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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS

Some of the statements under “Item 1. Business”, “Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations”
and elsewhere in this Annual Report on Form 10-K for the year ended December 31, 2012 (the “Form 10-K”) may include forward-looking statements within
the meaning of the Private Securities Litigation Reform Act of 1995 (“PSLRA”). The PSLRA provides a “safe harbor” for forward-looking statements. These
forward-looking statements reflect our current views with respect to future events and financial performance. Such statements include forward-looking
statements with respect to us specifically and the insurance and reinsurance business generally, investments, capital markets and the general economic
environments in which we operate. Statements which include the words “expect,” “intend,” “plan,” “believe,” “project,” “anticipate,” “seek,” “will,” and
similar statements of a future or forward-looking nature identify forward-looking statements for purposes of the PSLRA or otherwise.

All forward-looking statements address matters that involve risks and uncertainties. Accordingly, there are or will be important factors that could cause
actual results to differ materially from those indicated in such statements. We believe that these factors include, but are not limited to, the following:
 

 
•  the effects of competitors’ pricing policies, and of changes in laws and regulations on competition, industry consolidation and

development of competing financial products;
 

 
•  greater frequency or severity of claims and loss activity, including as a result of natural or man-made catastrophic events or as a result of

changing climate conditions, than our underwriting, reserving or investment practices have anticipated;
 

 
•  changes in market conditions in the agriculture industry, which may vary depending upon demand for agricultural products, weather,

commodity prices, natural disasters, technological advances in agricultural practices, changes in U.S. and foreign legislation and policies
related to agricultural products and producers;

 

 
•  termination of or changes in the terms of the U.S. multiple peril crop insurance program and termination or changes to the U.S. farm bill,

including modifications to the Standard Reinsurance Agreement put in place by the Risk Management Agency of the U.S. Department of
Agriculture;

 

 
•  decreased demand for property and casualty insurance or reinsurance or increased competition due to an increase in capacity of property

and casualty insurers and reinsurers;
 

 •  changes in the availability, cost or quality of reinsurance or retrocessional coverage;
 

 •  the inability to renew business previously underwritten or acquired;
 

 •  the inability to obtain or maintain financial strength or claims-paying ratings by one or more of our subsidiaries;
 

 •  our ability to effectively integrate acquired operations and to continue to expand our business;
 

 
•  uncertainties in our reserving process, including the potential for adverse development of our loss reserves or failure of our loss limitation

methods;
 

 •  the ability of the counterparty institutions with which we conduct business to continue to meet their obligations to us;
 

 
•  the failure or delay of the Florida Hurricane Catastrophe Fund or private market participants in Florida to promptly pay claims,

particularly following a large windstorm or of multiple smaller storms;
 

 
•  our continued ability to comply with applicable financial standards and restrictive covenants, the breach of which could trigger

significant collateral or prepayment obligations;
 

 
•  Endurance Specialty Holdings Ltd. or Endurance Specialty Insurance Ltd. becomes subject to income taxes in jurisdictions outside of

Bermuda;
 

 •  changes in tax regulations or laws applicable to us, our subsidiaries, brokers or customers;
 

 •  state, federal and foreign regulations that impede our ability to charge adequate rates and efficiently allocate capital;
 

 
•  changes in insurance regulations in the U.S. or other jurisdictions in which we operate, including the establishment of the Federal

Insurance Office and other regulatory changes mandated by the Dodd-Frank Wall Street Reform and the Consumer Protection Act of 2010
in the United States and the implementation of Solvency II by the European Commission;

 

 •  reduced acceptance of our existing or new products and services;
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•  loss of business provided by any one of a few brokers on whom we depend for a large portion of our revenue, and our exposure to the

credit risk of our brokers;
 

 •  actions by our competitors, many of which are larger or have greater financial resources than we do;
 

 •  assessments by states for high risk or otherwise uninsured individuals;
 

 •  the impact of acts of terrorism and acts of war;
 

 •  the effects of terrorist related insurance legislation and laws;
 

 •  loss of key personnel;
 

 •  political stability of Bermuda;
 

 •  changes in the political environment of certain countries in which we operate or underwrite business;
 

 •  changes in accounting regulation, policies or practices;
 

 •  our investment performance;
 

 •  the valuation of our invested assets and the determination of impairments of those assets, if any;
 

 •  the breach of our investment guidelines or the inability of those guidelines to mitigate investment risk;
 

 
•  the possible further downgrade of U.S. or foreign government securities by credit rating agencies, and the resulting effect on the value of

U.S. or foreign government and other securities in our investment portfolio as well as the uncertainty in the market generally;
 

 •  the need for additional capital in the future, which may not be available or only available on unfavorable terms;
 

 
•  the ability to maintain the availability of our systems and safeguard the security of our data in the event of a disaster or other

unanticipated event; and
 

 •  changes in general economic conditions, including inflation, foreign currency exchange rates, interest rates, and other factors.

The foregoing review of important factors should not be construed as exhaustive and should be read in conjunction with the other cautionary statements
that are included in this Form 10-K, including the risk factors set forth in Item 1A. We undertake no obligation to publicly update or review any forward-
looking statement, whether as a result of new information, future developments or otherwise.

PART I

Item 1. Business

OVERVIEW

Endurance Specialty Holdings Ltd. (“Endurance Holdings”) is a holding company domiciled in Bermuda. Through our operating subsidiaries based in
Bermuda, the United States and the United Kingdom, we focus on underwriting specialty lines of personal and commercial property and casualty insurance
and reinsurance on a global basis. For us, specialty lines are those lines of insurance and reinsurance that require dedicated, specialized underwriting skills
and resources in order to be profitably underwritten. Our portfolio of specialty lines of business is organized into two business segments – Insurance and
Reinsurance.

We began operations on December 17, 2001 after Endurance Specialty Insurance Ltd. completed a private placement of $1.2 billion of its equity
securities. Endurance Holdings was incorporated in Bermuda in June 2002. On March 5, 2003, Endurance Holdings completed the initial public offering of
its ordinary shares. Endurance Holdings’ ordinary shares are traded on the New York Stock Exchange under the symbol “ENH”. Endurance Holdings’ seven
wholly-owned operating subsidiaries as of December 31, 2012 are as follows:
 

 •  Endurance Specialty Insurance Ltd. (“Endurance Bermuda”), domiciled in Bermuda with branch offices in Switzerland and Singapore;
 

 •  Endurance Reinsurance Corporation of America (“Endurance U.S. Reinsurance”), domiciled in Delaware;
 

 •  Endurance Worldwide Insurance Limited (“Endurance U.K.”), domiciled in England;
 

 •  Endurance American Insurance Company (“Endurance American”), domiciled in Delaware;
 

 •  Endurance American Specialty Insurance Company (“Endurance American Specialty”), domiciled in Delaware;
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 •  Endurance Risk Solutions Assurance Co. (“Endurance Risk Solutions”), domiciled in Delaware; and
 

 
•  American Agri-Business Insurance Company (“American Agri-Business”), domiciled in Texas and managed by ARMtech Insurance

Services, Inc. (together with American Agri-Business, “ARMtech”).

Endurance Holdings and its wholly-owned subsidiaries are collectively referred to in this discussion as “we” or the “Company”.

BUSINESS STRATEGY

Our goal is to leverage our competitive strengths and successfully execute our strategy in order to generate a superior long-term return on capital for our
shareholders.

The key elements of our strategy are:
 

 

•  Maintain a Portfolio of Profitable Specialty Lines . We participate in specific specialty lines of insurance and reinsurance that we believe
have the potential to offer the highest risk-adjusted return on capital and in which we believe we can establish a competitive advantage
through our specialized teams of expert underwriters. We seek to deploy capital and resources to the most attractive business lines at the
most opportune times. The Company strategically balances its participation between insurance policies and reinsurance contracts as well
as balances risk exposures across product lines and geographic locations.

 

 
•  Utilize Specialized Level of Expertise in Each Line of Business . We have teams of highly experienced professionals to manage each of

our specific lines of business. Each team is led by underwriting personnel who are specialists in their unique business line.
 

 

•  Apply Extensive Technical Analysis to Our Underwriting . We manage our portfolio of risks through the utilization of catastrophe
modeling and dynamic financial analysis techniques that provide a quantitative basis for the management of risk aggregation and
correlation. We require significant amounts of data in our underwriting process and proactively monitor market trends to look for
competitive threats to the lines of business in which we operate as well as to analyze potential new lines that may provide attractive
opportunities. We use information gathered to update and adjust the assumptions underlying our risk management models as appropriate.

 

 

•  Maintain Strong Risk Management Practices.  We believe that a strong risk management culture is key to maximizing risk adjusted
returns on capital and to manage volatility and other risks that could threaten the Company’s solvency. Our enterprise risk management
techniques include sophisticated modeling technology and a detailed internal control structure that we use to manage our underwriting,
investment and operational risks across the Company. The Company employs a number of practices and committees at both the Board of
Directors and management levels that foster communication across groups, to enhance the coordination of risk management strategies and
to identify current issues and emerging risks.

 

 
•  Focus on Underlying Profitability of Business Underwritten.  We underwrite our business with a focus on the underlying profitability

that the business brings to Endurance and are committed to expanding or contracting our businesses based upon the opportunities
presented in the markets in which we participate.

 

 

•  Utilization of Reinsurance Protection to Enhance Risk Management . When we are insuring correlated risks such as natural perils, we
purchase catastrophe reinsurance at a level consistent with the size of the individual book of business being underwritten. In addition to
being a critical tool for managing loss risk accumulations, we also use reinsurance to ensure businesses in our Insurance segment are of
sufficient size to be considered a lead market for their products. For the insurance agriculture business line, we utilize reinsurance
protection provided by the Federal Crop Insurance Program to manage risks on a policy by policy basis. In our Reinsurance segment, we
continue to strategically review and underwrite our business on a net basis, managing our reinsurance portfolio risk through underwriting
analysis and portfolio diversification. However, we may strategically purchase reinsurance protection across our portfolio to balance our
book of business against the risk of a severe catastrophe event or the occurrence of multiple significant catastrophe events.

 

 

•  Maintain a Portfolio of Investments to Generate Net Investment Income and Book Value Growth. We manage our investment portfolio
within a risk adjusted, expected return framework. Our investment management activities focus on ensuring that the Company has
adequate liquidity to satisfy the needs of its customers, regulators, rating agencies and shareholders while seeking value through the
disciplined management of investment risk to earn superior risk adjusted returns against our internally established benchmarks.
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•  Proactively Manage Our Capital Base . Our underwriting, actuarial, finance and investment professionals work together to achieve a
balance in the risks we undertake. We actively manage our capital by allocating resources to underwriting and investment opportunities
which we believe will offer the highest risk-adjusted return on capital. The primary focus of our capital management activities is to
optimize our risk adjusted return on equity while ensuring the Company maintains sufficient levels of risk based capital and financial
flexibility to satisfy the needs of our customers, regulators, rating agencies and shareholders. Over the long-term, our intent is to return
excess capital to our shareholders rather than use excess capital to underwrite business that no longer meets our underwriting profitability
requirements.

BUSINESS SEGMENTS

The Company has two business segments – Insurance and Reinsurance. Financial data relating to our two segments is included in Item 7 –
“Management’s Discussion and Analysis of Financial Condition and Results of Operations” and in our Audited Consolidated Financial Statements and related
notes presented under Item 8 – “Financial Statements and Supplementary Data”.

Our two business segments and the related gross and net premiums written for the years ended December 31, 2012, 2011 and 2010 are as follows:
 
   2012    2011    2010  

Business Segments   

Gross
Premiums

Written    

Net
Premiums

Written    

Gross
Premiums

Written    

Net
Premiums

Written    

Gross
Premiums

Written    

Net
Premiums

Written  
   (U.S. dollars in thousands)  
Insurance   $ 1,429,930   $ 942,357   $ 1,469,798   $ 1,005,490   $ 1,112,192   $ 829,864 
Reinsurance    1,119,096    1,087,138    997,316    974,331    941,044    933,880 
Total   $ 2,549,026   $ 2,029,495   $ 2,467,114   $ 1,979,821   $ 2,053,236   $ 1,763,744 

Insurance
Our Insurance segment is comprised of four lines of business: agriculture, casualty and other specialty, professional lines, and property. Gross and net

premiums written for the lines of business in the Insurance segment for the years ended December 31, 2012, 2011 and 2010 are as follows:
 

   2012    2011    2010  

Lines of Business   

Gross
Premiums

Written    

Net
Premiums

Written    

Gross
Premiums

Written    

Net
Premiums

Written    

Gross
Premiums

Written    

Net
Premiums

Written  
   (U.S. dollars in thousands)   

Agriculture   $ 903,730   $ 553,762   $ 901,746   $ 586,659   $ 567,461   $ 404,767 
Casualty and other specialty    296,325    216,780    289,421    215,939    252,475    188,081 
Professional lines    169,815    137,885    169,319    137,962    170,146    148,717 
Property    60,060    33,930    109,312    64,930    122,110    88,299 
Total   $ 1,429,930   $ 942,357   $ 1,469,798   $ 1,005,490   $ 1,112,192   $ 829,864 

A description of each of these lines of business follows:

Agriculture. Our agriculture insurance line of business focuses on traditional multi-peril crop insurance, crop hail, livestock risk protection and other
agriculture risk management products, all offered through independent agents in the United States.

Casualty and other specialty . Our casualty and other specialty insurance line of business includes casualty insurance, healthcare liability insurance,
and contract and commercial surety insurance. Our casualty insurance business provides third party liability insurance for a wide range of industry groups.
Our healthcare liability insurance business is focused on excess hospital medical professional liability insurance. Our surety insurance business provides
contract and commercial surety insurance in the U.S. Our casualty and other specialty line of business also includes workers’ compensation insurance,
which the Company ceased writing as of February 2009.
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Professional lines. Our professional lines insurance business includes directors’ and officers’ liability, errors and omissions, employment practices
liability, environmental liability and pension trust liability insurance and includes both non-profit and for-profit entities representing a wide range of industry
groups.

Property. Our property insurance line of business provides difference in conditions coverage which is primarily earthquake and flood coverage. The
properties insured are generally of a commercial nature and are spread across a variety of industries, such as real estate, retail, manufacturing, chemicals,
financial services, utilities, telecommunications, construction, civil engineering and municipalities/institutions. During 2012, the Company discontinued
writing working layer commercial property coverages in its U.S. insurance entities.

Reinsurance
Our Reinsurance segment is comprised of four lines of business: catastrophe, property, casualty, and other specialty. Gross and net premiums written

for the lines of business in the Reinsurance segment for the years ended December 31, 2012, 2011 and 2010 are as follows:
 
   2012    2011    2010  

Lines of Business   

Gross
Premiums

Written    

Net
Premiums

Written    

Gross
Premiums

Written    

Net
Premiums

Written    

Gross
Premiums

Written    

Net
Premiums

Written  
   (U.S. dollars in thousands)  
Catastrophe   $ 378,387   $ 351,140   $ 346,021   $ 329,081   $309,886   $305,617 
Property    349,579    349,586    266,562    266,562    224,544    224,544 
Casualty    283,313    282,073    277,495    276,697    294,030    293,222 
Other specialty    107,817    104,339    107,238    101,991    112,584    110,497 
Total   $1,119,096   $1,087,138   $ 997,316   $ 974,331   $ 941,044   $ 933,880 

A description of these lines of business follows:

Catastrophe. Our catastrophe reinsurance line of business reinsures catastrophic perils for ceding companies on a treaty basis for primarily property
and workers’ compensation business. The principal perils reinsured in our catastrophe reinsurance business include natural perils such as hurricanes,
typhoons, earthquakes, floods, tornados, hail and fire and certain man-made perils such as industrial events and terrorism.

Property. Our property reinsurance line of business reinsures property insurance policies issued by our ceding company clients including both personal
lines and commercial exposures (principally covering buildings, structures, equipment, contents and time element coverages on a treaty basis). Loss exposures
in this segment include the perils of fire, explosion, collapse, riot, vandalism, wind, tornado, flood and earthquake. We underwrite our property reinsurance
line of business on both a proportional and excess of loss basis.

Casualty. Our casualty reinsurance line of business reinsures third party liability exposures from ceding companies on a treaty basis such as
automobile liability, professional liability, directors’ and officers’ liability, umbrella liability and workers’ compensation.

Other specialty. Our other specialty line of business includes aerospace, marine, trade credit and surety, agriculture reinsurance and weather risk
management products. Our aerospace business is comprised primarily of the reinsurance of aviation and space risks. The aviation business includes hull,
aircraft liability and aircraft products coverages and the space business includes satellite launch and in-orbit coverage. Our marine business consists of the
reinsurance of bluewater hull, brownwater hull and cargo risks and is underwritten on a proportional and non-proportional basis. We provide surety
reinsurance for contract and commercial surety insurers, as well as for fidelity insurers. Our agriculture reinsurance business is comprised of risks associated
with the production of food and fiber on a global basis. Our remaining business in this line represents a variety of contracts, such as personal accident and
terrorism, which are underwritten utilizing the expertise of our senior underwriting staff.
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Please see Item 8 – “Financial Statements and Supplementary Data” and in our Audited Consolidated Financial Statements and related notes presented
under Note 9 – “Segment Reporting” for additional information about our business segments and the geographic distribution of our gross premiums written
for the last three fiscal years.

DISTRIBUTION

The majority of our business is obtained directly by the Company or through the use of intermediaries, including independent agents and insurance and
reinsurance brokers around the world. The brokerage distribution channel provides us with access to an efficient, variable cost, and global distribution
system without the significant time and expense which would be incurred in creating wholly-owned distribution networks for certain lines of business.

For the year ended December 31, 2012, Marsh & McLennan Companies, Inc. was the largest single broker in our Insurance segment, and Aon Benfield
was the largest single broker in our Reinsurance segment. A breakdown of our distribution by broker and by business segment for the years ended
December 31, 2012, 2011 and 2010 is provided in the tables below:

Insurance
 

   Percentage of Net Premiums Written  
Broker/Agent   2012   2011   2010  
Marsh & McLennan Companies, Inc.    7.6%   7.5%   10.1% 
Aon Benfield    3.7%   3.8%   6.2% 
Willis companies    2.0%   2.0%   3.1% 
Independent agents    58.8%   58.3%   49.3% 
All others    27.9%   28.4%   31.3% 
Total    100.0%   100.0%   100.0% 

Reinsurance
 

   Percentage of Net Premiums Written  
Broker   2012   2011   2010  
Aon Benfield    29.2%   33.0%   34.7% 
Willis companies    27.9%   23.7%   21.2% 
Marsh & McLennan Companies, Inc.    25.0%   25.0%   29.3% 
All others    17.9%   18.3%   14.8% 
Total    100.0%   100.0%   100.0% 

CLAIMS MANAGEMENT

Under the direction of our Chief Claims Officer, claims are managed by our experienced, technical claims teams working closely with each of our
operating subsidiaries. Our claims staff reviews and responds to initial loss reports, administers claims databases, identifies and handles coverage issues,
determines whether further investigation is required and where appropriate, retains outside claims counsel, establishes case reserves, approves claims for
payment, manages salvage and subrogation and notifies reinsurers. In addition, our claims staff conducts significant audits of our insurance company clients
throughout the year, evaluating claims handling abilities, reserve philosophies, loss notification processes and overall quality of our clients’ performance.

