterra E&S, Alterra America and Alterra Re USA, respectively.
Alterra Re USA may not pay dividends without the consent of the Connecticut Insurance Commissioner until
May 12, 2012. Under Lloyd’s regulations, funds that are required to be held or retained by the Syndicates may
not be paid as dividends. Alterra Bermuda and Alterra Capital UK are also subject to certain restrictions under
their respective credit facilities that affect their ability to pay dividends to the Company. The Company paid
dividends of $2.94 per share in 2010 compared to $0.36 per share and $0.32 per share during 2009 and 2008,
respectively.
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18. EARNINGS PER SHARE

Basic earnings per share is based on weighted average common shares outstanding and excludes any
dilutive effect of warrants, options and convertible securities. Diluted earnings per share assumes the conversion
of dilutive convertible securities and the exercise of all dilutive stock warrants and options.

In the first quarter of 2009, the Company adopted a new accounting standard (in accordance with ASC
260-10-45) that requires share based compensation awards that qualify as participating securities to be included
in basic earnings per share using the two-class method. A share based compensation award is considered a
participating security if it receives non-forfeitable dividends. The pronouncement became effective for fiscal
years beginning after December 15, 2008 and interim periods within those years. All prior-period earnings per
share data presented are adjusted retroactively to conform to the pronouncement. The adoption resulted in no
change to earnings per share as previously reported for the year ended December 31, 2008.

The following table sets forth the computation of basic and diluted earnings per share for the years ended
December 31, 2010, 2009 and 2008.

As of December 31,

(Expressed in thousands of U.S. Dollars, except
share and per share amounts) 2010 2009 2008
Basic earnings per share:
Net income $ 302,335 $ 246,215 $ (175,318)
Weighted average common shares

outstanding—basic 94,682,279 57,006,908 56,565,588
Basic earnings per share $ 319 % 432 $ (3.10)
Diluted earnings per share:
Net income $ 302,335 $ 246,215 $ (175,318)
Weighted average common shares

outstanding—basic 94,682,279 57,006,908 56,565,588
Conversion of warrants 537,399 608,161 —
Conversion of options 183,258 150,669 —
Conversion of employee stock purchase plan 2,301 1,399 —
Non participating restricted shares 54,138 — —
Weighted average common shares

outstanding—diluted 95,459,375 57,767,137 56,565,588
Diluted earnings per share $ 317§ 426 % (3.10)

For the years ended December 31, 2010, 2009 and 2008, the impact of the conversion of warrants of
220,669, 39,584 and 4,799,250, respectively, was excluded from the computation of diluted earnings per share
because the effect would have been anti-dilutive.

For the years ended December 31, 2010, 2009 and 2008, the impact of the conversion of options of

2,719,726, 1,185,939 and 2,012,962, respectively, was excluded from the computation of diluted earnings per
share because the effect would have been anti-dilutive.
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19. COMMITMENTS AND CONTINGENCIES
(a) Concentrations of credit risk

The Company’s portfolio of cash and fixed maturities is managed following prudent standards of
diversification. Specific provisions limit the allowable holdings of a single issue and issuers. The Company
believes that there are no significant concentrations of credit risk associated with its portfolio of cash and fixed
maturities.

The Company’s portfolio of other investments is managed pursuant to guidelines that emphasize
diversification and liquidity. Pursuant to these guidelines, the Company manages and monitors risk across a
variety of investment funds and vehicles, markets and counterparties. The Company believes that there are no
significant concentrations of credit risk associated with its other investments.

The Company’s investments are held by three different custodians. These custodians are all large financial
institutions which are highly regulated. These institutions have controls over their investment processes that are
certified annually. The largest concentration of cash and cash equivalents at a single custodian was $540,672 and
$515,850 at December 31, 2010 and 2009, respectively. The largest concentration of fixed maturities
investments, by fair value, at a single custodian was $5,435,806 and $3,028,468 as of December 31, 2010 and
2009, respectively.

As of December 31, 2010, premiums receivable comprise amounts due within one year or amounts not yet
due. Premiums receivable are generally due over the period of coverage of the policy. For both premiums due
and not yet due, the Company’s credit risk is reduced by the contractual right to offset loss obligations or
unearned premiums against premiums receivable. As of December 31, 2010 and 2009, the Company’s largest
premiums receivable balances from a single client were 5.0% and 28.3%, respectively, of total premiums
receivable.

For the years ended December 31, 2010, 2009 and 2008, brokered transactions accounted for the majority of
the Company’s property and casualty gross premiums written. For the years ended December 31, 2010, 2009 and
2008, the top three brokers accounted for 22%, 14% and 13%; 25%, 11% and 7%; and 18%, 16% and 10%,
respectively, of property and casualty gross premiums written.

The Company’s life and annuity reinsurance segment generally writes a limited number of transactions in a
year, with a potentially large variation in premium volume. As a result, the number of possible brokers used in a
year is limited to the number of transactions written. During each of the years ended December 31, 2010, 2009
and 2008, the top broker accounted for 37%, 95% and 27% of life and annuity gross premiums written,
respectively.

