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PART I - FINANCIAL INFORMATION
ITEM 1. CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
PLATINUM UNDERWRITERS HOLDINGS, LTD. AND SUBSIDIARIES
Consolidated Balance Sheets

($ in thousands, except share data)

(Unaudited)
September 30,
2004
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ASSETS
Investments:
Fixed maturities available-for-sale, at fair value
(amortized cost - $2,045,281 and $1,560,807, respectively)
Fixed maturities - trading, at fair value
(amortized cost - $81,689 and $95,926, respectively)
Other invested asset

Total investments
Cash and cash equivalents
Accrued investment income
Reinsurance premiums receivable
Reinsurance recoverable on ceded losses and loss adjustment expenses
Prepaid reinsurance premiums
Funds held by ceding companies
Deferred acquisition costs
Income tax recoverable
Deferred tax assets
Other assets

Total assets

LIABILITIES AND SHAREHOLDERS' EQUITY

Liabilities:

Unpaid losses and loss adjustment expenses

Unearned premiums

Reinsurance deposit liabilities

Debt obligations

Ceded premiums payable

Commissions payable

Funds withheld

Deferred taxes

Other liabilities

Total liabilities

Shareholders' Equity:

Preferred shares, $.01 par value, 25,000,000 shares authorized, no shares

issued or outstanding

Common shares, $.01 par value, 200,000,000 shares authorized, 43,017,657 and

43,054,125 shares issued and outstanding, respectively
Additional paid-in capital
Accumulated other comprehensive income
Retained earnings

Total shareholders' equity

Total liabilities and shareholders' equity

See accompanying notes to condensed consolidated financial statements.
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PLATINUM UNDERWRITERS HOLDINGS, LTD. AND SUBSIDIARIES

Consolidated Statements of Income and Comprehensive Income (Unaudited)
For the Three and Nine Months Ended September 30, 2004 and 2003

$2,064,718

80,617
6,628
2,151,963
222,347
26,613
638,463
2,163
3,013
85,780
142,000
10,433
11,538

$1,222,364
537,251
23,210
137,500
3,851
220,902
22,487
9,111
29,108

430
909, 658
16,446
161,995
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($ in thousands, except per share data)

Revenue:
Net premiums earned
Net investment income
Net realized gains on investments
Other income

Total revenue

Expenses:
Losses and loss adjustment expenses
Acquisition expenses
Operating expenses
Net foreign currency exchange (gains) losses
Interest expense

Total expenses

Income (loss) before income tax expense (benefit)
Income tax expense (benefit)

Net income (loss)

Earnings per share:
Basic earnings per share
Diluted earnings per share

Comprehensive income (loss):
Net income (loss)
Other comprehensive income:
Net change in unrealized gains (losses) on
available-for-sale securities, net of deferred taxes
Cumulative translation adjustments, net of deferred taxes

Comprehensive income (loss)
Shareholder dividends:

Dividends declared
Dividends declared per share

Three Months Ended
September 30,

$ 383,090
21,429
2,262
1,021

384,724
81,271
15,400

(628)
2,322

See accompanying notes to condensed consolidated financial statements.
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PLATINUM UNDERWRITERS HOLDINGS, LTD. AND SUBSIDIARIES

Consolidated Statements of Changes in Shareholders' Equity
For the Nine Months Ended September 30, 2004 and 2003

($ in thousands)

(Unaudited)

272,265
14,780
1,508
544

157,208
60,408
18,499
(1,356)
2,444

37,817

(11,984)
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Preferred shares:
Balances at beginning and end of period

Common shares:
Balances at beginning of period
Exercise of share options
Issuance of common shares
Purchase of common shares

Balances at end of period

Additional paid-in-capital:
Balances at beginning of period
Exercise of share options
Share based compensation
Issuance of common shares
Purchase of common shares

Balances at end of period

Accumulated other comprehensive income (loss):
Balances at beginning of period
Net change in unrealized gains and losses on available-for-
sale securities, net of deferred taxes
Net change in cumulative translation adjustments, net of
deferred tax

Balances at end of period
Retained earnings:
Balances at beginning of period
Net income

Dividends paid to shareholders

Balances at end of period

Total shareholders' equity

Nine Months Ended
September 30,

910,505
5,834
1,736
1,565

(9,982)

137,494
34,861
(10, 360)

See accompanying notes to condensed consolidated financial statements.