Upon receipt, claims notices are recorded by the claims staff within our underwriting, financial and claims systems. When the Company is notified of
insured losses or discovers potential losses as part of its claims audits, claims personnel record a case reserve as appropriate for the estimated amount of the
exposure at that time. The estimate reflects the judgment of our claims personnel based on general reserving practices, the experience and knowledge of such
personnel regarding the nature of the specific claim and, where appropriate, advice of counsel. Reserves are also established to provide for the estimated
expense of settling claims, including legal and other fees and the general expenses of administering the claims adjustment process.
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RESERVE FOR LOSSES AND LOSS EXPENSES

We are required by applicable laws and regulations and accounting principles generally accepted in the United States (“U.S. GAAP”) to establish
reserves for losses and loss expenses that arise from our business. These reserves are balance sheet liabilities representing estimates of future amounts required
to pay losses and loss expenses for insured or reinsured claims which have been incurred at or before the balance sheet date, whether already known to us or
not yet reported. It is our policy to establish these losses and loss expense reserves after evaluating all information known to us as of the valuation date.

We use statistical and actuarial methods to make a reasonable estimate of ultimate expected losses and loss expenses. The period of time from the
reporting of a loss to us and the settlement of our liability may be many years. During this period, additional facts and trends may be revealed. As these
factors become apparent, reserves will be adjusted, sometimes requiring an increase in our overall reserves, and at other times requiring a reallocation of
incurred but not reported reserves to specific case reserves.

Reserves for losses and loss expenses are based in part upon the estimation of losses resulting from catastrophic events. Estimation of losses from
catastrophic events is inherently difficult because of the infrequency and severity of large catastrophes. Therefore, we utilize commercially available models,
historical reinsurance industry property catastrophe claims experience and other data and estimates provided by our clients to supplement our own historical
claims experience for purposes of evaluating future trends and providing an estimate of ultimate claims costs on large catastrophes.

To assist us in establishing appropriate reserves for losses and loss expenses, we analyze a significant amount of insurance industry information with
respect to the pricing environment and loss settlement patterns. In combination with our individual pricing analyses, this industry information is used to guide
our loss and loss expense estimates. These estimates are reviewed regularly, and adjustments, if any, are recorded in earnings in the periods in which they are
determined.

While management believes it has made a reasonable estimate of ultimate losses, there can be no assurance that our future losses and loss expenses will
not exceed our current total reserves. For a description of the Company’s current reserves, please refer to Item 7, “Management’s Discussion and Analysis of
Financial Condition and Results of Operations – Reserve for Losses and Loss Expenses” and Note 5 – “Reserve for losses and loss expenses” in the Notes to
the Consolidated Financial Statements of the Company.

ENTERPRISE RISK MANAGEMENT

We have developed a strong risk management culture within the Company through the establishment of various processes and controls focused on the
Company’s risk exposures. Our enterprise risk management (“ERM”) activities are critical to the organization’s senior management, business units and Board
of Directors. The goals of our ERM framework that drive our corporate risk management strategy are as follows:
 

 •  identify, monitor and manage the risks that threaten the Company and its solvency;
 

 •  optimize the Company’s risk based capital position;
 

 •  maximize the Company’s risk adjusted returns on capital;
 

 •  manage underwriting, investment and operational volatility; and
 

 •  clearly communicate our approach to our employees and external constituencies.

In order to meet our ERM goals, the Company has established risk tolerances applicable to certain areas of our business. It is our overall corporate
objective to limit the risk of a significant loss on an economic basis from a one-in-one-hundred year series of catastrophic events to no more than 25% of our
shareholders’ equity. We define “economic basis” as premiums plus net investment income less incurred losses and loss expenses, acquisition expenses and
general and administrative expenses.

On a group basis, we monitor our:
 

 •  capital position relative to our internal requirements and the requirements of our regulators and rating agencies; and
 

 •  liquidity, by stressing cash outflow scenarios relative to available cash and cash equivalents and other forms of liquidity.

In addition, we have developed processes, models and a detailed internal control structure to specifically address our risk exposures. The Company’s
primary risk exposure areas are: underwriting risk, including certain key underwriting risks associated with the pricing and exposure evaluation process;
catastrophe correlation/aggregation risk; risk embedded in the loss reserve estimation process; investment risk (including liquidity risk); and operational risk.
The following sections more specifically address our method and procedures for addressing and managing our underwriting, catastrophe, loss reserving,
investment and operational risks.
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Underwriting Risk Management
Internal underwriting controls are established by our Chief Underwriting Officer and the Internal Underwriting Committee, in conjunction with our

Chief Executive Officer and the Chief Executive Officers of Global Insurance and Global Reinsurance. Underwriting authority is delegated to the managers of
our lines of business in each business segment and to underwriters in accordance with corporate risk tolerances, prudent practice and underwriting
capabilities. Detailed letters of underwriting authority are issued to each of our underwriters. These underwriting authority letters reference our operating
guidelines and a description of the analytic process to be followed. The underwriting authority letters include, as appropriate, referral requirements specific to
each line of business, terms, conditions, risk exposures, transactional situations, limits and premium capacity. Our pricing guidelines are distributed to all
business units and each individual underwriter and are stated in terms of maximum combined ratio targets and minimum returns on risk based capital, by
line of business, with exceptions permitted only upon approvals as noted in the guidelines.

Our pricing guidelines are regularly reviewed by our Chief Executive Officer, Chief Executive Officers of Global Insurance and Global Reinsurance,
Chief Underwriting Officer, Chief Actuary and our Chief Risk Officer in order to ensure the guidelines reflect changes in market conditions, interest rates,
capital requirements and market-expected returns. In addition, oversight of underwriting and risk management is provided by our Board of Directors and its
Underwriting and Risk Committees. For a further discussion on the role of our Board of Directors in the Company’s risk management, see “Role of the Board
of Directors in Risk Management” below.

We have a disciplined approach to underwriting and risk management that relies heavily upon the collective underwriting expertise of our management
and staff. This expertise is in turn guided by the following underwriting principles:
 

 •  we will underwrite and accept only those risks we know and understand;
 

 •  we establish pricing parameters, set our own independent pricing or conduct a risk review on risks we accept; and
 

 •  we generally accept those risks that are expected to earn a return on capital commensurate with the risk they present.

Before we review any natural catastrophe exposed insurance or reinsurance proposal, we consider the appropriateness of the client, including the quality
of its management and its risk management strategy. In addition, we prefer those proposals that include significant information on the nature of the perils to be
underwritten and detailed aggregate information as to the location or locations of the risks covered. We further request information on the client’s loss history
for the perils being insured or reinsured, together with relevant underwriting considerations. If a proposal meets the preceding underwriting criteria, we then
evaluate the proposal in terms of its risk/reward profile to assess the adequacy of the proposed pricing and its potential impact on our overall return on capital
as well as our corporate risk objectives.

We have fully integrated our internal actuarial staff into the underwriting and decision making process. We use in-depth actuarial and risk analyses to
evaluate contracts prior to authorization. In addition to internal actuaries and risk professionals, we make use of outside consultants as necessary to develop
appropriate analyses for pricing.

Separate from our natural catastrophe exposed businesses, we underwrite and accept casualty and specialty insurance and reinsurance business. We
perform actuarial and risk analysis on these businesses using commercial data and models licensed from various professional service firms. As with our
natural catastrophe exposed businesses, we seek to identify those casualty and specialty exposures that are most likely to be simultaneously influenced by
significant events. These exposures are then jointly tracked to ensure that we do not develop an excessive accumulation of exposure to that particular type of
event.

In addition to the above technical and analytical practices, our underwriters use a variety of tools, including specific contract terms, to manage our
exposure to loss. These include occurrence limits, aggregate limits, reinstatement provisions and loss ratio caps. Additionally, our underwriters use appropriate
exclusions, terms and conditions to further eliminate particular risks or exposures that our underwriting team deems to be outside of the intent of the coverage
we are willing to offer. Our Bermuda underwriting location provides us with a particular advantage for certain lines of business because there are no regulatory
limitations upon our use of coverage restrictions in insurance policies.

In our crop insurance business, we have invested in an experienced team of professionals who have developed proprietary tools to manage risk, pricing
and exposure in this business. These proprietary tools are constructed from databases that involve a comprehensive set of historical profit and loss experience
data developed at a crop, state, county and farm level of detail. We further analyze this data based on current and forecasted crop growing conditions,
agriculture commodity prices, and market conditions in an effort to produce attractive returns.

In certain cases, the risks assumed by the Company are partially reinsured with third party reinsurers. Reinsurance ceded varies by segment and line of
business based on a number of factors, including market conditions. The benefits of ceding risks include reducing exposure on individual risks, protecting
against catastrophic risks, maintaining acceptable capital ratios and enabling the writing of additional business. Reinsurance ceded does not legally discharge
the Company from its liabilities to the original policyholder in respect of the risk being reinsured. For more information on the Company’s reinsurance ceded,
please see Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of Operations – Ceded Reinsurance” and Note 6 –
“Reinsurance” in the Notes to the Consolidated Financial Statements of the Company.
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Catastrophe Risk Management
To achieve our catastrophe risk management objectives, we utilize a variety of proprietary and commercially available tools to quantify and monitor the

various risks we accept as a company.

Our catastrophe modeling tools, which include both proprietary and licensed software, use exposure data provided by our insureds and ceding company
clients to simulate catastrophic losses. We take an active role in the evaluation of a commercial catastrophe model, providing feedback to the modeling
company to improve the effectiveness of their model. We also supplement the model output in certain territories with the results of our proprietary models and
experience from actual catastrophe events. We use modeling not just for the underwriting of individual transactions but also to optimize the total return and
manage the aggregate risk of our underwriting portfolio. We have specific requirements as to the quality and levels of detailed exposure data to be provided by
our clients and have an expressed preference for data at the zip code or postal code level or finer. Data provided at more summary levels, such as counties or
CRESTA zones, is conservatively modeled and surcharged for increased uncertainty, where appropriate. We require significant amounts of data from our
clients and decline business in which we feel the data provided is insufficient to make an appropriate analysis.

Data output from the software described above is incorporated in our proprietary models. Our proprietary systems include those for modeling a variety
of insurance and reinsurance risks including those associated with property, catastrophe, agriculture, and other specialty risks, various casualty and
specialty pricing models as well as our proprietary portfolio risk management and capital allocation models. These systems allow us to monitor our pricing
and risk on a contract by contract basis in our segments and business lines.

Data output from both our licensed and proprietary software models is used to estimate the amount of premium that is required to pay the long-term
expected losses under the proposed contracts. The data output is also used to estimate correlation between both new business and our existing portfolio. The
degree of correlation is used to estimate the incremental capital required to support our participation on each proposed risk, allowing us to calculate a return on
consumed capital. Finally, the data output is used to monitor and control our cumulative exposure to individual perils across all of our businesses.

Our pricing of catastrophe reinsurance contracts is based on a combination of modeled loss estimates, actual ceding company loss history, surcharges
for potential unmodeled exposures, fixed and variable expense estimates and profit requirements. The profit requirements are based on incremental capital
usage estimates described above and on our required return on consumed capital.

Loss Reserving Risk Management
Establishing reserves for losses and loss expenses, in particular reserves for the Company’s long-tail lines of business, constitutes a significant risk for

the Company. Loss reserves do not represent an exact calculation of liability, but instead are estimates of what the Company expects the ultimate settlement and
administration of claims will cost. To the extent the Company determines that losses and loss expenses are estimated to exceed the loss reserves recorded in our
financial statements, the Company will be required to increase its reserve for losses and loss expenses which in turn could cause a material reduction in the
Company’s profitability and capital.

The Company manages the risk inherent in estimating the Company’s reserves for losses and loss expenses in a variety of ways. First, the Company
underwrites a balanced and diversified portfolio of business, which reduces the Company’s susceptibility to reserving errors that may be associated with any
one line or type of business. At December 31, 2012, the Company’s largest single line of business based on premiums written represented 10.9% of the
Company’s reserve for losses and loss expenses. Second, where loss development uncertainty exists, the Company makes select use of the purchase of
reinsurance to reduce the Company’s exposure to such loss development uncertainty, in particular in our insurance lines of business. Finally, in its
reinsurance business, the Company conducts active, regular audits of its ceding company clients with the intent of identifying quickly and thoroughly losses
assumed by the Company.

The Company’s reserving process also serves to mitigate the risk associated with the Company’s loss and loss expense reserve estimates. The Company
seeks to base its loss reserve estimates upon actuarial and statistical projections derived from the most recently available data, as well as current information
on future trends in claims severity and frequency, judicial theories of liability and other factors. The Company continually refines both its loss reserve
estimates and the means by which its loss reserve estimates are derived, incorporating an ongoing process of developing loss experience, reported claims and
claims settlements.
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Investment Risk Management
Investment risk encompasses the risk of loss in our investment portfolio potentially caused by the adverse impact on our invested assets from

fluctuations in interest rates, equity prices, credit spreads, foreign currency rates, inflation and other market changes.

The Company manages its investment risks through both a system of limits and a strategy to optimize the interaction of risks and opportunities. To
ensure diversification of the Company’s investment portfolio and avoid excessive aggregation of risks, limits on asset types, economic sector exposure,
industry exposure and individual security exposure are placed on our investment portfolio and monitored on an ongoing basis. The Company manages its
interest rate risk through an asset liability management strategy that involves the selection of investments with appropriate characteristics, such as duration,
yield, currency and liquidity that are tailored to the anticipated cash outflow characteristics of our liabilities and the anticipated interest rate environment. The
Company manages foreign currency risk by seeking to match the Company’s liabilities under insurance and reinsurance policies that are payable in foreign
currencies with assets, such as cash and investments, that are denominated in such currencies. In order to limit the Company’s exposure to credit risk, the
Company’s investment policy is to invest primarily in debt instruments of high credit quality issuers and to limit exposure to any one issuer. The Company’s
investment policy sets limits for individual credit exposures based on credit rating. The Company manages equity risk by limiting the overall size of
investment in equities.

The Company uses a number of capital-at-risk models, which include volatility-scenario based measures, value-at-risk (“VaR”) and credit impairment
calculations to evaluate its investment portfolio risk. Additionally, our capital-at-risk models also include the measures of risk capital applied by Standard &
Poor’s (“S&P”) and A.M. Best Company (“A.M. Best”) in their risk based capital assessments of the Company. Volatility scenario-based measures are used
in order to stress test the portfolio for expected changes in specific market scenarios. VaR is a probabilistic method of measuring the potential loss in portfolio
value over a given time period and for a given distribution of historical returns. Portfolio risk, as measured by VaR, is affected by four primary risk factors:
asset concentration, asset volatility, asset correlation and systematic risk. The Company adjusts its investment risk scenarios for a variety of extremes as well
as expected outcomes. Management continuously evaluates the applicability and relevance of the models used and makes adjustments as necessary to reflect
actual market conditions and performance over time.

Operational Risk Management
Operational risk represents the risk of loss as a result of inadequate or failed internal processes, system failures, human error or external events.

Operational risks include, for example, employee or third party fraud, business interruptions, inaccurate processing of transactions, information technology
failures, the loss of key employees without appropriate successors, and non-compliance with reporting obligations.

The Company seeks to mitigate operational risks through the application of strong process controls throughout our business. Key process controls
include underwriting authority letters, underwriting referral protocols, claims procedures guidelines, financial reporting controls and procedures, information
technology procedures, succession planning, disaster recovery planning and business continuity planning. The Company’s internal audit department and
operational audit personnel rigorously test the Company’s various process controls on a regular basis.

The use by the Company of the services of unaffiliated third parties exposes the Company to heightened operational risks, including the risk of
information technology and physical security breaches, fraud, non-compliance with laws, regulations or internal guidelines and inadequate service. The
Company mitigates the operational risk posed by the use of third party vendors by verifying, among other items, a potential third party vendor’s financial
stability, ability to provide ongoing service, business continuity planning and its business reputation. The Company also allocates appropriate resources to
monitor any significant third party relationships.

Role of the Board of Directors in Risk Management
The Company’s Board of Directors administers its risk oversight of the Company through quarterly meetings of its Risk Committee with members of

senior management, including representatives from the Risk Management, Actuarial, Claims, Finance, Internal Audit, Investment, Legal and Underwriting
functions within the organization. The Risk Committee’s members review with senior management the Company’s enterprise risk management framework and
related policies, processes and procedures.

The Risk Committee reviews with management and monitors the Company’s business and operational risk tolerances as well as the methods utilized by
the Company to identify and quantify these risks. The Risk Committee also evaluates the Company’s professional development plans for key risk
management functions and monitors the Company’s key risks and risk based capital position relative to internal standards and the requirements of the
Company’s regulators and rating agencies. The Risk Committee also monitors the Company’s stressed liquidity position based upon a series of adverse cash
flow scenarios and periodically approves the level of risk assumed by the Company in its underwriting, investment and operational activities.
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INVESTMENTS

We follow an investment strategy designed to protect book value and generate appropriate risk adjusted returns to grow book value, while providing
sufficient liquidity to meet the operating cash needs of the Company. The portfolio is designed to diversify risks, including interest rate, credit and structure
risks. Our investment portfolio is managed by our Chief Investment Officer and a team of investment professionals. Our investment team is experienced in
direct portfolio management, asset allocation, managing external investment manager relationships and risk management. Our investment team uses
specialized analytical tools to evaluate risk and opportunity in investments to facilitate a risk managed, opportunity oriented approach to investing consistent
with the requirements of the Company’s Investment Policy. We utilize external portfolio managers to oversee most of the day-to-day activities of our investment
portfolio, and our investment professionals actively monitor our investment managers’ performance and compliance with the Company’s Investment Policy.
We use quoted values and other data provided by nationally recognized independent pricing sources as inputs to our process for determining the value of our
investment portfolio that is carried at fair value in the Company’s financial statements. A small portion of our investment portfolio (1.1% of total invested
assets at December 31, 2012 (2011—7.4%)) is managed internally.

Our Investment Policy establishes authority for our investment activities and specifies risk tolerances and minimum criteria on the overall credit quality
and liquidity characteristics of the portfolio. This includes limitations on the size of certain holdings as well as restrictions on purchasing certain types of
securities or investing in certain industries. Our investment managers may be instructed to invest some of the investment portfolio in currencies other than
U.S. dollars based upon the business we have written, the currency in which our loss reserves are denominated or regulatory requirements.