(b) Lease commitments

The Company and its subsidiaries lease office space in the countries in which they operate under operating
leases, which expire at various dates through 2012. Total rent expense for the years ended December 31, 2010,
2009 and 2008 was $6,272, $5,245 and $3,251, respectively. The rent and maintenance expense under operating
leases will range from $1,972 to $7,064 per year over the next five years.
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(c) Credit Facilities

On June 12, 2007, Harbor Point entered into an $850,000 five-year senior credit facility (the “$850,000
Credit Facility””) with Bank of America and various other financial institutions. The $850,000 Credit Facility
allows Alterra Holdings, Alterra Bermuda, Alterra Re USA and Alterra USA to request the issuance of secured
letters of credit and unsecured letters of credit up to $600,000 and $250,000, respectively. Alterra Holdings,
Alterra Bermuda, Alterra Re USA and Alterra USA may also request unsecured loans from the $250,000 tranche
for general corporate purposes. In addition, there is a $50,000 sublimit for the issuance of secured letters of credit
for Alterra Holdings investment affiliates. An increase in the secured sublimit of the credit facility of up to
$150,000 may be requested, subject to there being sufficient participation by the syndicate of participating banks.

On August 7, 2007, Alterra Bermuda entered into a $600,000 five-year senior credit facility (the “$600,000
Credit Facility”) with Bank of America and various other financial institutions. The $600,000 Credit Facility
allows Alterra Bermuda and certain of its insurance subsidiaries to request the issuance of secured letters of
credit and unsecured letters of credit up to $450,000 and $150,000, respectively. Alterra Bermuda or Alterra may
also request unsecured loans from the $150,000 tranche for general corporate purposes. Subject to certain
conditions and at the request of Alterra Bermuda, the aggregate commitments of the lenders under the $600,000
Credit Facility may be increased up to a total of $800,000, provided that the unsecured commitments may not
exceed 25% of the aggregate commitments under the $600,000 Credit Facility.

On October 13, 2008, Alterra entered into a credit facility agreement with ING Bank N.V., London Branch
(“ING”). This credit facility provided up to GBP 90,000 for the issuance of letters of credit to provide FAL to
support Lloyd’s syndicate commitments of Alterra Capital UK and its subsidiaries. In December 2010 this
agreement was revised to provide up to GBP 60,000 for the issuance of letters of credit to provide FAL. The
facility may be terminated by ING at any time prior to December 31, 2011, subject to a four year notice
requirement for any outstanding letters of credit.

In July 2009, Harbor Point entered into a GBP 20,000 letter of credit facility with Citibank N.A. to issue
secured letters of credit in support of the operations of Alterra Re UK. In November, 2010, the amount of the
facility was increased to GBP 30,000.

In December 2010, Alterra Bermuda renewed a $75,000 letter of credit facility with The Bank of Nova
Scotia, which expires on December 12, 2011.

On September 30, 2010 the Company fully repaid an outstanding loan for $200,000 under the $850,000

Credit Facility. This loan bore interest at LIBOR plus 2.40%, with the effective rate being 2.66% at the time it
was repaid. Interest expense in connection with this loan for the year ended December 31, 2010 was $2,131.
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The following table provides a summary of the credit facilities and the amounts pledged as collateral for the
issued and outstanding letters of credit as of December 31, 2010 and 2009:

Credit Facilities
Great Britain
(expressed in thousands of U.S. Dollars or Great Britain U.S Dollar Pound
Pounds, as applicable) Facilities Facilities
Letter of credit facility capacity as of:
December 31, 2010 $1,525,000  GBP 90,000
December 31, 2009 $ 675,000 GBP 90,000
Letters of credit issued and outstanding as of:
December 31, 2010 $ 908,025 GBP 70,107
December 31, 2009 $ 461,255 GBP 63,614
Cash and fixed maturities at fair value pledged
as collateral as of:
December 31, 2010 $1,103,742 GBP 96,112
December 31, 2009 $ 563,334 GBP 3,623

Each of the credit facilities requires that the Company and/or certain of its subsidiaries comply with
financial covenants, including a minimum consolidated tangible net worth covenant, and restrictions on the
payment of dividends. The Company was in compliance with all of the financial covenants of each of its letter of
credit facilities as of February 18, 2011.

(d) Funds at Lloyd’s

The Company operates in the Lloyd’s market through two corporate members, both are wholly-owned
subsidiaries of Alterra Capital UK. These corporate members together represent 100% of the participation in
Syndicate 1400, and together represent 2% and 36% of the participation in Syndicates 2525 and 2526,
respectively. Lloyd’s sets the corporate members’ required capital annually based on the Syndicates’ business
plans, rating environment, reserving environment together with input arising from Lloyd’s discussions with, inter
alia, regulatory and rating agencies. Such capital, or FAL, may comprise cash, investments and undrawn letters
of credit provided by various banks. The amounts of cash, investments and letters of credit at December 31, 2010
and 2009 amount to GBP 83,991 ($131,127) and GBP 63,623 ($102,878), respectively.