-3-

PLATINUM UNDERWRITERS HOLDINGS, LTD. AND SUBSIDIARIES

Consolidated Statement of Cash Flows (Unaudited)

For the Nine Months Ended September 30, 2004 and 2003

($ in thousands)

903,797

4,547
520
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Operating Activities:

Net income

Adjustments to reconcile net income to cash used in operations:
Depreciation and amortization
Net realized gains on investments
Net foreign currency exchange (gains) losses
Share based compensation
Trading securities activities
assets and liabilities:

Changes in
Increase
Increase
Decrease
Increase
Increase
Increase
Increase
Increase
Increase
Increase
Increase

in
in
in
in
in
in
in

accrued investment income

reinsurance premiums receivable

amounts receivable from St. Paul

funds held by ceding companies

deferred acquisition costs

net unpaid losses and loss adjustment expenses
net unearned premiums

(decrease) in reinsurance deposit liabilities
(decrease) in ceded premiums payable

in
in

commissions payable
funds withheld

Changes in other assets and liabilities
Paul related to the November 1, 2002 assumption of
liabilities on reinsurance contracts becoming effective in 2002

Cash from St.

Other net

Net cash provided by operating activities

Investing Activities:
Proceeds from sale of available-for-sale fixed maturities
Proceeds from maturity or paydown of available-for-sale fixed maturities
Acquisition of available-for-sale fixed maturities

Net cash used in investing activities

Financing Activities:
Dividends paid to shareholders
Proceeds from exercise of share options
Proceeds from issuance of common shares
Purchase of common shares

Net cash used in financing activities

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

Supplemental disclosures of cash flow information:
Income taxes paid

Interest paid

See accompanying notes to condensed consolidated financial statements.

Nine Months E
September 3

15,676
(1,435)
(326)

1,736

13,026

(9,121)
(151, 022)
(20, 720)
(62, 693)
488,814
234,382
17,511
(2,354)
44,592
22,487
(2,051)

307,551
117,117
(916,443)

(10, 360)
5,836

116,886
105,461
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PLATINUM UNDERWRITERS HOLDINGS, LTD. AND SUBSIDIARIES

Notes to Condensed Consolidated Financial Statements (Unaudited)
For the Three and Nine Months Ended September 30, 2004 and 2003

(1) BASIS OF PRESENTATION

The condensed consolidated financial statements have been prepared in
conformity with accounting principles generally accepted in the United States of

America ("U.S. GAAP") and include the accounts of Platinum Underwriters
Holdings, Ltd. and its subsidiaries (the "Company"), including Platinum Re (UK)
Limited ("Platinum UK"), Platinum Underwriters Bermuda, Ltd., Platinum
Underwriters Reinsurance, Inc. ("Platinum US"), Platinum Underwriters Finance,

Inc., Platinum Regency Holdings, and Platinum Administrative Services, Inc. All
material inter-company transactions have been eliminated in preparing these
consolidated financial statements. The condensed consolidated financial
statements included in this report as of and for the three and nine months ended
September 30, 2004 and 2003 are unaudited and include those adjustments,
consisting of normal recurring items that management considers necessary for a
fair presentation under U.S. GAAP. These consolidated financial statements
should be read in conjunction with the consolidated financial statements and
related notes included in the Company's Annual Report on Form 10-K for the year
ended December 31, 2003.

The preparation of financial statements requires management to make
estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amounts of revenues and expenses
during the reporting period. Actual results could materially differ from these
estimates. The results of operations for any interim period are not necessarily
indicative of results for the full year.

In November 2002, Platinum Underwriters Holdings, Ltd. ("Platinum
Holdings") completed an initial public offering of 33,044,000 common shares.
Concurrent with the public offering, Platinum Holdings sold 6,000,000 common
shares to The St. Paul Travelers Companies, Inc., formerly The St. Paul
Companies, Inc., ("St. Paul") and 3,960,000 common shares to RenaissanceRe
Holdings Ltd. ("RenaissanceRe") in private placements. In addition to the common
shares issued, the Company issued Equity Security Units, consisting of a
contract to purchase common shares in 2005 and an ownership interest in a senior
note due 2007. Also, concurrent with these transactions, the Company and St.
Paul entered into several agreements for the transfer of continuing reinsurance
business and certain related assets of St. Paul. Among these agreements were
quota share retrocession agreements effective November 2, 2002 under which the
Company assumed from St. Paul unpaid losses and loss adjustment expenses
("LAE"), unearned premiums and certain other liabilities on reinsurance
contracts becoming effective in 2002 (the "Quota Share Retrocession
Agreements"). St. Paul subsequently sold 6,000,000 common shares as described in
Note (6).