Our Investment Policy incorporates a traditional policy limit approach to each type of risk, thus setting a maximum amount of capital that may be
exposed at any one time to particular types of securities and investment vehicles. We develop and maintain an investment risk profile, including the
establishment of risk limits, which is reviewed and revised by the Investment Committee of the Board of Directors based on market conditions and developing
needs of the Company and includes estimates of the maximum and expected levels of risk relative to the Company’s shareholders’ equity that will be taken
over a 12 month period. In determining our investment decisions, we consider the impact of various catastrophic events on our invested assets, particularly
those to which our insurance and reinsurance portfolio may also be exposed, in order to protect our financial position. In addition, as part of our risk
management processes, we maintain a watch list of securities that management considers to be at risk due to industry and/or issuer specific issues or
securities potentially subject to future impairments. These securities are subjected to further internal analysis to evaluate their underlying structures, credit
characteristics and overall industry and security specific fundamentals until they are sold, mature or it is deemed that further review is no longer necessary.

For additional information on the Company’s investment portfolio, please see Item 7, “Management’s Discussion and Analysis of Financial Condition
and Results of Operations – Investment Portfolio” and Note 3 – “Investments” in the Notes to the Consolidated Financial Statements of the Company.

FINANCIAL STRENGTH RATINGS

Financial strength ratings have become an increasingly important factor in evaluating the competitive position of insurance and reinsurance companies.
Endurance Holdings and certain of its operating subsidiaries maintain a financial strength rating at A.M. Best of “A” (Excellent), with a stable outlook, an
S&P rating of “A” (Strong) with a stable outlook and a Moody’s Investors Service, Inc. (“Moody’s”) rating of A2, with a negative outlook. All three ratings
agencies conducted reviews of Endurance Holdings during 2012.

The objective of S&P’s, A.M. Best’s and Moody’s rating systems is to provide an opinion of an insurer’s or reinsurer’s financial strength and ability to
meet ongoing obligations to its policyholders and debt holders. These ratings reflect S&P’s, A.M. Best’s and Moody’s opinions of our capitalization,
performance and management, and are not a recommendation to buy, sell or hold the Company’s securities. These ratings may be changed, suspended, or
withdrawn at the discretion of S&P, A.M. Best and Moody’s.

S&P maintains a letter rating system ranging from “AAA” (Extremely Strong) to “R” (Under Regulatory Supervision). The rating “A” (Strong) by S&P
is the sixth highest of twenty-one rating levels. Publications of S&P indicate that the “A” rating is assigned to those companies that, in S&P’s opinion, have
demonstrated strong financial security characteristics, but are somewhat more likely to be affected by adverse business conditions than are insurers with
higher ratings.

A.M. Best maintains a letter scale rating system ranging from “A++” (Superior) to “F” (In Liquidation). The rating “A” (Excellent) by A.M. Best is the
third highest of 16 rating levels. Publications of A.M. Best indicate that the “A” rating is assigned to those companies that, in A.M. Best’s opinion, have
demonstrated an excellent ability to meet their obligations to policyholders.
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Moody’s maintains a letter rating system ranging from “Aaa” to “C.” The rating “A2” by Moody’s is the sixth highest of twenty-one rating levels.

COMPETITION

The insurance and reinsurance industries are mature and highly competitive. Insurance and reinsurance companies compete on the basis of many
factors, including premium charges, general reputation and perceived financial strength, the terms and conditions of the products offered, ratings assigned by
independent rating agencies, speed of claims payments, reputation and experience in the particular risk to be underwritten, the jurisdictions where the reinsurer
or insurer is licensed or otherwise authorized, capacity and coverages offered and various other factors. These factors can effect transactions at the individual
market participant level and in the aggregate across the insurance and reinsurance industry more generally. In addition, background economic conditions and
variations in the insurance and reinsurance buying practices of insureds and ceding companies, by participant and in the aggregate, contribute to cyclical
movements in rates, terms and conditions and may impact industry aggregate financial results.

We compete in the Bermuda, U.S., London and international insurance and reinsurance markets directly with numerous other parties, including
established global insurance and reinsurance companies, start-up insurance and reinsurance entities, as well as potential capital markets and securitization
structures aimed at managing catastrophe and other risks. Many of these entities have significantly larger amounts of capital and more employees than we
maintain and have established long-term and continuing business relationships throughout the industry, which can be a significant competitive advantage.

EMPLOYEES

As of December 31, 2012, we had 881 full-time employees. We believe that our employee relations are satisfactory. None of our employees are subject to
collective bargaining agreements.

REGULATORY MATTERS

General
The business of insurance and reinsurance is regulated in most countries, although the degree and type of regulation varies significantly from one

jurisdiction to another. Reinsurers are generally subject to less direct regulation than primary insurers.

Bermuda
The Insurance Act 1978 of Bermuda and related rules and regulations, as amended (the “Insurance Act”), regulates the insurance and reinsurance

businesses of Endurance Bermuda and provides that no person may carry on any insurance business in or from within Bermuda unless registered as an
insurer by the Bermuda Monetary Authority (“BMA”) under the Insurance Act. Endurance Bermuda is registered as a Class 4 insurer under the Insurance
Act. The BMA, in deciding whether to grant registration, has broad discretion to act as it thinks fit in the public interest. The continued registration of an
applicant as an insurer is subject to it complying with the terms of its registration and such other conditions as the BMA may impose from time to time.

The Insurance Act imposes solvency and liquidity standards and auditing and reporting requirements on Bermuda insurance companies and grants the
BMA powers to supervise, investigate, require information and the production of documents and intervene in the affairs of insurance companies. Certain
significant aspects of the Bermuda insurance regulatory framework are set forth below.

Classification of Insurers
The Insurance Act distinguishes between insurers carrying on long-term business, insurers carrying on general business and insurers carrying on

special purpose business. There are six classifications of insurers carrying on general business, with Class 4 insurers subject to the strictest regulation.
Endurance Bermuda, which is licensed to carry on general insurance and reinsurance business, is registered as a Class 4 insurer in Bermuda and is regulated
as such under the Insurance Act. Endurance Bermuda is not licensed to carry on long-term business or special purpose business.

Cancellation of Insurer’s Registration
An insurer’s registration may be canceled by the BMA on certain grounds specified in the Insurance Act, including failure of the insurer to comply with

its obligations under the Insurance Act or if, in the opinion of the BMA, the insurer has not been carrying on business in accordance with sound insurance
principles.
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Principal Representative
An insurer is required to maintain a principal office in Bermuda and to appoint and maintain a principal representative in Bermuda. For the purpose of

the Insurance Act, Endurance Bermuda’s principal office is its executive offices in Pembroke, Bermuda. Michael J. McGuire has been appointed by the Board
of Directors as Endurance Bermuda’s principal representative and has been approved by the BMA. The principal representative has statutory reporting duties
under the Insurance Act for certain reportable events, such as threatened insolvency or non-compliance with the Insurance Act or with a condition or restriction
imposed on an insurer.

Independent Approved Auditor
Every registered insurer must appoint an independent auditor who will audit and report annually on the statutory financial statements and the statutory

financial return of the insurer, both of which, in the case of Endurance Bermuda, are required to be filed annually with the BMA. Endurance Bermuda’s
independent auditor must be approved by the BMA and may be the same person or firm that audits Endurance Holdings’ consolidated financial statements
and reports for presentation to its shareholders.

Loss Reserve Specialist
As a registered Class 4 insurer, Endurance Bermuda is required to appoint and maintain a loss reserve specialist who is required to submit an opinion

with Endurance Bermuda’s statutory financial return in respect of Endurance Bermuda’s losses and loss expenses provisions. The loss reserve specialist,
who will normally be a qualified property and casualty actuary, must be approved by the BMA. Michael J. Belfatti, Chief Actuary for the Company, has been
appointed by our Board of Directors and has been approved by the BMA to act as Endurance Bermuda’s loss reserve specialist.

Group Supervision
The Insurance Act contains provisions regarding BMA supervision of the group of companies affiliated with Endurance Bermuda, the authority to

exclude specified entities from group supervision, the power for the BMA to withdraw as group supervisor, the functions of the BMA as group supervisor and
the power of the BMA to make rules regarding group supervision. Endurance Bermuda has been notified by the BMA that the Company is subject to group
supervision by the BMA, and that Endurance Bermuda is the Designated Insurer in respect of the Company for purposes of the Insurance Act. The specific
duties of the Designated Insurer include reporting obligations, the establishment of key group functions, and notification to the Authority of material changes,
certain specified events generally related to impairment to the group financial condition or breaches by the group, the appointment of auditors and actuaries and
duties related to the financial condition of the group.

The BMA has issued group supervision rules in respect of the assessment of the financial situation and solvency of an insurance group, the system of
governance and risk management of the insurance group, supervisory reporting and disclosures of the insurance group, the capital and solvency reporting
requirements for the insurance group and capital requirements for an insurance group.

Annual Statutory and GAAP Financial Statements
Endurance Bermuda, as a Class 4 insurer, must prepare and file annual statutory financial statements with the BMA. The Company, as a Bermuda

insurance group, must prepare and file annual statutory financial statements with the BMA. The Insurance Act prescribes rules for the preparation and
substance of these statutory financial statements (which include, in statutory form, a balance sheet, an income statement, a statement of capital and surplus
and notes thereto). The insurer or group is required to give detailed information and analyses regarding premiums, claims, reinsurance and investments.

Endurance Bermuda, as a Class 4 insurer, and the Company, as a Bermuda insurance group, are also required to prepare and file with the BMA
audited annual financial statements prepared in accordance with GAAP or International Financial Reporting Standards.

Annual Statutory Financial Return
Endurance Bermuda, as a Class 4 insurer, is required to file with the BMA an annual statutory financial return. The statutory financial return for a

Class 4 insurer includes, among other matters, a report of the approved independent auditor on the statutory financial statements of the insurer, solvency
certificates, the statutory financial statements, the opinion of the loss reserve specialist and a schedule of reinsurance ceded. The statutory financial statements
and the statutory financial return do not form part of the public records maintained by the BMA.
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The Company, as a Bermuda insurance group, is required to file with the BMA an annual group statutory financial return. The group statutory
financial return includes, among other matters, a group solvency certificate, particulars of ceded reinsurance, a list of non-insurance financial regulated
entities owned by the group and particulars of qualifying members as defined within the Group Supervision Rules. The group statutory financial return is not
subject to independent audit.

Bermuda Insurer Capital Requirements
The BMA has promulgated solvency standards applicable to Endurance Bermuda, as a Class 4 insurer, and the Company, as a Bermuda insurance

group. The solvency standards may be calculated by either (a) the model promulgated by the BMA, or (b) an internal capital model that the BMA has
approved for use for this purpose.

In order to minimize the risk of a shortfall in capital arising from an unexpected adverse deviation, the BMA seeks that Class 4 insurers and related
insurance groups operate at or above 120% of a base capital level.

In order to demonstrate compliance with required capital levels, the BMA requires Class 4 insurers and related insurance groups prepare and file a
capital and solvency return, which sets out the calculation of applicable capital, as well as the risk management practices and other information used to
calculate applicable capital.

In addition to the required capital levels, insurers are required to meet and maintain a minimum margin of solvency. While it must calculate its required
capital annually, a Class 4 insurer, such as Endurance Bermuda, must also ensure that, at all times, its capital is the greater of: (a) $100,000,000; (b) 50% of
net premiums; and (c) 15% of net loss and loss expense provisions and other general business insurance reserves.

The BMA requires each Class 4 insurer and insurance group to perform an assessment of their own risk and solvency requirements. The self-
assessment provides the BMA with an entity’s view of the capital resources required to achieve its business objectives and to assess the insurer or insurance
group’s governance, risk management and controls surrounding this process. In addition, Class 4 insurers and insurance groups are required to prepare and
file with the BMA a catastrophe risk return which assesses an insurer’s reliance on vender models in assessing catastrophe exposure.

Restrictions on Dividends, Distributions and Reduction of Capital
Under the Insurance Act, Class 4 insurers are prohibited from declaring or paying any dividends of more than 25% of its total statutory capital and

surplus, as shown on its previous financial year statutory balance sheet, unless at least seven days before payment of the dividends it files with the BMA an
affidavit that it will continue to meet its required solvency margins.

Furthermore, under the Companies Act, each of Endurance Holdings and Endurance Bermuda may only declare or pay a dividend or make a
distribution from contributed surplus, if Endurance Holdings or Endurance Bermuda, as the case may be, has no reasonable grounds for believing that it is,
or would after the payment be, unable to pay its liabilities as they become due, or if the realizable value of its assets would not be less than its liabilities.

Endurance Bermuda as a Class 4 insurer must obtain the BMA’s prior approval before reducing its total statutory capital, as shown on its previous
financial year statutory balance sheet, by 15% or more and any application for such approval must include an affidavit stating that it will continue to meet the
required margins.

Minimum Liquidity Ratio
The Insurance Act provides a minimum liquidity ratio for general business insurers, like Endurance Bermuda. An insurer engaged in general business

is required to maintain the value of its relevant assets at not less than 75% of the amount of its relevant liabilities. Relevant assets include, but are not limited
to, cash and time deposits, quoted investments, unquoted bonds and debentures, first liens on real estate, investment income due and accrued, accounts and
premiums receivable, reinsurance balances receivable and funds held by ceding reinsurers. There are certain categories of assets which, unless specifically
permitted by the BMA, do not automatically qualify as relevant assets, such as unquoted equity securities, investments in and advances to affiliates and real
estate and collateral loans. The relevant liabilities are total general business insurance reserves and total other liabilities less deferred income tax and sundry
liabilities (by interpretation, those not specifically defined), letters of credit and guarantees.
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Supervision, Investigation and Intervention
The BMA may appoint an inspector with extensive powers to investigate and report on the affairs of Endurance Bermuda or the Endurance group if the

BMA believes that such an investigation is in the best interests of its policyholders or persons who may become policyholders. Such an inspector also has the
power to investigate the business of any person who is or at any relevant time was a member of the group of which the person under investigation is a part or a
partnership of which the person under investigation is part. In order to verify or supplement information otherwise provided to the BMA, the BMA may direct
Endurance Bermuda to produce documents or information relating to matters connected with its business. In addition, the BMA has the power to require the
production of documents from any person who appears to be in possession of such documents. Further, the BMA has the power, in respect of a person
registered under the Insurance Act, to appoint a professional person to prepare a report on any aspect of any matter about which the BMA has required or
could require information. If it appears to the BMA to be desirable in the interests of the clients of a person registered under the Insurance Act, the BMA may
also exercise these powers in relation to any company which is or has at any relevant time been (a) a parent company, subsidiary company or related company
of that registered person, (b) a subsidiary company of a parent company of that registered person, (c) a parent company of a subsidiary company of that
registered person or (d) a company in the case of which a shareholder controller of that registered person, either alone or with any associate or associates, holds
50 percent or more of the shares or is entitled to exercise, or control the exercise, of more than 50 percent of the voting power at a general meeting.

If it appears to the BMA that there is a risk of Endurance Bermuda becoming insolvent, or that Endurance Bermuda is in breach of the Insurance Act or
any conditions imposed upon its registration, the BMA may, among other things, direct Endurance Bermuda (i) not to effect further contracts of insurance, or
any contract of insurance of a specified description; (ii) to limit the aggregate of the premiums to be written by it during a specified period beginning not earlier
than 28 days after the direction is given; (iii) not to vary any contract of insurance in force when the direction is given, if the effect of the variation would be to
increase the liabilities of the insurer; (iv) not to make any investment of a specified class; (v) before the expiration of a specified period (or such longer period
as the BMA may allow) to realize any existing investment of a specified class; (vi) not to declare or pay any dividends or any other distributions, or to restrict
the making of such payments to such extent as the BMA thinks fit; (vii) not to enter into any specified transaction with any specified person or persons of a
specified class; (viii) to provide such written particulars relating to the financial circumstances of the insurer as the BMA thinks fit; and (ix) to obtain the
opinion of a loss reserve specialist with respect to general business, or an actuarial opinion with respect to long-term business, and to submit it to the BMA
within a specified time.

Disclosure of Information
In addition to powers under the Insurance Act to investigate the affairs of an insurer, the BMA may require certain information from an insurer (or

certain other persons) to be produced to them. Further, the BMA has the power to assist other regulatory authorities, including foreign insurance regulatory
authorities, with their investigations involving insurance and reinsurance companies in Bermuda but subject to restrictions. For example, the BMA must be
satisfied that the assistance being requested is in connection with the discharge of regulatory responsibilities of the foreign regulatory authority. Further, the
BMA must consider whether cooperation is in the public interest. The grounds for disclosure are limited and the Insurance Act provides sanctions for breach
of the statutory duty of confidentiality.

The Insurance Code of Conduct
The BMA has implemented the Insurance Code of Conduct, which establishes duties, requirements and compliance standards to be adhered to by all

insurers registered under the Insurance Act, including procedure and sound principles to be observed by insurers. Failure to comply with the requirements of
the Insurance Code of Conduct will be a factor taken into account by the BMA in determining whether an insurer is conducting its business in a sound and
prudent manner as prescribed by the Insurance Act. Endurance Bermuda is required to file annually a statutory declaration confirming its compliance with the
Insurance Code of Conduct.

Notifications to the BMA
The BMA maintains supervision over the controllers of all registered insurers in Bermuda. A controller includes (i) the managing director of the

registered insurer or its parent company; (ii) the chief executive of the registered insurer or of its parent company; (iii) a shareholder controller; and (iv) any
person in accordance with whose directions or instructions the directors of the registered insurer or of its parent company are accustomed to act, including any
person who holds, or is entitled to exercise, 10% or more of the voting shares or voting power or is able to exercise a significant influence over the management
of the insurer.

The definition of “shareholder controller” is set out in the Insurance Act but generally refers to (i) a shareholder who holds 10% or more of the shares
carrying rights to vote at a shareholders’ meeting of the registered insurer or its parent company, or (ii) a shareholder who is entitled to exercise 10% or more of
the voting power at any shareholders’ meeting of such registered insurer or its parent company, or (iii) a shareholder who is able to exercise significant
influence over the management of the registered insurer or its parent company by virtue of its shareholding or its entitlement to exercise, or control the exercise
of, the voting power at any shareholders’ meeting.
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Where an insurer’s shares or its parent company’s shares are traded on any stock exchange recognized by the BMA, then any shareholder must notify
the BMA within 45 days of becoming a 10 percent, 20 percent, 33 percent, or 50 percent shareholder controller of such insurer. The notice has to be given
within 45 days of the shareholder becoming aware of the relevant facts. These provisions are applicable to us and our shareholders although we are unlikely to
ever trigger the shareholder controller provisions in respect of U.S. shareholders due to the limitation on voting provisions in Endurance Bermuda’s bye-laws.

Endurance Bermuda is also required to notify the BMA in writing in the event any person has become or ceased to be an officer of Endurance Bermuda.
For these purposes, an “officer” is defined as being a director, chief executive or senior executive performing duties of underwriting, actuarial, risk
management, compliance, internal audit, finance or investment matters. Failure to give a required notice is an offence under the Insurance Act.