20. SEGMENT INFORMATION

The Company monitors the performance of its underwriting operations in five segments: insurance,
reinsurance, U.S. specialty, Alterra at Lloyd’s and life and annuity reinsurance.

Insurance Segment

The Company’s insurance segment offers property and casualty excess of loss insurance from its Bermuda
and Dublin offices primarily to Fortune 1000 companies. Principal lines of business include professional liability,
excess liability, aviation and property.
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Reinsurance Segment

The Company’s reinsurance segment offers property and casualty quota share and excess of loss reinsurance
from its offices in Bermuda, Bogota, Buenos Aires, Dublin, London and the United States to insurance
companies worldwide. The underwriting activities of Alterra Re, Alterra Re USA and Alterra Re UK are
included within the reinsurance segment for the period from May 12, 2010. Principal lines of business include
agriculture, auto, aviation, credit/surety, general casualty, marine & energy, medical malpractice, professional
liability, property, whole account and workers’ compensation.

U.S. Specialty Segment

The Company’s U.S. specialty segment offers property and casualty insurance coverage from offices in the
United States primarily to small- to medium sized companies. Principal lines of business include general liability,
inland marine, ocean marine, professional liability and property.

Alterra at Lloyd’s Segment

The Company’s Alterra at Lloyd’s segment offers property and casualty quota share and excess of loss
insurance and reinsurance from its offices in London and Copenhagen, primarily to medium to large sized
international clients. It also provides reinsurance to clients in Latin America, operating locally in Rio de Janeiro,
Brazil, using Lloyd’s admitted status. This segment comprises the Company’s proportionate share of the
underwriting results of the Syndicates, and the results of its managing agent, Alterra at Lloyd’s. The Syndicates
underwrite a diverse portfolio of specialty risks, including accident & health, aviation, financial institutions,
international casualty, professional liability, property and surety.

Life and Annuity Reinsurance Segment

The Company’s life and annuity reinsurance segment operates out of Bermuda and offers reinsurance
products focusing on existing blocks of life and annuity business, which take the form of co-insurance
transactions whereby the risks are reinsured on the same basis as the original policies. The Company has
determined not to write any new life and annuity contracts in the foreseeable future.

The Company also has a corporate function that includes the Company’s investment and financing
activities.

Invested assets relating to the insurance, reinsurance (other than invested assets of the U.S. companies
within the reinsurance segment) and life and annuity reinsurance segments are managed on an aggregated basis.
Consequently, investment income on this consolidated portfolio and gains on other investments are not directly
reflected in any one of these segments. However, because of the longer duration of liabilities on casualty
insurance and reinsurance business (as compared to property) and life and annuity reinsurance business,
investment returns are important in evaluating the profitability of these segments. Accordingly, the Company
allocates investment returns from the consolidated portfolio to each of these three segments. The allocation is
based on a notional allocation of invested assets from the consolidated portfolio using durations that are
determined based on estimated cash flows for each segment. The balance of investment returns from this
consolidated portfolio is allocated to the corporate function for the purposes of segment reporting.
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The U.S. specialty segment, Alterra at Lloyd’s segment and the U.S companies within the reinsurance
segment have their own portfolios of fixed maturities investments. As a result, the investment income earned by
each of these portfolios is reported in its respective segment. These portfolios, however, are managed on a
consolidated basis together with the invested assets of the insurance, reinsurance and life and annuity segments.

A summary of operations by segment for the years ended December 31, 2010, 2009 and 2008 follows:
(Expressed in thousands of U.S. Dollars)

Life &
Property & Casualty Annuity
Alterra
S. at
2010 Insurance Reinsurance (a) Specialty Lloyd’s Total  Reinsurance (b) Corporate (a) Consolidated
Gross premiums
written .. ........... $ 370,120 $509,053 $ 323,990 $202,633 $1,405,796 $ 4,935 $  — $1,410,731
Reinsurance premiums
ceded .............. (170,608) (64,131) (98,576) (37,448) (370,763) (400) — (371,163)
Net premiums written . .. $ 199,512 $444,922 $ 225,414 $165,185 $1,035,033 $ 4,535 $  — $1,039,568
Earned premiums ... ... $ 391,716 $699,243 $ 311,950 $170,803 $1,573,712 $ 4,935 $ — $1,578,647
Earned premiums
ceded .............. (173,123) (71,627) (125,218) (35,793) (405,761) (400) — (406,161)
Net premiums earned ... 218,593 627,616 186,732 135,010 1,167,951 4,535 1,172,486
Net investment
income ............ 25,134 60,072 5,233 11,554 101,993 49,785 70,680 222,458

Net realized and

unrealized gains

(losses) on

investments ......... 618 694 29 (4,476) (3,135) 11,358 8,649 16,872
Net impairment losses

recognized in

earnings . . .......... — — — — — — (2,645) (2,645)
Other income ......... 760 —_ 507 2,534 3,801 286 721 4,808
Total revenues ........ 245,105 688,382 192,501 144,622 1,270,610 65,964 77,405 1,413,979
Net losses and loss