Share Based Compensation

The Company adopted Statement of Financial Accounting Standards No. 123

"Accounting for Awards of Stock Based Compensation to Employees" ("SFAS 123")
and Statement of Financial Accounting Standards No. 148 "Accounting for
Stock-Based Compensation-Transition and Disclosure" ("SFAS 148") effective

January 1, 2003. SFAS 123 requires that the fair value of share options granted
under the Company's share option plan subsequent to the adoption of SFAS 148 be
amortized in earnings over the vesting periods. The fair value of the share
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options granted is determined through the use of an option-pricing model. SFAS
148 amends SFAS 123 and provides transitioning guidance for a voluntary adoption
of FAS 123 as well as amends the disclosure requirements of SFAS 123. Prior to
the adoption of SFAS 123, the Company elected to use the intrinsic value method
of accounting for its share based

PLATINUM UNDERWRITERS HOLDINGS, LTD. AND SUBSIDIARIES

Notes to Condensed Consolidated Financial Statements (Unaudited), continued
For the Three and Nine Months Ended September 30, 2004 and 2003

awards granted to employees established by Accounting Principles Board Opinion
No. 25, "Accounting for Stock Issued to Employees" ("APB 25") and continues to
use the intrinsic method for share options granted in 2002. Under APB 25, if the
exercise price of the Company's employee share options is equal to or greater
than the fair market value of the underlying shares on the date of the grant, no
compensation expense is recorded.

Had the Company calculated and recorded compensation expense for all share
option grants based on the "fair value" method described in SFAS 123, net income
and earnings per share, net of tax, would have been the pro forma amounts for
the three and nine months ended September 30, 2004 and 2003 as indicated below
($ in thousands, except per share data):

Three Months Ended Nine Months Ended
September 30, September 30,
2004 2003 2004 2003
Share based compensation expense:
As reported $ 649 208 1,736 S 4,547
Pro forma 1,855 1,798 5,200 13,273
Net income (loss):
As reported (69,752) 37,817 34,861 95,008
Pro forma (70,958) 36,227 31,397 86,282
Basic earnings per share:
As reported (1.62) 0.88 0.81 2.21
Pro forma (1.606) 0.84 0.72 2.01
Diluted earnings per share:
As reported (1.62) 0.81 0.78 2.04
Pro forma S (1.66) 0.77 0.71 S 1.86

Reclassifications

Certain reclassifications have been made to the 2003 financial statements
in order to conform to the 2004 presentation.

(2) INVESTMENTS
Investments classified as available-for-sale are carried at fair value as

of the balance sheet date. Net change in unrealized investment gains for the
nine months ended September 30, 2004 and 2003 were as follows ($ in thousands):
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Nine Months Ended
September 30,

2004 2003
Fixed maturities $(3,261) $ 20,913
Less - deferred taxes 1,225 (4,905)
Net change in unrealized gains (losses) $(2,036) $ 16,008

PLATINUM UNDERWRITERS HOLDINGS, LTD. AND SUBSIDIARIES

Notes to Condensed Consolidated Financial Statements (Unaudited), continued
For the Three and Nine Months Ended September 30, 2004 and 2003

Gross unrealized gains and losses on available-for-sale fixed maturities
as of September 30, 2004 were $24,764,000 and $5,327,000, respectively. The
unrealized losses of fixed maturities available-for-sale are aggregated by
investment category and length of time that individual securities have been in a
continuous unrealized loss position and are as follows:

Unrealized
Fair Value Loss

Less than twelve months:
U.S. Government and U.S. Government agencies $ 79,185 S 367
Corporate bonds 253,295 2,570
Mortgage and asset backed securities 24,141 630
Municipal bonds 47,317 603
Foreign governments and states 11,533 90

Total 415,471 4,260
Twelve months or more:
U.S. Government and U.S. Government agencies 34,523 509
Corporate bonds 10,665 361
Redeemable preferred stocks 3,553 197