No insurer, or designated insurer, in respect of the group of which it is a member, may effect or allow another member of the group to effect a material
change unless notice in writing of the material changes has been served on the BMA and the BMA has not before the end of fourteen days from the date of
service of the notice notified it in writing that it has objected to the effecting of the material change. A “material change” includes (i) an acquisition or transfer of
insurance business being part of a scheme falling within section 25 of the Insurance Act or section 99 of the Companies Act, (ii) an amalgamation or merger
with or acquisition of another firm, engaging in non-insurance business and activities related thereto, where such business or related activity is no ancillary to
the insurance business of the insurer and (iv) engaging in unrelated business that is retail business. Failure to give such notice constitutes an offence under the
Insurance Act. It is possible to appeal a notice of objection served by the BMA.

Bermuda Guidance Notes
The BMA has issued Guidance Notes on the application of the Insurance Act in respect of the duties, requirements and standards to be complied with

by persons registered under the Insurance Act or otherwise regulated under it and the procedures and sound principles to be observed by such persons and by
auditors, principal representatives and loss reserve specialists. The BMA continues to issue Guidance Notes through its web site at www.bma.bm. These
provide guidance on, among other things, the roles of the principal representative, approved auditor, and approved actuary and corporate governance for
Bermuda insurers. The BMA has stated that the Guidance Notes should be understood as reflecting the minimum standard that the BMA expects insurers
such as Endurance Bermuda and other relevant parties to observe at all times.

Winding-up
The BMA may present a petition for the winding-up of an insurer on the ground that the insurer (a) is unable to pay its debts within the meaning of

sections 161 and 162 of the Companies Act, or (b) has failed to satisfy an obligation to which it is or was subject by virtue of the Insurance Act, or (c) has
failed to satisfy the obligation imposed upon it by section 15 as to the preparation of accounts or to produce or file statutory financial statements in accordance
with section 17 (save where the appropriate waivers have been obtained), and that the BMA is unable to ascertain the insurer’s financial position. In addition,
if it appears to the BMA that it is expedient in the public interest that an insurer should be wound up, it may present a petition for it to be so wound up if a
court thinks it just and equitable for it to be so wound up.

Certain Other Bermuda Law Considerations
Endurance Holdings and Endurance Bermuda each are required to comply with the provisions of the Companies Act regulating the payment of

dividends and making of distributions from contributed surplus. Endurance Holdings and Endurance Bermuda are prohibited from declaring or paying a
dividend, or making a distribution out of contributed surplus, if there are reasonable grounds for believing that: (a) the company is, or would after the
payment be, unable to pay its liabilities as they become due; or (b) the realizable value of the company’s assets would thereby be less than its liabilities.

Although Endurance Holdings and Endurance Bermuda are incorporated in Bermuda, they are classified as a non-resident of Bermuda for exchange
control purposes by the BMA. Pursuant to their non-resident status, Endurance Holdings and Endurance Bermuda may engage in transactions in currencies
other than Bermuda dollars and there are no restrictions on its ability to transfer funds (other than funds denominated in Bermuda dollars) in and out of
Bermuda or, in the case of Endurance Holdings, to pay dividends to United States residents who are holders of its ordinary shares.

Under Bermuda law, exempted companies are companies formed for the purpose of conducting business outside Bermuda from a principal place of
business in Bermuda. As “exempted” companies, Endurance Holdings and Endurance Bermuda may not, without the express authorization of the Bermuda
legislature or under a license or consent granted by the Minister, participate in certain business transactions, including: (1) the acquisition or holding of land
in Bermuda (except that held by way of lease or tenancy agreement which is required for its business and held for a term not exceeding 50 years, or which is
used to provide accommodation or recreational facilities for its officers and employees and held with the consent of the Minister, for a term not exceeding 21
years); (2) the taking of mortgages on land in Bermuda to secure an amount in excess of $50,000; (3) to acquire any bonds or debentures secured on any land
in Bermuda except bonds or debentures issued by the Government of Bermuda or a public authority or (4) the carrying on of business of any kind for which
it is not licensed in Bermuda, except in certain limited circumstances such as doing business with another exempted undertaking in furtherance of Endurance
Holdings’ business or Endurance Bermuda’s business (as the case may be) carried on outside Bermuda. Endurance Bermuda is a licensed insurer in
Bermuda, and so may carry on activities from Bermuda that are related to and in support of its insurance and reinsurance business. While an insurer is
permitted to reinsure risks undertaken by any company incorporated in Bermuda and permitted to engage in the insurance and reinsurance business, generally
it is not permitted without a special license granted by the Minister to insure Bermuda domestic risks or risks of persons of, in or based in Bermuda.
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Securities may be offered or sold in Bermuda only in compliance with the provisions of the Investment Business Act 2003, and Exchange Control Act
1972, and related regulations of Bermuda which regulate the sale of securities in Bermuda. In addition, specific permission is required from the BMA,
pursuant to the provisions of the Exchange Control Act 1972 and related regulations, for all issuances and transfers of securities of Bermuda companies,
other than in cases where the BMA has granted a general permission. The BMA, in its policy dated June 1, 2005, provides that where any equity securities,
which would include our ordinary shares, of a Bermuda company are listed on an appointed stock exchange (the New York Stock Exchange is deemed to be
an appointed stock exchange under Bermuda law), general permission is given for the issue and subsequent transfer of any securities of a company from
and/or to a non-resident, for as long as any equity securities of the company remain so listed. The ordinary shares of Endurance Holdings are listed on the
New York Stock Exchange.

Notwithstanding the above general permission, the BMA has granted us permission to, subject to our ordinary or voting shares being listed on an
appointed stock exchange, issue, grant, create, sell and transfer any of our shares, stock, bonds, notes (other than promissory notes), debentures, debenture
stock, units under a unit trust scheme, shares in an oil royalty, options, warrants, coupons, rights and depository receipts, collectively, the “Securities”, to
and among persons who are either resident or non-resident of Bermuda for exchange control purposes, whether or not the Securities (excluding, for the
avoidance of doubt, our ordinary or voting shares) are listed on an appointed stock exchange.

The Minister, under Bermuda’s Exempted Undertakings Tax Protection Act 1966, as amended, has given us a written assurance that if any legislation
is enacted in Bermuda that would impose tax on profits or income, or computed on any capital asset, gain or appreciation, or any tax in the nature of estate
duty or inheritance tax, then the imposition of any such tax will not be applicable to us or any of our operations or our shares, debentures or other obligations
until March 31, 2035. It is possible that after March 31, 2035 we may be subject to Bermuda taxes.

Under Bermuda law, non-Bermudians (other than spouses of Bermudians or Permanent Resident Card (“PRC”) Holders) may not engage in any gainful
occupation in Bermuda without a work permit issued by the Department of Immigration. Work permits may be granted or extended by the Bermuda
Government upon showing that, after proper public advertisement in most cases, no Bermudian (or spouse of a Bermudian or PRC Holder) is available who
meets the minimum standard requirements for the advertised position.

U.K. Regulation
General

Insurance business (which includes reinsurance business) in the U.K. is authorized and supervised by the Financial Services Authority. Insurance
business in the United Kingdom is divided between two main categories: long-term insurance (which is primarily investment-related) and general insurance.
These two categories are both divided into “classes” (for example: permanent health and pension fund management are two classes of long-term insurance;
damage to property and motor vehicle liability are two classes of general insurance). Under the Financial Services and Markets Act 2000 (the “FSMA”),
effecting or carrying out contracts of insurance, within a class of general or long-term insurance, by way of business in the United Kingdom, constitutes a
regulated activity requiring individual authorization. An authorized insurance company must have permission for each class of insurance business it intends
to write.

Endurance U.K. has received authorization from the FSA to effect and carry out in the United Kingdom contracts of insurance in all classes of general
business (limited in the case of credit and surety to reinsurance only) except legal expenses and assistance business. On January 14, 2005, as a result of the
implementation by the United Kingdom Government of the Insurance Mediation Directive (2002/92/EC) various additional activities, which had previously
been unregulated, fell within the scope of FSA regulation.

Endurance U.K. has accordingly received authorization from the FSA to conduct the following additional regulated activities: arranging (bringing about)
deals in investments and making arrangements with a view to transactions in investments. In both cases, those activities are restricted to non-investment
insurance contracts. Endurance U.K. is also authorized to accept deposits (limited to accepting deposits in the course of carrying on insurance business for
which it holds permission).

As an authorized insurer in the United Kingdom, Endurance U.K. is able to operate throughout the E.U., subject to certain regulatory requirements of
the FSA and in some cases, certain local regulatory requirements. An insurance company with FSA authorization to write insurance business in the United
Kingdom can seek consent from the FSA to allow it to provide cross-border services in other member states of the E.U. As an alternative, FSA consent may be
obtained to establish a branch office within another member state.
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As an FSA authorized insurer, the insurance and reinsurance businesses of Endurance U.K. are subject to close supervision by the FSA. The FSA has
implemented specific requirements for senior management arrangements, systems and controls of insurance and reinsurance companies under its jurisdiction,
which place a strong emphasis on risk identification and management in relation to the prudential regulation of insurance and reinsurance business in the
United Kingdom.

In December 2004, the FSA prompted a market initiative in the United Kingdom insurance industry to resolve perceived problems resulting from
contract uncertainty, which may exist where the full terms and conditions of a contract of insurance or reinsurance are not established at or before the time
when the contract comes into force. The FSA’s stated preferred outcome was that a market solution should be produced which met the regulator’s main
concerns, which were that policyholders should know precisely what protection they have bought; and that insurers, reinsurers and brokers should have a
clearer view, at the time of inception of a contract of the relevant legal, fiduciary, operational and underwriting risks to which they are subject. Contract
certainty has since continued to be a supervisory priority and most of the insurance industry in the U.K. signed up to a Code of Practice to help avoid
disputes arising from contract uncertainty. This Code of Practice was updated in October 2012 to reflect changes to the U.K. regulatory structure. The FSA
has stated that in cases where it believes that firms have fallen behind the rest of the market in reducing the number of contracts that do not meet the market’s
contract certainty standards, it would consider regulatory action to address this, though no enforcement action has been taken in this regard to date. This
action might include increases in required regulatory capital or the commencement of enforcement action.

In December 2007, the FSA published its new Insurance Conduct of Business sourcebook (“ICOBS”) which sets out the standards of the requirements
for general insurance firms on how they deal with their customers. The new general insurance regime came into effect on January 6, 2008.

U.K. Regulatory Reform
The Financial Services Act 2012 will, when implemented, reform the U.K.’s current system of financial regulation. As a result, the FSA will cease to

exist in its current form and instead the following three new regulators will be established in its place; the Prudential Regulation Authority (“PRA”); the
Financial Conduct Authority (“FCA”) and the Financial Policy Committee.

The PRA will oversee and be responsible for the micro-prudential regulation of banks, insurers and some investment firms. The FCA, which will be a
separate entity, will be responsible for conduct of business regulation in relation to all authorized firms and the prudential regulation of firms not regulated by
the PRA. The FCA will also inherit the majority of the FSA’s market regulatory functions. The Financial Policy Committee (which will sit within the Bank of
England) will be responsible for the macro-prudential regulation of the entire financial services sector.

The transfer to the new regulatory structure is expected to occur on 1 April 2013 when the PRA and the FCA will assume their respective responsibilities
from the FSA. Persons currently authorized and regulated by the FSA will continue to be so regulated until 1 April 2013 when, on “legal cutover”, they will
become either solely regulated by the FCA or dually regulated by both the PRA and FCA. Endurance U.K. will be supervised by both the FCA and the PRA
going forward and will therefore be a dual regulated firm.

Supervision
Currently the FSA carries out the prudential supervision of insurance companies, using a variety of methods, including the collection of information

from statistical returns, review of accountants’ reports, visits to insurance companies and regular formal interviews.

The FSA has adopted a risk-based approach to the supervision of insurance companies. Under this approach the FSA performs a formal risk
assessment of insurance companies or groups carrying on business in the U.K. periodically, which varies in length according to the risk profile of the insurer.
The FSA performs the risk assessment by analyzing information which it receives during the normal course of its supervision, such as regular prudential
returns on the financial position of the insurance company, or which it acquires through a series of meetings with senior management of the insurance
company. After each risk assessment, the FSA will inform the insurer of its views on the insurer’s risk profile. This will include details of any remedial
action that the FSA requires and the likely consequences if this action is not taken. In due course the PRA and the FCA will introduce their own separate risk
mitigation programs. These will replace the FSA’s current supervision process and, as a result, dual-regulated firms such as Endurance U.K. will potentially
have two sets of requirements to meet, each of equal importance.
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Solvency Requirements
The FSA’s General Prudential Sourcebook and Prudential Sourcebook for Insurers (together, the “Prudential Sourcebooks”) require that insurance

companies maintain a margin of solvency at all times in respect of any general insurance undertaken by the insurance company, the calculation of which in
any particular case depends on the type and amount of insurance business a company writes. The method of calculation of the solvency margin is set out in
the Prudential Sourcebooks, and for these purposes, all insurer’s assets and liabilities are subject to specific valuation rules which are set out in the Prudential
Sourcebooks. Failure to maintain the required solvency margin is one of the grounds on which wide powers of intervention conferred upon the FSA may be
exercised. For financial years ending on or after January 1, 2004, the calculation of the required margin of solvency has been amended as a result of the
implementation of the E.U. Solvency I Directives. In respect of liability business accepted, 150% of the actual premiums written and claims incurred must be
included in the calculation, which has had the effect of increasing the required minimum margin of solvency of Endurance U.K. Endurance U.K.
continuously monitors its solvency capital position and maintains capital in excess of the required minimum margin of solvency. Each insurance company
writing various classes of business is also required by the Prudential Sourcebooks to maintain equalization provisions calculated in accordance with the
provisions of the Prudential Sourcebook for Insurers.

Insurers are required to calculate an Enhanced Capital Requirement in addition to their required minimum solvency margin and to report it to the FSA
(though the Enhanced Capital Requirement is not part of the formal capital requirements under the Prudential Sourcebooks). This represents a more risk-based
calculation than the statutory solvency margin requirements derived from the E.U. Directives. There is also a requirement for insurers to maintain financial
resources which are adequate, both as to amount and quality, to ensure that there is no significant risk that its liabilities cannot be met as they come due. In
order to carry out the assessment as to the necessary financial resources that are required, an insurer is required to identify the major sources of risk to its
ability to meet its liabilities as they come due, and to carry out stress and scenario tests to identify an appropriate range of realistic adverse scenarios in which
the risk crystallizes and to estimate the financial resources needed in each of the circumstances and events identified. In addition, the FSA gives individual
capital guidance regularly to insurers and reinsurers following receipt of individual capital assessments, prepared by firms themselves. The FSA’s guidance
may be that a company should hold more or less than its then current level of regulatory capital, or that the company’s regulatory capital should remain
unaltered. Endurance U.K. has submitted an individual capital assessment solvency calculation to the FSA and has agreed with the FSA the bases and
methodology for this calculation. This calculation is used along with other tools by the FSA to help establish Endurance U.K.’s individual capital guidance.
Endurance U.K.’s capital exceeded the Enhanced Capital Requirement for December 31, 2012.

In addition, an insurer (other than a pure reinsurer) that is part of a group, is required to perform and submit to the FSA a solvency margin calculation
return in respect of its ultimate parent undertaking, in accordance with the FSA’s rules. This return is not part of an insurer’s own solvency return and hence
will not be publicly available. Although there is no requirement for the parent undertaking solvency calculation to show a positive result, the FSA may take
action where it considers that the solvency of the insurance company is or may be jeopardized due to the group solvency position. Further, an insurer is
required to report in its annual returns to the FSA all material related party transactions (e.g., intra group reinsurance, whose value is more than 5% of the
insurer’s general insurance business amount).

The European Commission, jointly with Member States, is carrying out a fundamental review of the regulatory capital and supervisory regime of the
insurance industry (the Solvency II project). Its objective is to establish a solvency system that is better matched to the true risks of insurers enabling
supervisors to protect policyholders’ interests as effectively as possible and in accordance with common principles across the EU. Endurance U.K. is
monitoring the ongoing consultation and legislative steps following adoption of the Solvency II Framework Directive in May 2009 (which will be amended by a
further “Omnibus Directive” proposed by the European Commission in January, 2011) (together the “Solvency II Directive”). The legislation implementing the
final version of the Solvency II Directive will replace the current solvency requirements described above and was due to take effect in the U.K. and the other
E.U. member states on January 1, 2014. However, because of delays to the Solvency II implementation timetable, it is expected that implementation in Member
States will occur on a later date, although precisely when is not certain. The FSA has updated its implementation plans to reflect a new “planning horizon” of
December 31, 2015, and is continuing its program of preparatory work in order to identify the actions which it considers that insurers should now undertake
in anticipation of the implementation of the Solvency II Directive and to reconcile insurers’ internal models for calculating all or part of the new solvency
capital requirements with existing individual capital assessments. Endurance U.K. is fully co-operating with the FSA in this respect.

Restrictions on Dividend Payments
U.K. company law prohibits Endurance U.K. from declaring a dividend to its shareholders unless it has “profits available for distribution.” The

determination of whether a company has profits available for distribution is based on its accumulated realized profits less its accumulated realized losses.
While the United Kingdom insurance regulatory laws impose no statutory restrictions on a general insurer’s ability to declare a dividend, the FSA strictly
controls the maintenance of each insurance company’s solvency margin within its jurisdiction. The FSA’s rules require Endurance U.K. to notify the FSA of
any proposed or actual payment of a dividend. Any such payment or proposal could result in regulatory intervention. In addition, the FSA requires authorized
insurance companies to notify the FSA in advance of any significant dividend payment.
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Reporting Requirements
U.K. insurance companies must prepare their financial statements under the Companies Act 2006 (as amended), which requires the filing with

Companies House of audited financial statements and related reports. In addition, U.K. insurance companies are currently required to file with the FSA
regulatory returns, which include a revenue account, a profit and loss account and a balance sheet in prescribed forms. Under the Interim Prudential
Sourcebook for Insurers, audited regulatory returns must be filed with the FSA within two months and 15 days (or three months where the delivery of the
return is made electronically).

Supervision of Management
The FSA closely supervises the management of insurance companies through the approved persons regime, by which any appointment of persons to

perform certain specified “controlled functions” within a regulated entity, must be approved by the FSA. However, as a consequence of the regulatory reform
discussed above, changes are expected to be made to the current regime for dual regulated firms such as Endurance U.K. In particular the current list of
“controlled functions” is expected to be split between the PRA and the FCA with a view to minimizing unnecessary duplication for dual-regulated firms.

Change of Control
The Financial Services and Markets Act (the “FSMA”) regulates the acquisition of control of any U.K. insurance company authorized under the

FSMA. Any company or individual that (together with any person acting in concert with it or him) directly or indirectly acquires 10% or more of the shares in
a U.K. authorized insurance company or its parent company, or is entitled to exercise or control the exercise of 10% or more of the voting power in such
authorized insurance company or its parent company, would be considered to have acquired control for the purposes of the relevant legislation, as would a
person who had significant influence over the management of such authorized insurance company or its parent company by virtue of his shareholding or
voting power in either. A purchaser of 10% or more of the ordinary shares would therefore be considered to have acquired control of Endurance U.K.