EXPeNnses . .......... 128,823 347,816 118,337 59,865 654,841 — — 654,841
Claims and policy

benefits ............ — — — — — 65,213 — 65,213
Acquisition costs ... ... 3,381 131,114 28,444 24,164 187,103 361 — 187,464
Interest expense . ...... 970 6,988 — — 7,958 5,849 14,468 28,275
Net foreign exchange

losses (gains) ....... — 1,696 — (1,737) (41) — (74) (115)
Merger and acquisition

EXPenses . .......... — — — — — — (48,776) (48,776)
General and

administrative

eXpenses . .......... 28,615 66,073 36,015 28,531 159,234 2,964 58,388 220,586
Total losses and

EXPeNnses . .......... 161,789 553,687 182,796 110,823 1,009,095 74,387 24,006 1,107,488
Income (loss) before

taxes .......ina.... $ 83316 $134695 $ 9,705 $ 33,799 $ 261,515 $(8,423) $53,399 $ 306,491
Lossratio(¢c) .......... 58.9% 55.4% 63.4% 44.3% 56.1%

Combined ratio (d) .. ... 73.6% 86.8% 97.9% 83.4% 85.7%

(a) The results of operations of the former Harbor Point companies are included for the period from May 12, 2010.
(b) Loss ratio and combined ratio are not provided for the life and annuity reinsurance segment as the Company believes these ratios
are not appropriate measures for evaluating the profitability of life and annuity underwriting.
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(c) Loss ratio is calculated by dividing net losses and loss expenses by net premiums earned.
(d) Combined ratio is calculated by dividing the sum of net losses and loss expenses, acquisition costs and general and
administrative expenses by net premiums earned.

Life &
Property & Casualty Annuity
Alterra
U.S. at

2009 Insurance Reinsurance Specialty Lloyd’s Total Reinsurance (a) Corporate Consolidated
Gross premiums written ... ...... $ 427,767 $489,028 $ 285,478 $128,973 $1,331,246 $ 43,755 $  —  $1,375,001
Reinsurance premiums ceded .. . .. (212,083)  (80,005) (155,096) (32,884) (480,068) (413) — (480,481)
Net premiums written ........... $ 215,684 $409,023 $ 130,382 $ 96,089 $ 851,178 $ 43,342 $ — $ 894,520
Earned premiums .............. $ 417,090 $476,434 $ 256,670 $125,000 $1,275,194 $ 43,755 $  —  $1,318949
Earned premiums ceded ......... (211,127)  (88,578)  (154,568) (29,907) (484,180) (413) — (484,593)
Net premiums earned ........... 205,963 387,856 102,102 95,093 791,014 43,342 — 834,356
Net investment income .. ........ 22,875 40,220 5,987 4,388 73,470 50,993 45,278 169,741
Net realized and unrealized gains

(losses) on investments .. ...... 4,430 10,540 232 2,590 17,792 37,338 26,635 81,765
Net impairment losses recognized

inearnings .................. — — — — — — (3,078) (3,078)
Net realized gain on retirement of

SENIOr NOtES . ..o vvvvvvnnenn.. — — — — — — 111 111
Otherincome . ................. 1,238 12 314 658 2,222 (120) 801 2,903
Total revenues . ................ 234,506 438,628 108,635 102,729 884,498 131,553 69,747 1,085,798
Net losses and loss expenses . . . . . . 132,355 254,474 62,812 43,958 493,599 — — 493,599
Claims and policy benefits ....... — — — — — 101,093 — 101,093
Acquisition costs .. ............. (1,233) 71,074 7,501 18,136 95,478 1,396 — 96,874
Interest expense . ............... 781 6,591 — — 7,372 3,328 10,639 21,339
Net foreign exchange losses

(gains) ......oviiiiiii — — — (5,055) (5,055) — (717) (5,772)
Merger and acquisition expenses . . — — — — — — (31,566) (31,566)
General and administrative

EXPENSES ..t etie e 24,623 31,778 31,229 19,972 107,602 2,786 43,607 153,995
Total losses and expenses . ....... 156,526 363,917 101,542 77,011 698,996 108,603 21,963 829,562
Income (loss) before taxes ....... $ 77980 $ 74,711 $ 7,093 $ 25,718 $ 185,502 $ 22,950 $ 47,784 $ 256,236
Lossratio(b) .................. 64.3 % 65.6 % 61.5% 46.2% 62.4%
Combined ratio(¢) ............. 75.6 % 92.1 % 99.5%  86.3% 88.1%

(a) Loss ratio and combined ratio are not provided for the life and annuity reinsurance segment as the Company believes these ratios are
not appropriate measures for evaluating the profitability of life and annuity underwriting.

(b) Loss ratio is calculated by dividing net losses and loss expenses by net premiums earned.

(c) Combined ratio is calculated by dividing the sum of net losses and loss expenses, acquisition costs and general and administrative
expenses by net premiums earned.
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Gross premiums written
Reinsurance premiums ceded

Net premiums written

Earned premiums
Earned premiums ceded

Net premiums earned
Net investment income . ..........
Net realized and unrealized losses on
investments ..................
Net impairment losses recognized in
@AIMINGS v .o v vve e
Net realized gain on retirement of
SENIOr NOtES ..o vvvvvvennnnn..
Otherincome ...................