Total 48,741 1,067
Total of securities with unrealized losses:
U.S. Government and U.S. Government agencies 113,708 876
Corporate bonds 263,960 2,931
Mortgage and asset backed securities 24,141 630
Municipal bonds 47,317 603
Foreign governments and states 11,533 90
Redeemable preferred stocks 3,553 197

Total $464,212 $5,327

Management believes that the unrealized losses on fixed maturities are
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related to interest rate changes and do not represent other credit impairments.
Investments with a carrying value of $358,780,000 and cash and cash
equivalents of $24,508,000 at September 30, 2004 were held in trust to secure

liabilities under various reinsurance agreements.

—7—

PLATINUM UNDERWRITERS HOLDINGS, LTD. AND SUBSIDIARIES

Notes to Condensed Consolidated Financial Statements (Unaudited), continued
For the Three and Nine Months Ended September 30, 2004 and 2003

(3) EARNINGS PER SHARE
Following is a reconciliation of the basic and diluted earnings per share

computations for the three and nine months ended September 30, 2004 and 2003 ($
in thousands, except per share data):

Weighted
Average
Net Shares Earnings
Income Outstanding Per Share
Three Months Ended September 30, 2004:
Basic loss per share:
Loss available to common shareholders $(69,752) 43,127 S (1.62)
Three Months Ended September 30, 2003:
Basic earnings per share:
Income available to common shareholders $ 37,817 43,022 $ 0.88
Effect of dilutive securities:
Share options - 767
Interest expense related to Equity Security Units 1,628 -
Common share conversion of Equity Security Units - 5,087
Diluted earnings per share:
Income available to common shareholders $ 39,445 48,876 $ 0.81
Nine Months Ended September 30, 2004:
Basic earnings per share:
Income available to common shareholders $ 34,861 43,186 $ 0.81
Effect of dilutive securities:
Share options - 2,227
Interest expense related to Equity Security Units 4,577 -
Common share conversion of Equity Security Units - 5,009
Diluted earnings per share:
Income available to common shareholders $ 39,438 50,422 S 0.78

10
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PLATINUM UNDERWRITERS HOLDINGS, LTD. AND SUBSIDIARIES

Notes to Condensed Consolidated Financial Statements (Unaudited), continued
For the Three and Nine Months Ended September 30, 2004 and 2003

Weighted
Average
Net Shares Earnings
Income Outstanding Per Share
Nine Months Ended September 30, 2003:
Basic earnings per share:
Income available to common shareholders $ 95,008 43,012 S 2.21
Effect of dilutive securities:
Share options - 572
Interest expense related to Equity Security Units 4,743 -
Common share conversion of Equity Security Units - 5,320
Diluted earnings per share:
Income available to common shareholders $ 99,751 48,904 S 2.04

(4) OPERATING SEGMENT INFORMATION

The Company conducts its worldwide reinsurance business through three
operating segments: Property and Marine, Casualty and Finite Risk. The Property
and Marine operating segment includes principally property and marine
reinsurance coverages that are written in the United States and international
markets. This business includes property per-risk excess-of-loss treaties,
property proportional treaties and catastrophe excess-of-loss reinsurance
treaties. The Casualty operating segment includes principally reinsurance
treaties that cover umbrella liability, general and product liability,
professional liability, directors and officers liability, workers' compensation,
casualty clash, automobile liability, trade credit and surety. This segment also
includes accident and health reinsurance treaties, which are predominantly
reinsurance of health insurance products. The Finite Risk operating segment
includes principally structured reinsurance contracts with ceding companies
whose needs may not be met efficiently through traditional reinsurance products.
The Company focuses on providing such clients with customized solutions.