Under the FSMA, any person proposing to acquire control over a U.K. authorized insurance company must give prior notification to the FSA of his
intention to do so together with certain prescribed information and obtain the prior approval of the FSA to the change of control. The FSA has 60 working
days to make a decision following its acknowledgement of the complete application. The duration of this period may be stopped by the FSA once, to request
further information, for a maximum of 20 days (30 days for non-EU applicants). Although the FSA may make further information requests, this does not
“stop the clock”, meaning that the FSA has a maximum of 82 working days to consider a complete application from an EU applicant (92 for a non-EU
applicant). The FSA may only object to a particular acquisition on the basis of certain specified “assessment criteria” relating to the reputation and financial
soundness of the acquirer, the reputation and experience of those who will direct the regulated business, compliance with prudential requirements and any
suspicion of money laundering or terrorist financing. In addition to these requirements, the U.K. insurer itself is obliged to notify the FSA if it is aware of the
proposed acquisition, and may be subject to regulatory enforcement action if it fails to do so.

Intervention and Enforcement
The FSA currently has extensive powers to intervene in the affairs of an authorized person, culminating in the ultimate sanction of the removal of

authorization to carry on a regulated activity. The FSMA imposes on the FSA statutory obligations to monitor compliance with the requirements imposed by
the FSMA, and to enforce the provisions of the FSMA related rules made by the FSA. The FSA has power, among other things, to enforce and take
disciplinary measures in respect of breaches of both the Prudential Sourcebooks and breaches of the conduct of business rules generally applicable to
authorized persons. The FSA also has the power to prosecute criminal offences arising under the FSMA, and to prosecute insider dealing under Part V of the
Criminal Justice Act of 1993, and breaches of money laundering regulations. The FSA’s stated policy is to pursue criminal prosecution in all appropriate
cases. This vigorous approach to enforcement is likely to be maintained under the new dual regulator regime.

Passporting
European Union directives allow Endurance U.K. to conduct business in European Union states other than the United Kingdom in compliance with the

scope of the permissions granted to it by the FSA without the necessity of additional licensing or authorization in other European Union jurisdictions. This
ability to operate in other jurisdictions of the European Union on the basis of home state authorization and supervision is sometimes referred to as passporting.
Insurers may operate outside their home member state either on a services basis or on an establishment basis. Operating on a services basis means that the
Company conducts permitted businesses in the host state without having a physical presence there, while operating on an establishment basis means the
Company has a branch or physical presence in the host state.
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In both cases, a company remains subject to regulation by its home state regulator, and not by local regulatory authorities, although the Company
nonetheless may have to comply with certain local rules reserved to the “host state” (the state into which the services are being provided or in which the branch
is being established). In addition to European Union member states, Norway, Iceland and Liechtenstein (members of the broader European Economic Area) are
jurisdictions in which this passporting framework applies.

U.S. Regulation
The Company’s U.S. operating subsidiaries are domiciled in the State of Delaware, with the exception of American Agri-Business, which is domiciled

in the State of Texas.

Much of state insurance regulation follows model statutes or regulations developed or amended by the National Association of Insurance Commissioners
(“NAIC”) which is comprised of the insurance commissioners of each U.S. jurisdiction. The NAIC re-examines and amends existing model laws and
regulations (including holding company regulations) in addition to determining whether new ones are needed.

NAIC model laws and regulations are merely recommended laws and regulations relating to the regulation of insurance in the U.S. that become effective
only when enacted into law or promulgated as a regulation in a state. Some models have been enacted in very few states and some models have been enacted in
all states in some form or another.

Insurance Holding Company Regulation of Endurance Holdings
Endurance Holdings and Endurance U.S. Holdings Corp., as parent companies of the Company’s U.S. operating companies, are subject to the

insurance holding company laws of the States of Delaware and Texas, the states in which the Company’s U.S. operating subsidiaries are organized and
domiciled. These laws generally require, among other things, the insurance holding company and each insurance company directly or indirectly owned by the
holding company to register with the insurance departments of their respective domiciliary states and to furnish annually financial and other information about
the operations of companies within the holding company system. Generally, all material transactions among companies in the holding company system
involving the Company’s U.S. operating subsidiaries, including sales, loans, reinsurance agreements, service agreements, dividend payments and certain
transactions within the insurance holding company system must be fair and, if material or of a specified category, require prior notice and approval or non-
disapproval by the insurance regulator of the state in which the involved U.S. operating subsidiary is domiciled.

The NAIC, as part of its solvency modernization initiative, has engaged in a concerted effort to strengthen the ability of U.S. state insurance regulators
to monitor U.S. insurance holding company groups. The NAIC’s solvency modernization initiative, among other things, aims to expand the authority and
focus of state insurance regulators to encompass U.S. insurance holding company systems at the group level. The holding company reform efforts at the
NAIC culminated in December 2010 in the adoption of significant amendments to the NAIC’s Insurance Holding Company System Regulatory Act (the
“Model Act”) and its Insurance Holding Company System Model Regulation (the “Model Regulation”). Among other things, the revised Model Act and Model
Regulation explicitly address “enterprise” risk – the risk that an activity, circumstance, event or series of events involving one or more affiliates of an insurer
that, if not remedied promptly, is likely to have a material adverse effect upon the financial condition or liquidity of the insurer or its insurance holding
company system as a whole – and require annual reporting of potential enterprise risk as well as access to information to allow the state insurance regulator to
assess such risk. In addition, the NAIC Model Act amendments include a requirement to the effect that any person divesting control over an insurer must
provide 30 days’ notice to the regulator and the insurer (with an exception for cases where a Form A is being filed). The amendments direct the domestic state
insurance regulator to determine those instances in which a divesting person will be required to file for and obtain approval of the transaction.

In June 2011, Texas became one of the first states to adopt the principal components of the amended Model Act. The related amendments to the Texas
insurance holding company act depart somewhat from the Model Act in including a phase-in of the enterprise risk annual reporting requirement based on the
volume of total direct or assumed annual premiums written by the insurer during the preceding 12-month period. Ultimate controlling persons of insurers with
direct written and assumed premiums of more than $1 billion but less than $5 billion during the preceding 12-month period must file their first enterprise
risk report with the first annual registration statement that becomes due after January 1, 2014. If the insurance regulator in Delaware adopts the revised Model
Act and Model Regulation, the scope of insurance holding company regulation that the Company’s holding company system is currently subject to will be
significantly expanded.
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Changes of Control
Before a person can acquire control of a U.S. domestic insurer (or reinsurer), prior written approval must be obtained from the insurance commissioner

of the state where the insurer (or reinsurer) is domiciled, or the acquiror must make a disclaimer of control filing with the insurance department of such state
and obtain approval thereon. Prior to granting approval of an application to acquire control of a domestic insurer (or reinsurer), the domiciliary state insurance
commissioner will consider such factors as the financial strength of the proposed acquiror, the integrity and management of the acquiror’s Board of Directors
and executive officers, the acquiror’s plans for the future operations of the domestic insurer and any anti-competitive results that may arise from the
consummation of the acquisition of control. Generally, state insurance statutes provide that control over a domestic insurer is presumed to exist if any person,
directly or indirectly, owns, controls, holds with the power to vote, or holds proxies representing, ten percent or more of the voting securities of the domestic
insurer. Because a person acquiring ten percent or more of Endurance Holdings’ ordinary shares would indirectly acquire the same percentage of common
stock of Endurance Holdings’ U.S. operating subsidiaries, the U.S. insurance change of control laws will likely apply to such a transaction. These laws may
discourage potential acquisition proposals and may delay, deter or prevent a change of control of Endurance Holdings, including through transactions, and in
particular unsolicited transactions, that some or all of the shareholders of Endurance Holdings might consider to be desirable.

In addition, many state insurance laws require prior notification of state insurance regulators of a change in control of a non-domiciliary insurance
company doing business in that state. While these pre-notifications statutes do not authorize the state insurance regulators to disapprove the change in control,
they authorize regulatory action in the affected state if particular conditions exist such as undue market concentration. Any future transactions that would
constitute a change in control of our insurance subsidiaries may require prior notification in those states that have adopted pre-acquisition notification laws.

The Model Act amendments adopted by Texas alter the method by which a person can “disclaim” control over an insurer where a presumption of control
exists. Historically under the NAIC Model Act, a disclaimer of control was considered effective when filed; no affirmative approval from the state insurance
regulator was required, and the regulator could disapprove a disclaimer only upon a notice and hearing. Under the amendments to the Model Act adopted in
Texas, a disclaimer is deemed effective after 60 days unless disallowed prior to that time, and disallowance does not require a notice or hearing. The Texas
amendments expressly provide, however, that the Texas Commissioner of Insurance (the “Texas Commissioner”) may disallow a disclaimer at any time if the
Texas Commissioner determines that the disclaimer is incomplete or inaccurate or is no longer accurate.

Under the 2011 amendments to the Texas insurance holding company act, a “divesting person” must have the “divestiture” approved by the Texas
Commissioner. Unlike the NAIC Model Act amendments, which require the confidential notice of proposed divestiture at least 30 days prior to the cessation of
control, the Texas amendments require a divesting person to file a notice of its proposed divestiture with the Texas Commissioner at least 60 days before the
cessation of control. In considering whether to approve or deny the divestiture, the Texas Commissioner shall consider whether it may jeopardize financial
stability of the insurer or prejudice the interest of the insurer’s policyholders or other claimants.

State Insurance Regulation of the Company’s U.S. Operating Subsidiaries
State insurance authorities have broad regulatory powers with respect to various aspects of the business of the Company’s U.S. operating subsidiaries

including: licensing to transact business, admittance of assets to statutory surplus, regulating unfair trade and claims practices, establishing reserve
requirements and solvency standards (including risk-based capital standards), establishing credit for reinsurance requirements, approval of policy forms and
dates, and regulating investments, dividends and transactions between an insurer and its affiliates. With respect to direct insurance business, states may also
regulate rates and forms used by insurers admitted to transact business within a given state jurisdiction and the marketplace conduct of such insurers. With
respect to reinsurance, other than bulk reinsurance arrangements, the terms and conditions of reinsurance agreements between unaffiliated parties generally are
not subject to regulation by any U.S. state insurance department with respect to rates or policy terms.

State insurance laws and regulations require each of the Company’s U.S. operating subsidiaries to file financial statements with insurance departments
everywhere it is licensed, authorized or accredited to conduct insurance business; and the operations of the Company’s U.S. operating subsidiaries are subject
to examination by those departments at any time. The Company’s U.S. operating subsidiaries prepare statutory financial statements in accordance with
statutory accounting practices and procedures prescribed or permitted by these departments. State insurance departments also conduct periodic examinations
of the books and records, financial reporting, policy filings and market conduct of insurance companies domiciled or authorized to transact business in their
states, generally once every three to five years. Examinations are generally carried out in cooperation with the insurance departments of other states under
guidelines promulgated by the NAIC. State and federal insurance and securities regulatory authorities and other state law enforcement agencies and attorneys
general also occasionally make inquiries and conduct examinations or investigations regarding the compliance of our companies, as well as other companies in
our industry, with insurance, securities and other laws.
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In general, such state regulation is for the protection of policyholders rather than shareholders. Under Delaware and Texas insurance laws, the
Company’s U.S. operating subsidiaries may only pay dividends to their respective parent companies out of earned surplus. In Delaware and Texas, earned
surplus is defined as an amount equal to the unassigned funds of an insurer as set forth in the most recent annual statement of the insurer submitted to the
applicable state insurance regulator, including all or part of the surplus arising from unrealized capital gains or revaluation of assets.

In addition, the Company’s U.S. operating subsidiaries may not declare or pay any dividend, together with all dividends declared or distributed by it
within the preceding twelve months, if the dividend exceeds the greater of:
 

 1. ten percent of its policyholders surplus as of the 31st day of December of the preceding year; or
 

 
2. the statutory net income (under Texas insurance laws), not including realized capital gains (under Delaware insurance laws) for the 12-

month period ending, for the preceding calendar year (the 31st day of December next preceding).

In addition, the declaration or payment of any dividend may be subject to the prior approval of the applicable domestic state insurance regulator. Any dividend
paid by any one of the Company’s U.S. operating subsidiaries must first be paid to its parent company. If the parent company is also an insurer, as is the
case with Endurance American, Endurance American Specialty and Endurance Risk Solutions, the parent company or companies must also meet their own
dividend eligibility requirements set forth above in order to pass along any dividends received from subsidiary insurance companies.

The dividend limitations imposed by Delaware and Texas insurance laws are based on the statutory financial results of the Company’s U.S. operating
subsidiaries determined by using statutory accounting practices which differ in certain respects from accounting principles used in financial statements
prepared in conformity with U.S. GAAP. The significant differences relate to deferred acquisition expenses, deferred income taxes, required investment
reserves, reserve calculation assumptions and surplus notes. At December 31, 2012, of the Company’s U.S. operating subsidiaries, only ARMtech had earned
surplus, and therefore, only ARMtech could declare or distribute dividends in 2013 without prior regulatory approval.

The U.S. federal government’s oversight of the insurance industry was expanded under the Dodd-Frank Wall Street Reform and Consumer Act (the
“Dodd-Frank Act”). Prior to the enactment of the Dodd-Frank Act in July 2010, the U.S. federal government’s regulation of the insurance industry was
essentially limited to certain insurance products, such as flood insurance, multi-peril crop insurance and reinsurance of losses from terrorism. As part of the
overall federal financial regulatory reform package contained in the Dodd-Frank Act, Congress has legislated reforms in the reinsurance and surplus lines
sectors.

Under reinsurance credit rules established under the Dodd-Frank Act, a U.S. ceding insurer need not satisfy the reinsurance credit rules of any
nondomestic state if the following two conditions are met: 1) the ceding insurer’s domestic state is NAIC-accredited, and 2) the ceding insurer’s domestic state
recognizes credit for reinsurance for its ceded risk.

The Dodd-Frank Act also created a Federal Insurance Office (“FIO”) in the U.S. Department of the Treasury. The FIO will have the authority to gather
information, to advise the treasury secretary on key issues such as terrorism risk coverage and insurance accounting rules, and to send reports to Congress.
The FIO director will serve as a nonvoting member of the Financial Stability Oversight Council. In addition, the FIO will have the ability to recommend to the
Financial Stability Oversight Council the designation of an insurer as “systemically significant” and therefore subject to regulation by the Federal Reserve as a
bank holding company.

In limited circumstances, the FIO can declare a state insurance law or regulation “preempted;” but this can be done only after extensive consultation with
state insurance regulators, the Federal Office of Trade Representative and key insurance industry players (in trade associations representing insurers and
intermediaries).

Risk-Based Capital Regulations
The insurance laws of Delaware and Texas require that insurers report their risk-based capital (“RBC”) based on a formula calculated by applying

factors to various asset, premium and reserve items. The formula takes into account the risk characteristics of the insurer, including asset risk, insurance
risk, interest rate risk and business risk. The state insurance departments of Delaware and Texas use the formula only as an early warning regulatory tool to
identify possibly inadequately capitalized insurers for purposes of initiating regulatory action, and not as a means to rank insurers generally. Insurance laws
impose broad confidentiality requirements on those engaged in the insurance business (including insurers, agents, brokers and others) and on the state
insurance departments as to the use and publication of RBC data. The insurance departments of Delaware and Texas have explicit regulatory authority to
require various actions by, or take various actions against, insurers whose total adjusted capital does not exceed certain RBC levels.
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Statutory Accounting Practices
Statutory accounting practices, or “SAP,” are a basis of accounting developed to assist U.S. insurance regulators in monitoring and regulating the

solvency of insurance companies. It is primarily concerned with measuring an insurer’s surplus to policyholders. Accordingly, statutory accounting focuses
on valuing assets and liabilities of insurers at financial reporting dates in accordance with appropriate insurance law and regulatory provisions applicable in
each insurer’s domiciliary state.

U.S. GAAP concerns an insurer’s solvency, but it also concerns other financial measurements, such as income and cash flows. Accordingly, U.S.
GAAP gives more consideration to appropriate matching of revenue and expenses and accounting for management’s stewardship of assets than does SAP. As a
direct result, different assets and liabilities and different amounts of assets and liabilities will be reflected in financial statements prepared in accordance with
U.S. GAAP as opposed to SAP.

Statutory Accounting Practices established by the NAIC and adopted, in part, by the Delaware and Texas insurance regulators, determine, among other
things, the amount of statutory surplus and statutory net income of Endurance Holdings’ U.S. insurance company subsidiaries and thus determine, in part,
the amount of funds they have available to pay dividends to their respective parent companies.

Effective with the annual reporting period ended December 31, 2010, the NAIC adopted revisions to the Annual Financial Reporting, or the Model Audit
Rule, related to auditor independence, corporate governance and internal control over financial reporting. The adopted revisions required that we file reports
with state insurance regulators regarding our assessment of internal control over financial reporting.

Insurance Guaranty Associations
Each state has insurance guaranty association laws that require insurance companies doing business in the state to participate in various types of

guaranty associations or other similar arrangements. The laws are designed to protect policyholders from losses under insurance policies issued by insurance
companies that become impaired or insolvent. Typically, these associations levy assessments, up to prescribed limits, on member insurers on the basis of the
member insurer’s proportionate share of the business in the relevant jurisdiction in the lines of business in which the impaired or insolvent insurer is engaged.
Some jurisdictions permit members insurers to recover assessments that they paid through full or partial premium tax offsets, usually over a period of years.

Operations of Endurance U.K. and Endurance Bermuda
Endurance U.K. and Endurance Bermuda are not admitted to do business in any state in the United States. Insurance laws of each state of the United

States and of many other countries restrict or prohibit the sale of insurance and reinsurance within their jurisdictions by non-admitted alien insurers and
reinsurers such as Endurance U.K. and Endurance Bermuda.

In addition to the regulatory requirements imposed by the jurisdictions in which they are licensed, reinsurers’ business operations are affected by
regulatory requirements in various states of the United States governing “credit for reinsurance” which are imposed on ceding companies in these states. In
general, a ceding company that obtains reinsurance from a reinsurer that is licensed, accredited or approved by the jurisdiction or state in which the reinsurer
files statutory financial statements is permitted to reflect in its statutory financial statements a credit in an aggregate amount equal to the liability for unearned
premiums (which are that portion of written premiums which applies to the remaining portion of the policy period) and loss reserves and loss expense reserves
ceded to the reinsurer. As stated above, Endurance U.K. and Endurance Bermuda are not licensed, accredited or approved in any state in the United States.
The great majority of states, however, permit a credit to statutory surplus resulting from reinsurance obtained from a non-licensed or non-accredited reinsurer
to be offset to the extent that the reinsurer provides a letter of credit or other acceptable security arrangement. A few states do not allow credit for reinsurance
ceded to non-licensed or non-accredited reinsurers except in certain limited circumstances and others impose additional requirements that make it difficult to
become accredited.