Total revenues

Net losses and loss expenses . . . . ...
Claims and policy benefits
Acquisition costs
Interest expense .. ...............
Net foreign exchange losses

(gains)
Merger and acquisition expenses . . .
General and administrative

expenses

Total losses and expenses
Income (loss) before taxes

Loss ratio (b)
Combined ratio (c)

(@)

ALTERRA CAPITAL HOLDINGS LIMITED

Notes to Consolidated Financial Statements
December 31, 2010, 2009 and 2008
(Expressed in thousands of U.S. Dollars,
except per share amounts)

Life &

Property & Casualty Annuity

Alterra
U.S. at

Insurance Reinsurance Specialty Lloyd’s  Total

Reinsurance (a) Corporate Consolidated

$ 389,368 $419,509 $ 194,353 $ 8,844 $1,012,074 $242,176 $ —  $1,254,250
(198,098)  (92,421) (118,710) (4,294) (413,523) (524) — (414,047)
$ 191,270 $327,088 $ 75,643 $4,550 $ 598,551 $241,652 $ — S 840203
$ 371,080 $426,157 $ 121,172 $ 9,663 $ 928,072  $242,176 $ —  $1,170,248
(189,125)  (84,366)  (77,374) (5.349) (356,214) (524) — (356,738)
181,955 341,791 43,798 4314 571,858 241,652 - 813,510
18437 36,069 7235 542 62,283 40,058 79,283 181,624
(23,499)  (51,096) (523) 508 (74,610)  (100,921)  (59.434)  (234,965)
_ _ _ _ _ — (16,887)  (16,887)
_ _ _ _ _ — 2,245 2,245
1,112 - 303 160 1,575 - (117) 1,458
178,005 326,764 50,813 5,524 561,106 180,789 5,090 746,985
142,150 218,749 30,376 2,470 393,745 - - 393,745
— - — — — 301,526 — 301,526
(2,810) 51,328 3,039 981 52,538 (159) - 52,379
- 7,516 - - 7,516 6,818 21,755 36,089
— — — (382 (382) — 10,255 9,873
— — — — — - 2,944 2,944
21,101 28,548 27235 2,525 79,409 2,917 42,189 124,515
160,441 306,141 60,650 5594 532,826 311,102 77,143 921,071
$ 17,564 $ 20,623 $ (9,837)$  (70)$ 28,280  $(130,313)  $(72,053) $ (174,086)
781%  64.0% 69.4% 573%  68.9%
882%  87.4%  138.5% 138.5%  91.9%

these ratios are not appropriate measures for evaluating the profitability of life and annuity underwriting.

(b)
©

Loss ratio is calculated by dividing net losses and loss expenses by net premiums earned.
Combined ratio is calculated by dividing the sum of net losses and loss expenses, acquisition costs and general and

administrative expenses by net premiums earned.
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The Company’s clients are located in three geographic regions: North America, Europe and the rest of the
world. Property and casualty gross premiums written and reinsurance premiums ceded by geographic region for
the years ended December 31, 2010, 2009 and 2008 were:

2010 (Expressed in thousands of U.S dollars) North America Europe Rest of the world Total
Gross premiums written $1,061,853  $207,099 $136,844 $1,405,796
Reinsurance ceded (292,845) (59,196) (18,722) (370,763)

$ 769,008 $147,903 $118,122 $1,035,033

2009 (Expressed in thousands of U.S dollars) North America Europe Rest of the world Total
Gross premiums written $1,045,655 $180,794 $104,797 $1,331,246
Reinsurance ceded (393,057) (68,503) (18,508) (480,068)

$ 652,598 $112,291 $ 86,289 $ 851,178

2008 (Expressed in thousands of U.S dollars) North America Europe Rest of the world Total
Gross premiums written $ 819,277 $139,569 $ 53,228 $1,012,074
Reinsurance ceded (358,159) (33,822) (21,542) (413,523)

$ 461,118 $105,747 $ 31,686 $ 598,551

The Company’s largest client in each of the three years ended December 31, 2010, 2009 and 2008
accounted for 1.8%, 4.5%, and 7.2%, respectively, of the Company’s property and casualty gross premiums
written.

Financial information relating to life and annuity gross premiums written and reinsurance premiums ceded
by geographic region for the years ended December 31, 2010, 2009 and 2008 was as follows:

2010 (Expressed in thousands of U.S dollars) North America Europe Total
Gross premiums written $ 3,800 $ 1,135 $ 4935
Reinsurance ceded (400) — (400)

$ 3,400 $ 1,135 $ 4535

2009 (Expressed in thousands of U.S dollars)

Gross premiums written $43,755 $ — $ 43,755
Reinsurance ceded (413) — (413)
$43,342 $ —  $ 43342

2008 (Expressed in thousands of U.S dollars)

Gross premiums written $ 2,621 $239,555 $242,176
Reinsurance ceded (524) — (524)