In managing the Company's operating segments, management uses measures
such as underwriting income and underwriting ratios to evaluate segment
performance. Management does not allocate by segment its assets or certain
income and expenses such as investment income, interest expense and certain
corporate expenses. Segment underwriting income is reconciled to income before
income tax expense (benefit). The measures used by management in evaluating the
Company's operating segments should not be used as a substitute for measures
determined under U.S. GAAP. The following table summarizes underwriting activity
and ratios for the operating segments together with a reconciliation of
underwriting income to income before income tax expense (benefit) for the three
and nine months ended September 30, 2004 and 2003 ($ in thousands):

—9—

PLATINUM UNDERWRITERS HOLDINGS, LTD. AND SUBSIDIARIES

11
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Notes to Condensed Consolidated Financial Statements (Unaudited), continued
For the Three and Nine Months Ended September 30, 2004 and 2003

Property
and Marine Casualty Fi
Three months ended September 30, 2004:
Net premiums written $ 120,629 171,967
Net premiums earned 135,430 156,512
Losses and LAE 195,495 105,559
Acquisition expenses 20,834 38,935
Other underwriting expenses 5,956 5,617
Segment underwriting loss $ (86,855) 6,401
Corporate expenses not allocated to segments
Net foreign currency exchange gains
Interest expense
Other income
Net investment income and net realized gains on investments
Loss before income tax benefit
Ratios:
Losses and LAE 144.4% 67.4%
Acquisition expense 15.4% 24.9%
Other underwriting expense 4.4% 3.6%
Combined 164.2% 95.9%
Three months ended September 30, 2003:
Net premiums written $ 77,114 134,991
Net premiums earned 81,113 106,298
Losses and LAE 41,237 71,052
Acquisition expenses 9,930 29,465
Other underwriting expenses 7,412 5,065
Segment underwriting income $ 22,534 716
Corporate expenses not allocated to segments
Net foreign currency exchange gains
Interest expense
Other income
Net investment income and net realized gains on investments
Income before income tax expense
Ratios:
Losses and LAE 50.8% 66.8%
Acquisition expense 12.2% 27.7%
Other underwriting expense 9.1% 4.8%
Combined 72.1% 99.3%

-10-
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PLATINUM UNDERWRITERS HOLDINGS,

LTD. AND SUBSIDIARIES

Notes to Condensed Consolidated Financial Statements (Unaudited), continued
For the Three and Nine Months Ended September 30, 2004 and 2003

Nine months ended September 30, 2004:
Net premiums written

Net premiums earned

Losses and LAE

Acquisition expenses

Other underwriting expenses

Segment underwriting income

Corporate expenses not allocated to segments
Net foreign currency exchange gains

Interest expense

Other income

Property
and Marine

353,423
285,047
57,491
21,280

Net investment income and net realized gains on investments

Income before income tax expense

Ratios:
Losses and LAE
Acquisition expense
Other underwriting expense

Combined

Nine months ended September 30, 2003:
Net premiums written

Net premiums earned

Losses and LAE

Acquisition expenses

Other underwriting expenses

Segment underwriting income

Corporate expenses not allocated to segments
Net foreign currency exchange losses
Interest expense

Other income

J
o

o w

o o o

265,052
135,292
38,734
28,243

Net investment income and net realized gains on investments

Income before income tax expense

Ratios:
Losses and LAE
Acquisition expense
Other underwriting expense

Combined

J
IS

~J o O

o o o

Casualty Fi

424,964
293,734
105,765

15,979

[\

fiIsy
o WO
o° o o

289,975
199,489
74,943
14,225

[\

(€]
O 00
o° o o
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PLATINUM UNDERWRITERS HOLDINGS, LTD. AND SUBSIDIARIES

Notes to Condensed Consolidated Financial Statements (Unaudited), continued
For the Three and Nine Months Ended September 30, 2004 and 2003

(5) HURRICANES CHARLEY, FRANCES, IVAN AND JEANNE

In late August and September of 2004, there were four significant named
hurricanes, Charley, Frances, Ivan and Jeanne (the "Hurricanes"), that caused
severe damage in the Caribbean and the southeast United States. As a result of
losses arising from these catastrophic events, certain reinsurance contracts
generated additional premiums. Further, previously accrued profit commissions
for certain reinsurance contracts were reduced.