We do not believe that Endurance U.K. and Endurance Bermuda are in violation of insurance laws of any jurisdiction in the United States or in any
other applicable jurisdiction. There can be no assurance however, that inquiries or challenges to Endurance U.K.’s or Endurance Bermuda’s insurance or
reinsurance activities will not be raised in the future.
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Switzerland
In 2008, Endurance Bermuda established a branch in Zurich, Switzerland named Endurance Specialty Insurance Ltd. Pembroke (Bermuda) Zurich

Branch. Swiss law does not impose additional regulation upon a Swiss branch of a foreign reinsurer.

Singapore
Endurance Specialty Insurance Ltd. Singapore Branch (the “Singapore Branch”) has regulatory authorization from the Monetary Authority of Singapore

to operate as a branch insurer of Endurance Bermuda in Singapore to transact general reinsurance domestically and internationally. The Singapore Branch is
regulated by the Monetary Authority of Singapore pursuant to the Insurance Act. The Singapore Branch is also registered by the Accounting and Corporate
Regulatory Authority (“ACRA”) as a foreign company in Singapore and is regulated by ACRA pursuant to the Companies Act. The Singapore Branch has
received approval under a tax incentive scheme set out in the Income Tax Act (and the relevant regulations) which provides for a concessionary corporate tax
rate of 10% to be applied on its income from underwriting offshore risks for a period of 10 years from April 2010 to March 2020.

MATERIAL TAX CONSIDERATIONS

Certain Bermuda Tax Considerations
Currently, there is no Bermuda income, corporation or profits tax, withholding tax, capital gains tax, capital transfer tax, estate duty or inheritance tax

payable by us or our shareholders, other than shareholders ordinarily resident in Bermuda, if any. Currently, there is no Bermuda withholding or other tax on
principal, interest or dividends paid to holders of the Company’s ordinary or Preferred Shares, other than holders ordinarily resident in Bermuda, if any.
There can be no assurance that we or our shareholders will not be subject to any such tax in the future.

Endurance Bermuda has received written assurance dated May 16, 2011 and Endurance Holdings has received written assurance dated May 17, 2011
from the Minister of Finance under the Exempted Undertakings Tax Protection Act 1966 of Bermuda, as amended, 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, or any tax in the nature of estate duty or
inheritance tax, then the imposition of that tax would not be applicable to Endurance Bermuda or Endurance Holdings or to any of their respective operations,
shares, debentures or obligations until March 31, 2035; provided, that the assurance is subject to the condition that it will not be construed to prevent the
application of such tax to people ordinarily resident in Bermuda, or to prevent the application of any taxes payable by Endurance Bermuda or Endurance
Holdings in respect of real property or leasehold interests in Bermuda held by them. It is possible that after March 31, 2035 we may be subject to Bermuda
taxes.

Certain United Kingdom Tax Considerations
Endurance U.K. is a company incorporated under the laws of England and is resident in the United Kingdom for United Kingdom corporation tax

purposes. Endurance U.K. is subject to United Kingdom corporation tax on its worldwide profits, subject to the availability of applicable exemptions. The
current rate of United Kingdom corporation tax on profits of whatever description is 24%, reducing to a rate of 23% as of April 1, 2013 and a rate of 21% as
of April 1, 2014. Currently, no United Kingdom withholding tax applies to dividends paid by Endurance U.K. United Kingdom withholding tax may apply
to certain payments of interest by Endurance U.K. up to a rate of 20%.

Certain United States Federal Income Tax Considerations
The following discussion is a summary of certain U.S. federal income tax considerations relating to Endurance Holdings and its operating subsidiaries

in Bermuda, the United States and the United Kingdom and the ownership of our ordinary shares and Preferred Shares.

This summary is based upon the Internal Revenue Code (“Code”), the regulations promulgated thereunder, rulings and other administrative
pronouncements issued by the Internal Revenue Service (“IRS”), judicial decisions, the tax convention between the United States and Bermuda (the “Bermuda
Tax Convention”) and the tax treaty between the United States and the United Kingdom (the “U.K. Treaty”), all as currently in effect, and all of which are
subject to differing interpretations or to change, possibly with retroactive effect. No assurance can be given that the IRS would assert, or that a court would not
sustain a position contrary to any of the tax consequences described below. No advance ruling has been or will be sought from the IRS regarding any matter
discussed in this Annual Report on Form 10-K. This summary is for general information only, and does not purport to discuss all aspects of U.S. federal
income taxation that may be important to a particular investor in light of such investor’s investment or tax circumstances, or to investors subject to special tax
rules, such as tax-exempt organizations, dealers in securities, banks, insurance companies, persons that hold ordinary shares or Preferred Shares that are a
hedge or that are hedged against interest rate or insurance risks or that are part of a straddle or conversion transaction, or persons whose functional currency is
not the U.S. dollar. This summary assumes that an investor will hold our ordinary shares and Preferred Shares as capital assets, which generally means as
property held for investment. Investors should consult their tax advisors concerning the consequences, in their particular circumstances, of the ownership of
ordinary shares and Preferred Shares under U.S. federal, state, local and other tax laws.
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For U.S. federal income tax purposes and for purposes of the following discussion, a “U.S. Person” means (i) an individual citizen or resident of the
United States, (ii) a corporation, or other entity treated as a corporation for U.S. federal income tax purposes, or a partnership, or other entity treated as a
partnership for U.S federal income tax purposes, in each case created or organized in the United States or under the laws of the United States or of any of its
political subdivisions, (iii) an estate the income of which is subject to U.S. federal income tax without regard to its source or (iv) a trust if either (a) a court
within the United States is able to exercise primary supervision over the administration of the trust and one or more U.S. Persons have the authority to control
all substantial decisions of the trust or (b) the trust has a valid election in effect to be treated as a U.S. Person for U.S. federal income tax purposes. A “Non-
U.S. Person” is a nonresident alien individual, or a corporation, estate or trust that is not a U.S. person.

If a partnership owns ordinary shares or Preferred Shares, the tax treatment of a partner will generally depend upon the status of the partner and the
activities of the partnership. If you are a partner of a partnership that owns ordinary shares or Preferred Shares, you should consult your tax advisor.

United States Taxation of Endurance Holdings and its Operating Subsidiaries
Our intent has been and continues to be to operate Endurance Holdings and its non-U.S. subsidiaries in such a manner that they will not be considered

to be conducting business within the United States for purposes of U.S. federal income taxation. Whether business is being conducted in the United States is
an inherently factual determination. Because the Code, regulations and court decisions fail to identify definitively activities that constitute being engaged in a
trade or business in the United States, there can be no assurance that the IRS will not contend successfully that Endurance Holdings, Endurance Bermuda
and/or Endurance U.K. are or will be engaged in a trade or business in the United States. A foreign corporation deemed to be so engaged would be subject to
U.S. federal income tax (at a current maximum rate of 35%), as well as a 30% branch profits tax in certain circumstances, on its income which is treated as
effectively connected with the conduct of that trade or business unless the corporation is entitled to relief under the permanent establishment provision of an
applicable tax treaty, as discussed below. Such income tax, if imposed, would be based on effectively connected income computed in a manner generally
analogous to that applied to the income of a U.S. corporation, except that a foreign corporation is entitled to deductions and credits only if it timely files a U.S.
federal income tax return. Endurance Holdings, Endurance Bermuda and Endurance U.K. have in the past and intend to continue to file protective U.S.
federal income tax returns on a timely basis in order to preserve the right to claim income tax deductions and credits if it is ever determined that they are subject
to U.S. federal income tax.

If Endurance Bermuda is entitled to the benefits under the Bermuda Tax Convention, it will not be subject to U.S. federal income tax on any income
found to be effectively connected with a U.S. trade or business unless that trade or business is conducted through a permanent establishment in the United
States. Whether business is being conducted in the United States through a permanent establishment is an inherently factual determination. Endurance
Bermuda intends to conduct its activities so as not to have a permanent establishment in the United States, although there can be no assurance that it will
achieve this result. An insurance enterprise resident in Bermuda generally will be entitled to the benefits of the Bermuda Tax Convention if (i) more than 50%
of its shares are owned beneficially, directly or indirectly, by individual residents of the United States or Bermuda or U.S. citizens and (ii) its income is not
used in substantial part, directly or indirectly, to make disproportionate distributions to, or to meet certain liabilities of, persons who are neither residents of
either the United States or Bermuda nor U.S. citizens.

Foreign insurance companies that conduct an insurance business within the United States must maintain a certain minimum amount of effectively
connected net investment income, determined in accordance with a formula that depends, in part, on the amount of U.S. risk insured or reinsured by such
companies. If Endurance Bermuda is considered to be engaged in the conduct of an insurance business in the United States and it is not entitled to the benefits
of the Bermuda Tax Convention, either because it fails to satisfy one of the limitations on Bermuda Tax Convention benefits described above or because
Endurance Bermuda is considered to have a U.S. permanent establishment, a significant portion of Endurance Bermuda’s premium and investment income
could be subject to U.S. federal income tax. In addition, while the Bermuda Tax Convention clearly applies to premium income, it is not clear whether it
applies to other income, such as investment income. Consequently, if Endurance Bermuda is considered to be engaged in the conduct of an insurance business
in the United States and is entitled to the benefits of the Bermuda Tax Convention, but the Bermuda Tax Convention is interpreted so as not to apply to
investment income, a significant portion of Endurance Bermuda’s investment income could be subject to U.S. federal income tax even if Endurance Bermuda
does not maintain a permanent establishment in the United States.
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Under the U.K. Treaty, Endurance U.K., if entitled to the benefits of the U.K. Treaty, will not be subject to U.S. federal income tax on any income
found to be effectively connected with a U.S. trade or business unless that trade or business is conducted through a permanent establishment in the United
States. Endurance U.K. intends to continue to conduct its activities in a manner so that it does not have a permanent establishment in the United States,
although we cannot predict whether we will achieve this result. Endurance U.K. will be entitled to the benefits of the U.K. Treaty if (i) during at least half of
the days in the relevant taxable period, at least 50% of Endurance U.K.’s stock is beneficially owned, directly or indirectly, by citizens or residents of the
United States and the United Kingdom, and less than 50% of Endurance U.K.’s gross income for the relevant taxable period is paid or accrued, directly or
indirectly, to persons who are not U.S. or U.K. residents in the form of payments that are deductible for purposes of U.K. taxation or (ii) with respect to
specific items of income, profit or gain derived from the United States, if such income, profit or gain is considered to be derived in connection with, or
incidental to, Endurance U.K.’s business conducted in the United Kingdom.

Foreign corporations not engaged in a trade or business in the United States are nonetheless subject to U.S. withholding tax at a rate of 30% of the gross
amount of certain “fixed or determinable annual or periodical gains, profits and income” derived from sources within the United States (such as dividends and
certain interest on investments), subject to reduction by applicable treaties.

The United States also imposes an excise tax on insurance and reinsurance premiums paid to foreign insurers or reinsurers with respect to risks located
in the United States. The rate of tax applicable to premiums paid to Endurance Bermuda is 4% for non-life insurance premiums and 1% for reinsurance
premiums. The excise tax will not apply to premiums paid to Endurance U.K. if Endurance U.K. is entitled to the benefits of the U.K. Treaty, and certain
other requirements are met.

Endurance U.S. Reinsurance, Endurance American, Endurance American Specialty and Endurance Risk Solutions are Delaware corporations and
ARMtech is a Texas corporation. Each will be subject to taxation in the United States at regular corporate rates. Dividends paid by Endurance U.S. Holdings
Corp. to Endurance Bermuda will be subject to U.S. withholding tax at the rate of 30%.

United States Taxation of Holders of Ordinary Shares and Preferred Shares
Shareholders Who Are U.S. Persons

Dividends. Distributions with respect to ordinary shares and Preferred Shares (including the payment of additional amounts, in the case of the Preferred
Shares) will be treated as ordinary dividend income to the extent of Endurance Holdings’ current or accumulated earnings and profits as determined for U.S.
federal income tax purposes, subject to the discussion below relating to the potential application of the “controlled foreign corporation” (“CFC”), “related
person insurance income” (“RPII”) and “passive foreign investment company” (“PFIC”) rules. These dividends should constitute “qualified dividend income”
as defined in Section 1(h)(11)(B) of the Code and, thus, certain shareholders (such as individuals) should be entitled to the maximum preferential federal
income tax rate of 20% applicable to “qualified dividends”, provided that certain holding period requirements are satisfied and certain other conditions are met,
and provided further that we are not considered a passive foreign investment company.

Dividends with respect to Endurance Holdings’ ordinary shares and Preferred Shares will not be eligible for the dividends-received deduction generally
allowed to U.S. corporations under the Code. The amount of any distribution that exceeds Endurance Holdings’ current and accumulated earnings and profits
first will be treated as a tax free return of capital; reducing a holder’s tax basis in the ordinary shares or Preferred Shares with regard to which the distribution
was made and any amount in excess of such tax basis will be treated as gain from the sale or exchange of such holder’s shares.

Classification of Endurance Holdings, Endurance U.K. or Endurance Bermuda as a CFC.  Each “10% U.S. Shareholder” of a foreign corporation
that is a CFC for an uninterrupted period of 30 days or more during a taxable year, and who owns shares in the CFC directly or indirectly through foreign
entities, in such corporation on the last day, in such year, in which such corporation is a CFC must include in its gross income for U.S. federal income tax
purposes its pro rata share of the CFC’s “subpart F income,” even if the subpart F income is not distributed. A foreign corporation is considered a CFC if
“10% U.S. Shareholders” own (directly, indirectly through foreign entities or constructively pursuant to the application of certain constructive ownership
rules) more than 50% of the total combined voting power of all classes of voting stock of such foreign corporation, or the total value of all stock of such
corporation.

For purposes of taking into account insurance income, a CFC also includes a foreign corporation in which more than 25% of the total combined voting
power of all classes of stock (or more than 25% of the total value of the stock) is owned (directly, indirectly through foreign entities or constructively pursuant
to the application of certain constructive ownership rules) by 10% U.S. Shareholders, on any day during the taxable year of such corporation, if the gross
amount of premiums or other consideration for the reinsurance or the issuing of insurance contracts exceeds 75% of the gross amount of all premiums or other
consideration in respect of all risks.
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A 10% U.S. Shareholder is a U.S. Person who owns at least 10% of the total combined voting power of all classes of stock entitled to vote of the foreign
corporation. The Preferred Shares should not be considered voting stock for purposes of determining whether a U.S. Person would be a “10% U.S.
Shareholder” unless and until there exists a Nonpayment Event which triggers the Preferred Shareholders’ right to elect two additional directors to the Board of
Directors of Endurance Holdings. In such case, the Preferred Shares should be treated as voting stock for as long as such right continues. Due to the
anticipated dispersion of Endurance Holdings’ share ownership among holders, its bye-law provisions that impose limitations on the concentration of voting
power of any shares that are entitled to vote and authorize the board of directors of Endurance Holdings to repurchase such shares under certain circumstances
and other factors, no U.S. Person that owns shares in Endurance Holdings directly or indirectly through foreign entities should be subject to treatment as a
10% U.S. Shareholder of a CFC. There can be no assurance, however, that the IRS will not challenge the effectiveness of these bye-law provisions for
purposes of preventing 10% U.S. Shareholder status and that a court will not sustain such challenge.

RPII Companies. The CFC rules also apply to certain insurance companies that earn “related person insurance income” (“RPII”). If the RPII rules were
to apply to Endurance U.K. or Endurance Bermuda, a U.S. Person who owns ordinary shares or Preferred Shares of Endurance Holdings, directly or
indirectly through foreign entities on the last day of the company’s taxable year would be required to include in its gross income for U.S. federal income tax
purposes its pro rata share of Endurance U.K.‘s or Endurance Bermuda’s RPII for the entire taxable year, regardless of whether such RPII is distributed. For
purposes of the RPII rules, Endurance U.K. or Endurance Bermuda will be treated as a CFC if “RPII Shareholders” collectively own directly, indirectly
through foreign entities or by application of the constructive ownership rules 25% or more of the stock of Endurance U.K. or Endurance Bermuda by vote or
value. RPII is defined as any “insurance income” attributable to policies of insurance or reinsurance with respect to which the person (directly or indirectly)
insured is a “RPII Shareholder” of the foreign corporation or a “related person” to such RPII Shareholder. In general, and subject to certain limitations,
“insurance income” is income (including premium and investment income) attributable to the issuing of any insurance or reinsurance contract which would be
taxed under the portions of the Code relating to insurance companies if the income were the income of a domestic insurance company.

A “RPII Shareholder” is any U.S. Person who owns, directly or indirectly through foreign entities, any amount (rather than stock possessing 10% or
more of the total combined voting power) of Endurance U.K.’s or Endurance Bermuda’s stock, and “related person” means someone who controls or is
controlled by the RPII Shareholder or someone who is controlled by the same person or persons which control the RPII Shareholder. “Control” is measured by
either more than 50% in value or more than 50% in voting power of stock, applying constructive ownership principles. A corporation’s pension plan is
ordinarily not a “related person” with respect to the corporation unless the pension plan owns, directly or indirectly through the application of constructive
ownership rules, more than 50%, measured by vote or value, of the stock of the corporation.

RPII Exceptions. The special RPII rules do not apply if (i) direct or indirect insureds and persons related to such insureds, whether or not U.S. Persons,
own, directly or indirectly, less than 20% of the voting power and less than 20% of the value of the stock of Endurance U.K. or Endurance Bermuda, as
applicable (the “20% Ownership Exception”), (ii) RPII, determined on a gross basis, is less than 20% of Endurance U.K.’s or Endurance Bermuda’s gross
insurance income for the taxable year, as applicable (the “20% Gross Income Exception”), (iii) Endurance U.K. or Endurance Bermuda elects to be taxed on its
RPII as if the RPII were effectively connected with the conduct of a U.S. trade or business and to waive all treaty benefits with respect to RPII and meets certain
other requirements or (iv) Endurance U.K. or Endurance Bermuda elects to be treated as a U.S. corporation. Endurance Bermuda and Endurance U.K. intend
to operate in a manner that is intended to ensure that each qualifies for the 20% Gross Income Exception. It is possible that neither Endurance Bermuda nor
Endurance U.K. will be successful in qualifying under this exception.

If none of these exceptions applies, each U.S. Person who directly or indirectly through foreign entities owns shares in Endurance Holdings (and
therefore, indirectly in Endurance U.K. and Endurance Bermuda) on the last day of Endurance Holdings’ taxable year, will be required to include in its gross
income for U.S. federal income tax purposes its share of RPII of Endurance U.K. and/or Endurance Bermuda, as applicable, for the entire taxable year. This
inclusion will be determined as if such RPII were distributed proportionately only to such U.S. Persons holding shares in Endurance Holdings at that date.
The inclusion will be limited to the current-year earnings and profits of Endurance U.K. or Endurance Bermuda, as applicable, reduced by the shareholder’s
pro rata share, if any, of certain prior year deficits in earnings and profits.