$ 2,097 $239,555 $241,652

The largest client in each of the three years ended December 31, 2010, 2009 and 2008 accounted for 36.5%,
95.0% and 72.2%, respectively, of the Company’s life and annuity gross premiums written.
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21. QUARTERLY FINANCIAL RESULTS (unaudited)

2010

Revenues
Gross premiums written

Net premiums earned
Net investment income

Net realized and unrealized gains (losses) on investments

Net impairment losses recognized in earnings

Other income
Total revenues

Losses and expenses

Net losses and loss expenses

Claims and policy benefits
Acquisition costs

Interest expense

Net foreign exchange (gains) losses
Merger and acquisition expenses
General and administrative expenses

Total losses and expenses
Income before taxes
Income tax expense (benefit)
Net income

Basic earnings per share

Diluted earnings per share

173

except per share amounts)

March 31 June 30 September 30 December 31
$371,139 $398,981  $325,213 $315,398
$194,240 $293,260  $342,432 $342,554
48,390 53,277 59,711 61,080
6,422 (14,786) 15,411 9,825
(420) (300) (151) (1,774)
344 275 1,327 2,862
248,976 331,726 418,730 414,547
124,965 159,817 191,012 179,047
17,659 13,943 15,060 18,551
24,244 48,798 60,859 53,563
4,942 7,916 7,551 7,866
(2,452) (634) 3,353 (382)
4,744 (54,570) 550 500
36,528 50,649 56,650 76,759
210,630 225,919 335,035 335,904
$ 38,346 $105,807 $ 83,695 $ 78,643
1,965 2,360 858 (1,027)

$ 36,381 $103,447 $ 82,837 $ 79,670
$ 064 $ 114 $ 071 $ 0.70
$ 063 $ 113 $ 0.70 $ 0.69
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2009

Revenues
Gross premiums written

Net premiums earned
Net investment income

Net realized and unrealized gains on investments
Net impairment losses recognized in earnings
Net realized gain on retirement of senior notes

Other income
Total revenues

Losses and expenses

Net losses and loss expenses

Claims and policy benefits
Acquisition costs

Interest expense

Net foreign exchange (gains) losses
Merger and acquisition expenses
General and administrative expenses

Total losses and expenses
Income before taxes
Income tax expense

Net income
Basic earnings per share

Diluted earnings per share
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March 31 June 30

September 30 December 31

$434,273  $396,509  $265,886 $278,333
$190,282 $228,785  $208,016 $207,273
40,488 41,755 42,830 44,668
18,441 21,472 24,528 17,325
— (2,014) (139) (925)

— — — 111
1,306 974 819 (196)
250,517 290,972 276,054 268,256
124,723 122,228 131,778 114,870
14,332 55,407 14,378 16,976
20,630 25,059 27,997 23,188
3,939 4,744 5,971 6,685
(3,476) (3,404) 406 702
5,223 4,785 (41,350) (224)
39,060 36,105 40,372 38,458
204,431 244,924 179,552 200,655
$ 46,086 $ 46,048 $ 96,502 $ 67,601
1,547 2,290 1,176 5,009

$ 44,539 $ 43,758 $ 95,326 $ 62,592
$§ 079 $ 077 $ 1.67 $ 110
$§ 078 $ 076 $ 164 $ 1.08
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SCHEDULE II
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Assets

Cash and cash equivalents
Investments in subsidiaries
Other assets

Total Assets

Liabilities

Due to affiliated companies

Accounts payable and accrued expenses

Total Liabilities

Shareholders’ Equity

Preferred shares (par value $1.00) 20,000,000 shares authorized; no shares issued or
outstanding

Common shares (par value $1.00) 200,000,000 shares authorized; 110,963,160 shares
issued and outstanding (2009—55,867,125)

Additional paid-in capital

Accumulated other comprehensive income

Retained earnings

Total Shareholders’ Equity
Total Liabilities and Shareholders’ Equity

2010 2009
$§ 50746 § 23,164
3,161,780 1,694,955
707 720
$3,213,233  $1,718,839
$ 284,080 $ 149915
10,883 4,291
294,963 154,206
110,963 55,867
2,026,045 752,309
98,946 25,431
682,316 731,026
2,918,270 1,564,633
$3,213,233  $1,718,839

See accompanying report of independent registered public accounting firm
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Net investment income
Net realized and unrealized losses on investments

Expenses
Interest expense

General and administrative expenses

Net Income (Loss)

2010 2009 2008

$266,315 $240,242  $(146,148)
(10,421) — —

945 2,041 3,029
(47386)  (8,014) 26,141

$302,335 $246,215 $(175,318)

See accompanying report of independent registered public accounting firm
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Operating activities:
Net income (loss)

Adjustments to reconcile net income to net cash provided by (used in)

operating activities:

Amortization of unearned stock based compensation

Other assets

Accounts payable and accrued expenses
Due to (from) affiliated companies
Equity in net earnings of subsidiaries
Negative goodwill gain

Net cash provided by (used in) operating activities

Investing activities:
Investments in subsidiaries
Dividends received

Return of capital

Net cash provided by investing activities

Financing activities:

Net proceeds from issuance of common shares
Repurchase of common shares

(Repayment of) proceeds from bank loan
Dividends paid

Net cash used in financing activities
Increase (decrease) in cash and cash equivalents
Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

2010 2009 2008
$302,335 $ 246215 $(175,318)
27467 20,907 20,248
13 (151) (39)
6,592 407 (1,230)
134,165 150,423 (111,133)
(266,421)  (240,144) 146,434
(95,788) — —
108,363 177,657  (121,038)
— (20,199)  (6,039)
350,000 52,500 150,000
125,000 — —
475,000 32,301 143,961
1,478 2,393 6,318
(207,764)  (34,321)  (109,839)
— (150,000) 100,000
(349.495)  (21,722)  (20,414)
(555,781)  (203,650)  (23,435)
27,582 6,308 (512)
23,164 16,856 17,368
$ 50,746 $ 23,164 $ 16,856

See accompanying report of independent registered public accounting firm
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(Expressed in thousands of U.S. Dollars)

Year ended December 31, 2010

Losses and
Loss

Reserve for Expense and Amortization

SCHEDULE IIT

Deferred Losses and Net Net Claims and of Deferred Net Other
Acquisition Loss Unearned Premiums Investment Policy Acquisition Premiums Operating
Costs Expenses Premiums  Earned Income Benefits Costs Written Expense
Insurance $ (7,809)$1,305,801 $153,837 $ 218,593 $ 25,134 $128,823 $ 3,381 $ 199,512 $ 28,615
Reinsurance 76,937 2,041,566 522,540 627,616 60,072 347,816 131,114 444922 67,769
U.S. Specialty 18,698 261,334 145,285 186,732 5,233 118,337 28,444 225,414 36,015
Alterra at Lloyd’s 17,525 297,433 83,825 135,010 11,554 59,865 24,164 165,185 26,794
Life & Annuity
Reinsurance 6,550 1,275,580 — 4,535 49,785 65,213 361 4,535 2,964
Not allocated to
segments — — — — 70,680 — — — 9,538
Total $111,901 $5,181,714 $905,487 $1,172,486 $222,458 $720,054 $187,464 $1,039,568 $171,695
Year ended December 31, 2009
Losses and
Loss

Reserve for Expense and Amortization

Deferred Losses and Net Net Claims and of Deferred Net Other
Acquisition Loss Unearned Premiums Investment  Policy Acquisition Premiums Operating
Costs Expenses Premiums  Earned Income Benefits Costs Written Expense

Insurance $ (4,779)$1,240,036 $182,973 $ 205,963 $ 22,875 $132,355 $ (1,233) $§ 215,684 $ 24,623

Reinsurance 46,557 1,470,681 260,728 387,856 40,220 254,474 71,074 409,023 31,778

U.S. Specialty 8,031 189,126 133,245 102,102 5,987 62,812 7,501 130,382 31,229

Alterra at Lloyd’s 8,985 278,251 51,215 95,093 4,388 43,958 18,136 96,089 14,917
Life & Annuity

Reinsurance 6,854 1,372,513 — 43,342 50,993 101,093 1,396 43,342 2,786
Not allocated to

segments — — — — 45,278 — — — 11,324

Total $ 65,648 $4,550,607 $628,161 $ 834,356 $169,741 $594,692 $ 96,874 $ 894,520 $116,657

See accompanying report of independent registered public accounting firm
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Year ended December 31, 2008

Reserve for

Losses and
Loss
Expense and Amortization

Deferred Losses and Net Net Claims and  of Deferred Net Other
Acquisition Loss Unearned Premiums Investment Policy Acquisition Premiums Operating
Costs Expenses Premiums Earned Income Benefits Costs Written  Expense

Insurance $(4,664) $1,073,754 $200,901 $181,955 $ 18,437 $142,150 $(2,810) $191,270 $ 21,101

Reinsurance 35,674 1,472,428 215,626 341,791 36,069 218,749 51,328 327,088 28,548

U.S. Specialty 1,424 118,058 104,436 43,798 7,235 30,376 3,039 75,643 27,235

Alterra at Lloyd’s 9,566 273,931 53,171 4,314 542 2,470 981 4,550 2,143
Life & Annuity

Reinsurance 9,337 1,366,976 — 241,652 40,058 301,526 (159) 241,652 2,917
Not allocated to

segments — — — — 79,283 — — — 55,388

Total $51,337 $4,305,147 $574,134 $813,510 $181,624 $695,271 $52,379 $840,203 $137,332

See accompanying report of independent registered public accounting firm
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Year ended December 31, 2010
Year ended December 31, 2009
Year ended December 31, 2008

SCHEDULE IV

ALTERRA CAPITAL HOLDINGS LIMITED
Reinsurance

December 31, 2010, 2009 and 2008
(Expressed in thousands of U.S. Dollars)

Percentage of

Ceded to Assumed from Amount
Direct Gross Other Other Assumed to
Premium Companies Companies Net Amount Net
$764,746  $371,163 $645,985 $1,039,568 62%
$759,567 $480,481 $615,434 $ 894,520 69%
$592,565  $414,047 $661,685 $ 840,203 79%