The aggregate adverse impact on net income of the Company for the three
months and nine months ended September 30, 2004 from the Hurricanes is
summarized as follows ($ in thousands) :

Gross losses $ 186,457
Less:
Additional premiums earned (19,895)
Profit commissions (10, 350)
Net adverse impact before income tax benefit 156,212
Income tax benefit (11,403)
Net adverse impact after income tax benefit $ 144,809
(6) SHELF REGISTRATION STATEMENT AND SALE OF COMMON SHARES BY ST. PAUL

The Company has filed an unallocated universal shelf registration
statement with the Securities and Exchange Commission ("SEC"), which the SEC
declared effective on April 5, 2004. The securities registered under the shelf
registration statement for possible future sales include up to $750,000,000 of
common shares, preferred shares and various types of debt securities. The
registration statement included common shares held by St. Paul and RenaissanceRe
and common shares issuable upon exercise of options owned by St. Paul and
RenaissanceRe. On June 25, 2004, the Company announced St. Paul's intent to sell
6,000,000 of the Company's common shares in an underwritten public offering,
which was effected pursuant to a prospectus supplement to the shelf registration
statement dated June 28, 2004 and completed on June 30, 2004. The Company did
not sell any common shares in the offering and did not receive any proceeds from
the sale of the common shares by St Paul. St. Paul continues to hold an option
to acquire 6,000,000 common shares of the Company. The 6,000,000 common shares
sold by St. Paul amounted to $177,330,000 of the securities registered under the
$750,000,000 shelf registration statement.

(7) COMPANY COMMON SHARE BUYBACK
On August 4, 2004, the board of directors of the Company approved a plan

to purchase up to $50,000,000 of its common shares. During the three months
ended September 30, 2004 the Company purchased 349,700 of its common shares in

14
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the open market at an aggregate amount of $9,985,000 at a weighted average price
of $28.55 per share. The shares purchased by the Company were canceled.

(8) SUBSEQUENT EVENT

Effective January 1, 2004, Platinum US and Platinum UK entered into an
excess-of-loss retrocessional contract that provided the Company with up to $100
million of coverage. Premiums ceded under this contract vary depending on the
amount of the ceded losses under the contract and the severity of individual
loss events on the insurance industry. The Company evaluated the Hurricane
losses and the effect of the contract on the Company's results of operations for
the quarter ended September 30, 2004 and commuted the contract effective
November 8, 2004. Results for the three and nine months ended September 30, 2004
do not reflect any benefit from the contract.

—-12-

ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS
FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2004 AND 2003

BUSINESS OVERVIEW

Platinum Underwriters Holdings, Ltd. ("Platinum Holdings") is a Bermuda
holding company organized in 2002. Platinum Holdings and its subsidiaries (the
"Company") operate through three licensed reinsurance subsidiaries: Platinum
Underwriters Reinsurance, Inc. ("Platinum US"), Platinum Re (UK) Limited
("Platinum UK") and Platinum Underwriters Bermuda, Ltd. ("Platinum Bermuda") .
The Company provides property and marine, casualty and finite risk reinsurance
coverages, through reinsurance intermediaries, to a diverse clientele of
insurers and select reinsurers on a worldwide basis.

The following discussion and analysis should be read in conjunction with
the consolidated financial statements and related notes thereto and management's
discussion and analysis of financial condition and results of operations
included in the Company's Annual Report on Form 10-K for the year ended December
31, 2003. The Company's consolidated financial statements have been prepared in
accordance with accounting principles generally accepted in the United States of
America ("U.S. GAAP").

In November 2002, Platinum Holdings completed an initial public offering
of 33,044,000 common shares. Concurrent with the public offering, Platinum
Holdings sold 6,000,000 common shares to The St. Paul Travelers Companies, Inc.,
formerly The St. Paul Companies, Inc., ("St. Paul"), and 3,960,000 common shares
to RenaissanceRe Holdings Ltd. ("RenaissanceRe") in private placements. In
addition to the common shares issued, the Company issued Equity Security Units,
consisting of a contract to purchase common shares in 2005 and an ownership
interest in a senior note due 2007. Also, concurrent with these transactions,
the Company and St. Paul entered into several agreements for the transfer of
continuing reinsurance business and certain related assets of St. Paul. Among
these agreements were quota share retrocession agreements effective November 2,
2002 under which the Company assumed from St. Paul unpaid losses and loss

adjustment expenses ("LAE"), unearned premiums and certain other liabilities on
reinsurance contracts becoming effective in 2002 (the "Quota Share Retrocession
Agreements"). St. Paul subsequently sold its 6,000,000 common shares.