Basis Adjustments. A RPII Shareholder’s tax basis in its Endurance Holdings ordinary shares or Preferred Shares, as the case may be, will be increased
by the amount of any RPII or other subpart F income that the shareholder includes in income. Any distributions made by Endurance Holdings out of
previously taxed RPII or other subpart F income will be exempt from further tax in the hands of the RPII Shareholder. The RPII Shareholder’s tax basis in its
Endurance Holdings shares will be reduced by the amount of any distributions that are excluded from income under this rule.

Uncertainty as to Application of RPII.  Regulations interpreting the RPII provisions of the Code exist only in proposed form. It is not certain whether
these regulations will be adopted in their proposed form or what changes might ultimately be made or whether any such changes, as well as any interpretation
or application of the RPII rules by the IRS, the courts or otherwise, might have retroactive effect. Accordingly, the meaning of the RPII provisions and their
application to Endurance U.K. and Endurance Bermuda is uncertain. These provisions include the grant of authority to the U.S. Treasury to prescribe “such
regulations as may be necessary to carry out the purposes of this subsection, including regulations preventing the avoidance of this subsection through cross
insurance arrangements or otherwise.” In addition, there can be no assurance that the IRS will not challenge any determinations by Endurance U.K. or
Endurance Bermuda as to the amount, if any, of RPII that should be includible in income or that the amounts of the RPII inclusions will not be subject to
adjustment based upon subsequent IRS examination. Prospective investors should consult their tax advisors as to the effects of these uncertainties.
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Information Reporting. Under certain circumstances, U.S. Persons owning stock in a foreign corporation are required to file IRS Form 5471 with their
U.S. federal income tax returns. Generally, information reporting on IRS Form 5471 is required with respect to (i) a person who is treated as a RPII
Shareholder, (ii) a 10% U.S. Shareholder of a foreign corporation that is a CFC for an uninterrupted period of 30 days or more during any tax year of the
foreign corporation, and who owned the stock on the last of that year and (iii) under certain circumstances, a U.S. Person who acquires stock in a foreign
corporation, and as a result thereof owns 10% or more of the voting power or value of such foreign corporation, whether or not such foreign corporation is a
CFC. For any taxable year in which Endurance Holdings determines that gross RPII constitutes 20% or more of Endurance U.K.’s or Endurance Bermuda’s
gross insurance income and the 20% Ownership Exception does not apply, Endurance Holdings intends to mail to all U.S. Persons registered as holders of its
ordinary shares and Preferred Shares IRS Form 5471, completed with information from Endurance Holdings, for attachment to the U.S. federal income tax
returns of such shareholders. A tax-exempt organization that is treated as a 10% U.S. Shareholder or a RPII Shareholder also must file IRS Form 5471 in the
circumstances described above. Failure to file IRS Form 5471 may result in penalties.

Tax-Exempt Shareholders. Tax-exempt entities will be required to treat certain subpart F insurance income, including RPII that is includible in income
by the tax-exempt entity as unrelated business taxable income.

Dispositions of Ordinary Shares and Preferred Shares. Subject to the discussion below relating to the redemption of Preferred Shares or the potential
application of Code Section 1248 or the “PFIC” rules, any gain or loss realized by a U.S. Person on the sale or other disposition of ordinary shares or Preferred
Shares will be subject to U.S. federal income taxation as capital gain or loss in an amount equal to the difference between the amount realized upon such sale or
exchange and such person’s tax basis in the shares. If the holding period for these shares exceeds one year at the time of the disposition, any gain will be
subject to tax at a current maximum marginal tax rate of 20% for individuals and 35% for corporations. Moreover, gain, if any, generally will be U.S. source
gain and generally will constitute “passive income” for foreign tax credit limitation purposes.

Code Section 1248 provides that if a U.S. Person sells or exchanges stock in a foreign corporation and such person owned directly, indirectly through
certain foreign entities or constructively 10% or more of the voting power of the corporation at any time during the five-year period ending on the date of
disposition when the corporation was a CFC, any gain from the sale or exchange of the shares will be treated as ordinary income to the extent of the CFC’s
earnings and profits (determined under U.S. federal income tax principles) during the period that the shareholder held the shares and while the corporation was
a CFC (with certain adjustments). A 10% U.S. Shareholder may in certain circumstances be required to report a disposition of shares of a CFC by attaching
IRS Form 5471 to the U.S. federal income tax or information return that it would normally file for the taxable year in which the disposition occurs. For these
purposes, the Preferred Shares should not be considered as having voting power unless and until there exists a Nonpayment Event which triggers the right of
holders of Preferred Shares to elect two additional directors to the board of directors of Endurance Holdings. In such case, the Preferred Shares should be
treated as voting stock for as long as such right continues.

Code Section 1248 also applies to the sale or exchange of shares in a foreign corporation if the foreign corporation would be treated as a CFC for RPII
purposes and would be taxed as an insurance company if it were a domestic corporation, regardless of whether the shareholder is a 10% U.S. Shareholder or
whether the 20% Gross Income Exception or the 20% Ownership Exception applies. Regulations do not specifically address whether or how Code Section 1248
would apply to dispositions of shares of stock in a foreign corporation that is not a CFC and does not directly engage in the insurance business, but has a
subsidiary that is a CFC and that would be taxed as an insurance company if it were a domestic corporation. Endurance Holdings believes, however, that the
application of Code Section 1248 under the RPII rules should not apply to the disposition of ordinary shares or Preferred Shares because Endurance Holdings
is not directly engaged in the insurance business. There can be no assurance, however, that the IRS will not interpret the regulations in a contrary manner or
that the U.S. Treasury Department will not amend the regulations to provide that these rules will apply to dispositions of our ordinary shares and Preferred
Shares. Prospective investors should consult their tax advisors regarding the effects of these rules on a disposition of our shares.

Redemption of Preferred Shares. Subject to the discussion herein relating to the application of the RPII and PFIC rules, under Section 302 of the Code,
a redemption of the Preferred Shares will be treated as a dividend to the extent of Endurance Holdings’ current and accumulated earnings and profits, unless
such redemption satisfies the tests set forth under Section 302(b) of the Code, which would treat the redemption as a sale or exchange subject to taxation as
described above under “Dispositions of Ordinary Shares and Preferred Shares.” A redemption will be treated as a sale or exchange if: (i) it is “substantially
disproportionate,” (ii) constitutes a “complete termination of the holder’s stock interest” in us, or (iii) is “not essentially equivalent to a dividend”, each within
the meaning of Section 302(b) of the Code. In determining whether any of these tests are satisfied, shares considered to be owned by a U.S. Person by reason of
certain constructive ownership rules set forth in the Code, as well as shares actually owned, must generally be taken into account. Because the determination
as to whether any of the alternative tests of Section 302(b) of the Code is satisfied with respect to a particular holder of the Preferred Shares will depend on the
facts and circumstances as of the time the determination is made, U.S. shareholders should consult their tax advisors, at such time, to determine their tax
treatment in light of their particular circumstances.
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Passive Foreign Investment Companies.  In general, a foreign corporation will be a PFIC during a given year if (i) 75% or more of its gross income
constitutes “passive income” or (ii) 50% or more of its assets produce passive income.

For purposes of the PFIC determination, passive income generally includes interest, dividends, annuities and other investment income. The PFIC
statutory provisions, however, contain an express exception for income derived in the active conduct of an insurance business by a corporation which is
predominantly engaged in an insurance business.

This exception is intended to ensure that income derived by a bona fide insurance company is not treated as passive income, except to the extent such
income is attributable to financial reserves in excess of the reasonable needs of the insurance business. Endurance Holdings expects for purposes of the PFIC
rules that each of Endurance U.K. and Endurance Bermuda will be predominantly engaged in an insurance business and is unlikely to have financial
reserves in excess of the reasonable needs of its insurance business. Accordingly, neither expects to be treated as a PFIC for U.S. federal income tax purposes.
There can be no assurances, however, that this will be the case. The PFIC statutory provisions contain a look-through rule stating that, for purposes of
determining whether a foreign corporation is a PFIC, such foreign corporation shall be treated as if it received directly its proportionate share of the income and
as if it held its proportionate share of the assets of any other corporation in which it owns at least 25% by value of the shares. While no explicit guidance is
provided by the statutory language, under this look-through rule Endurance Holdings should be deemed to own the assets and to have received the income of
its insurance subsidiaries directly for purposes of determining whether it qualifies for the insurance exception. Consequently, Endurance Holdings does not
expect to be treated as a PFIC for U.S. federal income tax purposes. This interpretation of the look-through rule is consistent with the legislative intention
generally to exclude bona fide insurance companies from the application of PFIC provision. Nevertheless, there are currently no Treasury regulations regarding
the application of the PFIC provisions to an insurance company, and new Treasury regulations or pronouncements interpreting or clarifying these rules may be
forthcoming. In addition, the determination of PFIC status is fundamentally factual in nature, depends on the application of complex U.S. federal income tax
rules that are subject to differing interpretations, and generally cannot be determined until the close of the taxable year in question. Therefore, there can be no
assurance that the IRS will not challenge this position or that a court will not sustain such challenge. Prospective investors should consult their tax advisor as
to the effects of the PFIC rules.

If Endurance Holdings were characterized as a PFIC during a given year, U.S. Persons owning ordinary shares or Preferred Shares would be subject to a
penalty tax at the time of the sale at a gain of, or receipt of an “excess distribution” with respect to, their shares, unless such shareholders made a “qualified
electing fund election” or “mark-to-market” election. It is uncertain that Endurance Holdings would be able to provide its shareholders with the information
necessary for a U.S. Person to make the elections. In general, a shareholder receives an “excess distribution” if the amount of the distribution is more than
125% of the average distribution with respect to the shares during the three preceding taxable years (or shorter period during which the taxpayer held the
shares). In general, the penalty tax is equivalent to an interest charge on taxes that are deemed due during the period the shareholder owned the shares,
computed by assuming that the excess distribution or gain (in the case of a sale) with respect to the shares was taxed in equal portions at the highest applicable
tax rate on ordinary income throughout the shareholder’s period of ownership. The interest charge is equal to the applicable rate imposed on underpayments of
U.S. federal income tax for such period.

Other. Except as discussed below with respect to backup withholding, dividends paid by Endurance Holdings will not be subject to U.S. withholding
tax.

Information Reporting and Backup Withholding.  Information returns may be filed with the IRS in connection with payments of dividends with respect
to our ordinary shares or Preferred Shares and the proceeds from a sale or other disposition of the shares unless the shareholder establishes an exemption from
the information reporting rules. A U.S. Person holding our ordinary shares or Preferred Shares that does not establish such an exemption may be subject to
U.S. backup withholding tax on these payments if the holder fails to provide its taxpayer identification number or otherwise comply with the backup
withholding rules. The amount of any backup withholding from a payment to a U.S. Person will be allowed as a credit against the U.S. Person’s U.S. federal
income tax liability and may entitle such person to a refund, provided that the required information is furnished to the IRS.

Shareholders Who Are Non-U.S. Persons
Dividends, Sales, Exchanges and Other Disposition.  In general (and subject to the discussion below under “Information Reporting and Backup

Withholding”), a Non-U.S. Person will not be subject to U.S. federal income or withholding tax with respect to payments of dividends on, or gain upon the
disposition of, our ordinary shares or Preferred Shares unless (i) the dividends or gain is effectively connected with the conduct by the Non-U.S. Person of a
trade or business in the United States or (ii) in the case of gain upon the disposition of shares, the Non-U.S. Person is an individual who is present in the
United States for 183 days or more in the taxable year and certain other conditions are met. Nonresident alien individuals will not be subject to U.S. estate tax
with respect to our ordinary shares or Preferred Shares.
 

31



Table of Contents

Dividends or gain that is effectively connected with the conduct by a Non-U.S. Person of a trade or business in the United States (and, if required by an
applicable income tax treaty, is attributable to a permanent establishment that a shareholder maintains in the United States) generally will be subject to regular
U.S. federal income tax in the same manner as if it were realized by a U.S. Person. In addition, if such Non-U.S. Person is a non-U.S. corporation, such
dividends or gain may be subject to a branch profits tax at a rate of 30% (or such lower rate as is provided by an applicable income tax treaty).

Information Reporting and Backup Withholding.  If our ordinary shares or Preferred Shares are held by a Non-U.S. Person through a non-U.S. (and
non-U.S. related) broker or financial institution, information reporting and backup withholding generally would not be required. Information reporting, and
possibly backup withholding, may apply if the shares are held by a Non-U.S. Person through a U.S. (or U.S. related) broker or financial institution and the
Non-U.S. Person fails to provide appropriate information. Non-U.S. Persons should consult their tax advisors concerning the application of the information
reporting and backup withholding rules.

AVAILABLE INFORMATION

General information about us, including our Corporate Governance Guidelines, Code of Business Conduct and Ethics and the charters for the Audit,
Compensation, Investment, Nominating and Corporate Governance, Risk and Underwriting Committees of our Board of Directors, can be found on our
website at www.endurance.bm. Our Form 10-K, Quarterly Reports on Form 10-Q and Current Reports on Form 8-K, as well as any amendments and exhibits
to those reports, are available free of charge through our website as soon as reasonably practicable after we file them with, or furnish them to, the United States
Securities and Exchange Commission (the “SEC”). The public may read and copy any materials we file with the SEC at the SEC’s Public Reference Room at
100 F Street, NE, Washington, DC 20549. The public may obtain information on the operation of the Public Reference Room by calling the SEC at 1-800-
SEC-0330. The SEC maintains an Internet site that contains reports, proxy and information statements, and other information regarding issuers that file
electronically with the SEC (including Endurance) and the address of that site is www.sec.gov. Any of the above referenced documents can also be obtained in
print, free of charge, by contacting the Secretary at Endurance Specialty Holdings Ltd., Wellesley House, 90 Pitts Bay Road, Pembroke HM08, Bermuda.
Information on our website is not incorporated into this Form 10-K or our other securities filings and is not a part of these filings.

Item 1A. Risk Factors
Before investing in any of our securities, you should carefully consider the following risk factors and all other information set forth in this Form 10-K.
These risks could materially affect our business, results of operations or financial condition and could cause the trading price of our securities to
decline. You could lose all or part of your investment. The headings used in this section are solely to aid the reader as to general categories of risks
related to investing in the Company. Many of the risk factors listed apply to more than one category or to the Company generally. Accordingly, the
headings used in this section should not be construed as limiting in any manner the general applicability of any of the risk factors included in this
section.

UNDERWRITING RISKS

As a property, agriculture and catastrophe insurer and reinsurer, we are particularly vulnerable to losses from catastrophes.

Our property, agriculture and catastrophe insurance and reinsurance lines expose us to claims arising out of catastrophes. Catastrophes can be caused
by various unpredictable events, including earthquakes, hurricanes, hailstorms, droughts, severe weather, floods, fires, tornadoes, volcano eruptions,
explosions and other natural or man-made disasters. Many scientists believe that the earth’s atmospheric and oceanic temperatures are increasing and that, in
recent years, changing climate conditions have increased the unpredictability, severity and frequency of natural disasters in certain parts of the world.

The global geographic distribution of our business subjects us to catastrophe exposure for natural events occurring in a number of areas throughout the
world, including, but not limited to, windstorms in the United Kingdom and continental Europe, hurricanes in Florida, the Gulf Coast and the Atlantic coast
regions of the United States, typhoons and earthquakes in Japan, New Zealand, Australia and other parts of Southeast Asia, earthquakes in California and
the Pacific Northwest and New Madrid region of the United States and drought, hail, tornado and flooding in the Midwestern United States. From time to
time, we may have greater exposures in one or more of these geographic areas than our overall share of the worldwide market might suggest. Accordingly, when
and if catastrophes occur in these areas, we may experience relatively more severe negative results from such events than our competitors. In particular, the
Company has historically had a relatively large percentage of its coverage exposures concentrated in the states of Texas, California and Florida, continental
Europe, and Japan.
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In addition, changing climate conditions, primarily rising global temperatures, may be increasing, or may in the future increase the frequency and
severity of natural catastrophes, including weather events, and may create new types of catastrophe losses. We expect that increases in the values and
concentrations of insured property will increase the severity of such occurrences in the future.

In the event that we experience catastrophe losses, there is a possibility that our premiums will be inadequate to cover these risks. In addition, because
accounting regulations do not permit insurers and reinsurers to reserve for such catastrophic events until they occur, claims from catastrophic events could
cause substantial volatility in our financial results for any fiscal quarter or year and could have a material adverse effect on our financial condition and results
of operations. Furthermore, the estimation of reserves related to catastrophic events can be affected by the inability to access portions of the affected areas, the
complexity of factors contributing to the losses, legal and regulatory uncertainties and the nature of the information available to establish the reserves. Complex
factors include but are not limited to: determining whether damage was caused by flooding versus wind; evaluating general liability and pollution exposures;
estimating additional living expenses; the impact of demand surge; infrastructure disruption; fraud; the effect of mold damage; business interruption costs;
and reinsurance collectability. The timing of a catastrophe’s occurrence, such as at or near the end of a reporting period, can also affect the information
available to us in estimating reserves for that reporting period. The estimates related to catastrophes are adjusted as actual claims emerge and additional
information becomes available. Our ability to write new business also could be adversely impacted. Although we attempt to manage our exposure to such
events through the use of underwriting controls and the purchase of third-party reinsurance, catastrophic events are inherently unpredictable and the actual
nature of such events when they occur could be more frequent or severe than contemplated in our pricing and risk management expectations. As a result, the
occurrence of one or more catastrophic events could have a material adverse effect on our results of operations or financial condition.

As a property and casualty insurer and reinsurer, we could face losses from war, terrorism and political unrest.
We may have substantial exposure to losses resulting from acts of war, acts of terrorism and political instability. These risks are inherently

unpredictable, although recent events may lead to increased frequency and severity. It is difficult to predict their occurrence with statistical certainty or to
estimate the amount of loss an occurrence will generate. Accordingly, it is possible that our loss reserves will be inadequate to cover these risks. We closely
monitor the amount and types of coverage we provide for terrorism risk under insurance policies and reinsurance treaties. We often seek to exclude terrorism
when we cannot reasonably evaluate the risk of loss or charge an appropriate premium for such risk. Even in cases where we have deliberately sought to
exclude coverage, we may not be able to eliminate our exposure to terrorist acts, and thus it is possible that these acts will have a material adverse effect on us.

We are exposed to, and may face adverse developments involving, mass tort claims such as those relating to exposure to potentially harmful
products or substances.

We face exposure to mass tort claims, including claims related to exposure to potentially harmful products or substances. Establishing claims and claim
adjustment expense reserves for mass tort claims is subject to uncertainties because of many factors, including expanded theories of liability, disputes
concerning medical causation with respect to certain diseases, geographical concentration of the lawsuits asserting the claims and the potential for a large rise in
the total number of claims without underlying epidemiological developments suggesting an increase in disease rates. Moreover, evolving judicial interpretations
regarding the application of various tort theories and defenses, including application of various theories of joint and several liabilities, as well as the
application of insurance coverage to these claims, make it difficult to estimate our ultimate liability for such claims.