See accompanying report of independent registered public accounting firm
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ALTERRA CAPITAL

Alterra Capital Holdings Limited
Alterra House

2 Front Street, Hamilton HM 11
Bermuda

Tel: (441) 295 8800

Fax: (441) 295 8899

UNDERWRITING OFFICES
BERMUDA

Hamilton

Alterra Bermuda Limited
Alterra House

2 Front Street, Hamilton HM 11
Bermuda

Tel: (441) 296 8800

Fax: (441) 296 8811

NORTH AMERICA
Alpharetta, Georgia

Alterra Specialty

3650 Mansell Road, Suite 250
Alpharetta, GA 30022

Tel: (678) 935 5700

Fax: (678) 935 5701

Dallas, Texas

Alterra Specialty

12222 Merit Drive, Suite 880
Dallas, TX 75251

Tel: (214) 561 1400

Fax: (214) 561 1401

Horsham, Pennsylvania

Alterra Specialty

100 Tournament Drive, Suite 200
Horsham, PA 19044

Tel: (215) 706 6300

Fax: (215) 658 0982

New York, New York
Alterra Specialty
Alterra USA

55 Broadway, Suite 902
New York, NY 10006
Tel: (212) 898 6600
Fax: (212) 898 6601

Alterra USA

1350 Avenue of the Americas,
Suite 1130

New York, NY 10019

Tel: (646) 929 5699

_/ Alterra

Richmond, Virginia
Alterra Specialty
Alterra Excess & Surplus
Insurance Company
Alterra America Insurance Company
9020 Stony Point Parkway,
Suite 325
Richmond, VA 23235
Tel: (804) 287 6900
Fax: (804) 287 6933

San Francisco, California
Alterra California

Insurance Services Limited
1 Front Street, Suite 1450
San Francisco, CA 94111
Tel: (415) 490 4600
Fax: (415) 490 4601

Sebastopol, California
Alterra USA

6741 Sebastopol Avenue
Suite 110

Sebastopol, CA 95472
Tel: (707) 829 4740

Fax: (707) 829 4754

Summit, New Jersey

Alterra Reinsurance USA Inc.

535 Springfield Avenue, Suite 200
Summit, NJ 07901

Tel: (908) 630 2700

Fax: (908) 630 2701

EUROPE

Copenhagen

Alterra Denmark Aps
Kongevejen 400B PO Box 154
DK- 2840 Holte Denmark

Tel: +45 7027 5500

Fax: +45 7027 5510

Dublin

Alterra Insurance Europe Limited
7/8 Wilton Terrace

Dublin 2, Ireland

Tel: +353 1 416 1500

Fax:+353 1416 1549

Alterra Reinsurance Europe Limited
7/8 Wilton Terrace

Dublin 2, Ireland

Tel: +353 1416 1555

Fax: +3531416 1599

Hamburg

Alterra Insurance Europe Limited
Valentinskamp 24,

D-20354 Hamburg, Germany
Tel: +49 40 3111 2336

Fax: +49 403111 2614

Leeds

Alterra at Lloyd’s Limited
43 Park Place

Leeds, LS12RY

Tel: +44 113 234 2525
Fax: +44 113 394 6435

London

Alterra at Lloyd’s Limited

4th Floor, 70 Gracechurch Street
London EC3V OXL

Tel: +44 20 3102 3100

Fax: +44 20 3102 3200

Alterra Re UK

Ground Floor South
Fountain House

130 Fenchurch Street
London EC3M 5D)

Tel: +44 20 7398 2590
Fax: +44 20 3206 1033

Zurich

Alterra Insurance Europe Limited
Swiss Branch

Limbergstrasse 34,

Kiisnacht, CH-8700,
Switzerland.

Tel: +41 44 910 7505

Fax: +41 44 910 7504

LATIN AMERICA

Argentina

Alterra Reinsurance Europe Limited
Ing. Butty 240

4th Floor - Office 403

(Laminar Catalinas)

Buenos Aires (CL001AFB),
Argentina

Tel: +5411 4590 2428/2437

Fax: +5411 4590 2201

Brazil

Alterra at Lloyd’s Limited
Av. Almirante Barroso, 52
Room 2401

Rio de Janeiro - RJ - Brazil
20031-918

Tel: 45521 22151041

Colombia
Alterra Reinsurance Europe Limited
Oficina de Representacion
en Colombia
Av Carrera 9 # 113-52
Oficina 2002 Torres Unidas 2,
Bogota, Colombia
Tel: +57 1 650 2888 /
+57 1619 2656
Fax: +57 1650 2899

JAPAN

Tokyo

Alterra at Lloyd’s Limited

6 FL. Oak Ochanomizu Bldg
3-8 Kanda Ogawamachi
Chiyoda-ku Tokyo
101-0052 Japan

Tel: +81 (0) 3 5282 2801
Fax: +81 (0) 3 5282 2802

Better Talent, Better Results

www.alterracap.com

For worldwide information: info@alterracap.com