The Company writes property and casualty reinsurance. Property reinsurance
protects a ceding company against financial loss arising out of damage to
property or loss of its use caused by an insured peril. Examples of property
reinsurance are property catastrophe and property per-risk coverages. Property
catastrophe reinsurance protects a ceding company against losses arising out of
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multiple claims for a single event while property per-risk reinsurance protects
a ceding company against loss arising out of a single claim for a single event.
Casualty reinsurance protects a ceding company against financial loss arising
out of the obligation to others for loss or damage to persons or property.
Examples of casualty reinsurance are reinsurance treaties that cover umbrella
liability, general and product liability, professional liability, directors and
officers liability, workers' compensation, casualty clash, automobile liability,
surety and trade credit. Casualty also includes accident and health reinsurance
treaties, which are predominantly reinsurance of health insurance products.

The property and casualty reinsurance industry is highly competitive. The
Company competes with reinsurers worldwide, many of which have greater
financial, marketing and management resources. Large financial institutions
represent some of the Company's competitors, while others are specialty
reinsurance companies. Financial institutions have also created alternative
capital market products that compete with reinsurance products, such as
reinsurance securitization. The Company's principal
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competitors vary by type of business. Bermuda-based reinsurers are significant
competitors on property catastrophe business. Lloyd's of London syndicates are
significant competitors on marine business. On international business, the large
European reinsurers are significant competitors.

The reinsurance industry historically has been cyclical, characterized by
periods of price competition due to excessive underwriting capacity as well as
periods of favorable pricing due to shortages of underwriting capacity. Cyclical
trends in the industry and the industry's profitability can also be affected
significantly by volatile developments, including natural and other disasters,
such as hurricanes, windstorms, earthquakes, floods, fires, explosions and other
catastrophic events, including terrorist attacks, the frequency and severity of
which are inherently difficult to predict. Property and casualty reinsurance
rates often rise in the aftermath of significant catastrophe losses. As
liabilities are established to cover expected claims, the industry's capacity to
write new business diminishes. The industry is also affected by changes in the
propensity of courts to expand insurance coverage and grant large liability
awards, as well as fluctuations in interest rates, inflation and other changes
in the economic environment that affect market prices of investments.

RESULTS OF OPERATIONS

Three Months Ended September 30, 2004 as Compared with the Three Months Ended
September 30, 2003

Net income (loss) for the three months ended September 30, 2004 and 2003
was as follows ($ in thousands) :

Three Months Ended September 30,

2004 2003 Decrease

Net income (loss) $(69,752) 37,817 $(107,569)

The net loss in 2004 as compared with net income in 2003 is attributable
to the decline in underwriting income of $134,695,000, due primarily to the
combination of four significant named hurricanes, Charley, Frances, Ivan and
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Jeanne (the "Hurricanes"), causing severe damage in the Caribbean and the
southeast United States. Partially offsetting the loss from the Hurricanes was
improved underwriting income from growth of profitable business in all segments.
Net income in 2004 as compared with 2003 was also impacted by an increase in
investment income of $6,649,000, a decline in operating expenses of $3,099,000,
and a reduction in income tax expense of $19,612,000 in 2004.

The aggregate adverse impact on net income of the Company for the three
months and nine months ended September 30, 2004 from the Hurricanes is
summarized as follows:

Gross losses $ 186,457
Less:

Additional premiums earned (19,895)

Profit commissions (10, 350)

Net impact on underwriting 156,212

Income tax benefit (11,403)

Net adverse impact after income tax benefit $ 144,809

_14_

Net premiums written and net premiums earned for the three months ended
September 30, 2004 and 2003 were as follows ($ in thousands) :

Three Months Ended September 30,

2004 2003 Increase
Net premiums written $440,495 281,316 $159,179
Net premiums earned $383,090 272,265 $110,825

The increase in net premiums written in 2004 is attributable to growth in
all segments. The increase in net premium earned is related to the growth in
current and prior periods' net premiums written and is affected by changes in
the mix of business and the structure of the underlying reinsurance contracts.

Net investment income for the three months ended September 30, 2004 and
2003 was $21,429,000 and $14,780,000, respectively. Net investment income
increased in 2004 primarily due to increased invested assets attributable to
positive cash flow from operations. Net realized gains on investments of
$2,262,000 and $1,508,000 for the three months ended September 30, 2004 and
2003, respectively, were the result of investment sales activity to manage the
credit quality and duration of the investment portfolio.

Other income for the three months ended September 30, 2004 and 2003 was
$1,021,000 and $544,000, respectively. Other income includes net earnings on
several reinsurance c