Because of the uncertainties set forth above, additional liabilities may arise for amounts in excess of the current related reserves. In addition, our estimate
of claims and claim adjustment expenses may change, and such change could be material. These additional liabilities or increases in estimates, or a range of
either, cannot now be reasonably estimated and could materially and adversely affect our results of operations.

The risks associated with property and casualty reinsurance underwriting could adversely affect us.
Because we participate in property and casualty reinsurance markets, the success of our underwriting efforts depends, in part, upon the policies,

procedures and expertise of the ceding companies making the original underwriting decisions. We face the risk that these ceding companies may fail to
accurately assess the risks that they assume initially, which, in turn, may lead us to inaccurately assess the risks we assume. If we fail to establish and
receive appropriate premium rates, we could face significant losses on these contracts.

The terms of the Federal Multi-Peril Crop Insurance Program may change and adversely impact us.
ARMtech currently participates in the U.S. Federal Multi-Peril Crop Insurance Program (“MPCI”) sponsored by the Risk Management Agency of the

U.S. Department of Agriculture (the “RMA”). ARMtech’s crop insurance premiums, which are primarily driven by MPCI, have become an increasingly larger
portion of our business, totaling $903.7 million of gross premiums written in 2012, and representing 63.2% of the total gross premiums written in our
Insurance segment in 2012.
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The RMA periodically reviews and proposes changes to the Standard Reinsurance Agreement (“SRA”) used in connection with the MPCI program and
such changes to the SRA could adversely affect the financial results of crop insurers such as ARMtech.

As an agriculture insurer, we could face losses from commodity price volatility.
A significant portion of our agriculture insurance business provides revenue protection to farmers for their expected crop revenues, which can be affected

by changes in crop prices. We face the risk that significant losses could be incurred in the event of a decline in the applicable commodity prices prior to
harvest. While this risk is partially mitigated by policyholder retentions, it is possible that large declines in the commodity prices of the major crops we
insure, including corn, soybeans, cotton and wheat, could have a material adverse effect on our results of operations or financial condition if we are unable to
effectively reinsure these risks or enter into applicable commodity price hedges.

If actual renewals of our existing policies and contracts do not meet expectations, our gross premiums written in future years and our future
results of operations could be materially adversely affected.

Our insurance policies and reinsurance contracts are generally for a one-year term. In our financial forecasting process, we make assumptions about the
renewal of our prior year’s policies and contracts. If actual renewals do not meet expectations, our gross premiums written in future years and our future
results of operations could be materially adversely affected. This risk is especially prevalent in the first quarter of each year when a large number of insurance
and reinsurance contracts are subject to renewal.

The ongoing development of our excess and surplus lines insurance operations is subject to increased risk from changing market conditions.

Excess and surplus lines insurance is a substantial portion of the business written by our U.S.-based insurance operations. Excess and surplus lines
insurance covers risks that are typically more complex and unusual than standard risks and require a high degree of specialized underwriting. As a result,
excess and surplus lines risks do not often fit the underwriting criteria of standard insurance carriers. Our excess and surplus lines insurance business fills
the insurance needs of businesses with unique characteristics and is generally considered higher risk than those in the standard market. If our underwriting
staff inadequately judges and prices the risks associated with the business underwritten in the excess and surplus lines market, our financial results could be
adversely impacted.

Further, the excess and surplus lines market is significantly affected by the conditions of the property and casualty insurance market in general. The
impact of this cyclicality can be more pronounced in the excess and surplus market than in the standard insurance market. During times of hard market
conditions (when market conditions are more favorable to insurers), as rates increase and coverage terms become more restrictive, business tends to move from
the admitted market to the excess and surplus lines market and growth in the excess and surplus market can be significantly more rapid than growth in the
standard insurance market. When soft market conditions are prevalent (when market conditions are less favorable to insurers), standard insurance carriers
tend to loosen underwriting standards and expand market share by moving into business lines traditionally characterized as excess and surplus lines,
exacerbating the effect of rate decreases. If we fail to manage the cyclical nature and volatility of the revenues and profit we generate in the excess and surplus
lines market, our financial results could be adversely impacted.

The failure of any of the loss limitation methods we employ could have a material adverse effect on our financial condition or on our results of
operations.

We seek to limit our loss exposure in a variety of ways, including by writing many of our insurance and reinsurance contracts on an excess of loss
basis, adhering to maximum limitations on policies written in defined geographical zones, limiting program size for each client, establishing per risk and per
occurrence limitations for each event, employing coverage restrictions and following prudent underwriting guidelines for each program written. In the case of
proportional treaties, we generally seek per occurrence limitations or loss ratio caps to limit the impact of losses from any one event. Most of our direct liability
insurance policies include maximum aggregate limitations. We also seek to limit our loss exposure through geographic diversification. Disputes relating to
coverage and choice of legal forum may also arise. As a result, various provisions of our policies, such as limitations or exclusions from coverage or choice of
forum, may not be enforceable in the manner we intend and some or all of our other loss limitation methods may prove to be ineffective. Underwriting is a
matter of judgment, involving important assumptions about matters that are inherently unpredictable and beyond our control, and for which historical
experience and probability analysis may not provide sufficient guidance. One or more future catastrophic or other events could result in claims that
substantially exceed our expectations, which could have a material adverse effect on our financial condition and our results of operations, possibly to the extent
of eliminating our shareholders’ equity.
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We may be unable to purchase reinsurance and our net income could be reduced or we could incur a net loss in the event of an unusual loss
experience.

We purchase reinsurance if it is deemed prudent from a risk mitigation perspective or if it is expected to have a favorable cost/benefit relationship relative
to our retained risk portfolio. Changes in the availability and cost of reinsurance, which are subject to market conditions that are outside of our control, may
reduce to some extent our ability to use reinsurance to balance exposures across our reinsurance or insurance operations. Accordingly, we may not be able to
obtain our desired amounts of reinsurance. In addition, even if we are able to obtain such reinsurance, we may not be able to negotiate terms that we deem
appropriate or acceptable or obtain such reinsurance from entities with satisfactory creditworthiness.

We are also subject to credit risk with respect to our reinsurers because the transfer of risk to a reinsurer does not relieve us of our liability to our clients.
If our reinsurance companies experience financial difficulties, they may be unable to pay us. In addition, reinsurers may be unwilling to pay us, even though
they are able to do so. The failure of one or more of the our reinsurers to honor their obligations to us in a timely fashion would impact our cash flow and
reduce our net income and, depending upon the amount of reinsurance we have purchased, could cause us to incur a significant loss.

A decline in our financial strength ratings could affect our standing among brokers and customers and cause our premiums and earnings to
decrease.

Financial strength ratings have become an increasingly important factor in establishing the competitive position of insurance and reinsurance companies.
We currently maintain an A.M. Best financial strength rating of “A” (Excellent) with a stable outlook and an S&P financial strength rating of “A” (Strong)
with a stable outlook and a Moody’s rating of “A” with a negative outlook. Because all of our ratings are subject to continual review, the retention of these
ratings cannot be assured. If our ratings are reduced from their current level by A.M. Best, S&P or Moody’s, our competitive position in the insurance and
reinsurance industry would suffer. Such a downgrade may have a material negative impact on our ability to expand our insurance and reinsurance portfolio
and renew our existing insurance and reinsurance policies and agreements, require us to establish trusts or post letters of credit for ceding company clients,
and could trigger provisions allowing some ceding company clients to terminate their reinsurance contracts with us on terms disadvantageous to us. In
addition, a downgrade of our A.M. Best rating below “B++” (two levels below our current rating) would constitute an event of default under our bank credit
facility. Each of the effects of a downgrade of our financial strength rating described above could make it more expensive or otherwise difficult for us to
compete in certain business segments in which we would otherwise desire to operate. If this were to occur, we could suffer a material and adverse effect on our
financial position and results of operations, and the market price for our securities, including any ordinary shares, could be materially and adversely affected.

It is possible that rating agencies may in the future heighten the level of scrutiny they apply when analyzing companies in our industry, may increase the
frequency and scope of their reviews, may request additional information from the companies that they rate, and may adjust upward the capital and other
requirements employed in their models for maintenance of certain rating levels.

We cannot predict what actions rating agencies may take, or what actions we may take in response to the actions of rating agencies, which could
adversely affect our business. As with other companies in the financial services industry, our ratings could be downgraded at any time and without any notice.

Profitability may be adversely impacted by inflation.
The effects of inflation could cause the cost of claims from catastrophes or other events to rise in the future. Our reserve for losses and loss expenses

includes assumptions about future payments for settlement of claims and claims handling expenses, such as medical treatments and litigation costs. To the
extent inflation causes these costs to increase above reserves established for these claims, we will be required to increase our loss reserves with a corresponding
reduction in our net income in the period in which the deficiency is identified.

Inflation could also lead to higher interest rates causing the current unrealized gain position in the Company’s fixed maturity portfolio to decrease.

Adverse changes to the economy in the countries in which we operate could lower the demand for our insurance and reinsurance products and
could have a materially adverse effect on the profitability of our operations.

Factors such as consumer spending, business investment, government spending, the volatility and strength of the capital markets, and inflation all
affect the business and economic environment and, indirectly, the amount and profitability of our business. In an economic environment characterized by
higher unemployment, lower family income, lower corporate earnings, lower business investment and lower consumer spending, the demand for insurance
products could be adversely affected. Adverse changes in the economy could potentially lead our customers to have less need for insurance coverage, to cancel
existing insurance policies, modify coverage or to not renew with us, and our premium revenue could be adversely affected. Challenging economic conditions
also may impair the ability of our customers to pay premiums as they come due.
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The downgrade in the credit ratings for U.S. government securities by various credit rating agencies and the continuing economic instability in the
Eurozone have resulted in global financial market uncertainty and economic instability. Consequently, evolving market conditions may continue to affect our
investment portfolio, results of operations, financial position and capital resources. In the event that there is further deterioration or volatility in financial
markets or general economic conditions, our investment portfolio, results of operations, financial position and/or liquidity, and competitive landscape could be
materially and adversely affected.

Since we depend on a few brokers for a large portion of our revenues, loss of business provided by any one of them could adversely affect us.

We market our insurance and reinsurance worldwide through insurance and reinsurance brokers. In the year ended December 31, 2012, our top three
brokers represented approximately 50.1% of our net premiums written. Loss of all or a substantial portion of the business provided by one or more of these
brokers could have a material adverse effect on our business.

Our reliance on brokers subjects us to their credit risk.
In accordance with industry practice, we frequently pay amounts owed on claims under our insurance or reinsurance contracts to brokers, and these

brokers, in turn, pay these amounts to the clients that have purchased insurance or reinsurance from us. If a broker fails to make such a payment, in a
significant majority of business that we write, it is highly likely that we will be liable to the client for the deficiency because of local laws or contractual
obligations, notwithstanding the broker’s obligation to make such payment. Likewise, when the client pays premiums for these policies to brokers for
payment over to us, these premiums are considered to have been paid and, in most cases, the client will no longer be liable to us for those amounts, whether or
not we have actually received the premiums. Consequently, we assume a degree of credit risk associated with brokers around the world with respect to most of
our insurance and reinsurance business. To date we have not experienced any losses related to such credit risks.

The effects of emerging claim and coverage issues on our business are uncertain.
As industry practices and legal, judicial, social and other environmental conditions change, unexpected and unintended issues related to claims and

coverage may emerge. These issues may adversely affect our business by either broadening coverage beyond our underwriting intent or by increasing the
number or size of claims. In some instances, these changes may not become apparent until some time after we have issued insurance or reinsurance contracts
that are affected by the changes. As a result, the full extent of liability under our insurance or reinsurance contracts may not be known for many years after a
contract is issued.

Recent examples of emerging claims and coverage issues include:
 

 
•  An increase in the dollar magnitude of security class action settlements, particularly in the settlement of mega-cases, covered by

professional liability and directors’ and officers’ liability insurance;
 

 •  continued challenges to tort reform by plaintiffs with mixed results across the United States;
 

 •  a low interest rate environment, which continues to create upward pressure on settlement values;
 

 
•  a growing trend of plaintiffs targeting property and casualty insurers relating to claims-handling practices in the adjustment of losses

relating to natural disasters; and
 

 •  securities litigation with a focus on initial public offerings and merger and acquisition activities.

The effects of these and other unforeseen emerging claim and coverage issues are extremely hard to predict and could have a material adverse effect on
our financial condition or results of operations.

We operate in a highly competitive environment which could adversely impact our operating margins.
The insurance and reinsurance industries are highly competitive. We compete with major U.S. and non-U.S. insurers and reinsurers, including other

Bermuda-based insurers and reinsurers. Many of our competitors have greater financial, marketing and management resources. In addition, we may not be
aware of other companies that may be planning to enter the segments of the insurance and reinsurance market in which we operate or of existing companies that
may be planning to raise additional capital. Increasing competition could result in fewer submissions, lower premium rates and less favorable policy terms
and conditions, which could have a material adverse impact on our growth and profitability.

Further, insurance/risk-linked securities and derivative and other non-traditional risk transfer mechanisms and vehicles are being developed and offered
by other parties, including non-insurance company entities, which could impact the demand for traditional insurance or reinsurance. A number of new,
proposed or potential industry or legislative developments could further increase competition in our industry. New competition from these developments could
cause the demand for insurance or reinsurance to fall or the expense of customer acquisition and retention to increase, either of which could have a material
adverse effect on our growth and profitability.
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The historical cyclicality of the property and casualty reinsurance industry may cause fluctuations in our results.
Historically, property and casualty insurers and reinsurers have experienced significant fluctuations in operating results due to competition, frequency

of occurrence or severity of catastrophic events, levels of capacity, general economic conditions and other factors. Demand for insurance and reinsurance is
influenced significantly by prevailing general economic conditions and, in the case of reinsurance, the underwriting results of primary property and casualty
insurers. The supply of insurance and reinsurance is related to prevailing prices, the levels of insured losses and the levels of industry surplus which, in
turn, may fluctuate in response to changes in rates of return on investments being earned in the insurance and reinsurance industry. As a result, the insurance
and reinsurance business historically has been a cyclical industry characterized by periods of intense price competition due to excessive underwriting capacity
as well as periods when shortages of capacity permitted favorable premium levels. The continued strength of the industry’s surplus position and the
establishment of new market entrants has increased the supply of insurance and reinsurance and has caused insurance and reinsurance prices in many of the
markets in which we participate to decrease in the past five years. Any of these factors could lead to a significant reduction in premium rates, less favorable
policy terms and fewer submissions for insurance and reinsurance coverage. In addition to these considerations, changes in the frequency and severity of
losses suffered by insureds and cedants may affect the cycles of the insurance and reinsurance business significantly. To the extent these trends continue, our
financial condition or results of operations could be materially and adversely affected.

INVESTMENT RISKS

We are exposed to significant financial and capital markets risk, including changes in interest rates, credit spreads, equity prices and foreign
currency exchange rates, which may adversely affect our results of operations, financial condition or liquidity.

We are exposed to significant financial and capital markets risk, including changes in interest rates, credit spreads, equity prices, foreign currency
exchange rates, market volatility, the performance of the economy in general, the performance of the specific issuers included in our portfolio and other factors
outside our control.

Our exposure to interest rate risk relates primarily to the market price and cash flow variability associated with changes in interest rates. A rise in interest
rates, in the absence of other countervailing changes, will reduce the net unrealized gain or increase the net unrealized loss position of our investment portfolio.
As portions of our fixed maturity investments mature, we may be forced to reinvest these investments at lower rates, which could result in materially lower
investment yields. In the event that our estimate of our liability-cash flow profile is inaccurate, we may be forced to liquidate investments prior to maturity at a
loss in order to cover the liability. Although we take measures to manage the economic risks of investing in a changing interest rate environment, we may not be
able to adequately mitigate the interest rate risk of our assets relative to our liabilities, which could have a material adverse effect on our consolidated results of
operations, financial condition or liquidity.

Our exposure to credit spreads primarily relates to market price and cash flow variability associated with changes in credit spreads. If issuer credit
spreads widen or increase significantly over an extended period of time, it may result in a net unrealized loss position in our investment portfolio. If credit
spreads tighten significantly, it will reduce net investment income associated with new purchases of fixed maturity investments.

Our exposure to equity price risk relates primarily to equity market price variability. Although we take measures to manage the economic risks of
investing in a changing equity market, we may not be able to adequately mitigate the equity risk of our assets relative to our liabilities.

Our primary foreign currency exchange risks are related to net income from foreign operations, non–U.S. dollar denominated investments, investments
in foreign subsidiaries, cash and premium receivable balances and reserves. In general, the weakening of foreign currencies versus the U.S. dollar will
unfavorably affect net income from foreign operations, investments in foreign subsidiaries, and the value of cash, investments and premium receivable
balances offset by reserves held in currencies other than U.S. dollars.

A portion of our investment portfolio is allocated to alternative and specialty investment funds that we expect will have different risk
characteristics than our investments in traditional fixed maturity securities, equity securities and short-term investments, which in turn could
result in a material adverse change to our investment performance, and accordingly adversely affect our financial results.
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A portion of our investment portfolio is allocated to alternative funds and specialty funds, which we expect to have different risk characteristics than our
investments in traditional fixed maturity securities, equity securities and short term investments. Our alternative funds include investments in hedge funds
and private investment funds that generally invest in senior secured bank debt, high yield debt securities, distressed debt, distressed real estate, derivatives
and equity long/short strategies and constituted 5.7% of the carrying value of our cash and invested assets as of December 31, 2012. As of December 31,
2012, we are committed to potential future capital calls in the aggregate amount of approximately $29.5 million in connection with our alternative funds. Our
specialty funds currently include investments in high yield loan and convertible debt funds and constituted 2.2% of the carrying value of our cash and
invested assets as of December 31, 2012. The amount and timing of net investment income from such alternative and specialty investment funds tends to be
uneven as a result of the performance of the underlying investments. The timing of distributions from these investments, which depends on particular events
relating to the underlying investments, as well as the funds’ schedules for making distributions and their needs for cash, can be difficult to predict. The
amount of net investment income that we record from these investments can vary substantially from quarter to quarter. Many of the investments are subject to
restrictions on redemptions and sales that limit our ability to liquidate these investments in the short-term. These investments expose us to market risks
including interest rate risk, foreign currency risk, equity price risk and credit risk. In addition, we typically do not hold the underlying securities of these
investments in our custody accounts. As a result, we generally do not have the ability to quantify the risks associated with these investments in the same
manner as we have for our fixed maturity portfolio. The performance of these investments is also dependent on the individual investment managers and their
investment strategies. It is possible that the investment managers will leave and/or the investment strategies will become ineffective. Any of the foregoing could
result in a material adverse change to our investment performance, and accordingly adversely affect our financial results.

Losses due to defaults by others, including issuers of investment securities (which include structured securities such as commercial mortgage-
backed securities and residential mortgage-backed securities or high yield bonds), and reinsurance counterparties could adversely affect the value
of our investments, results of operations, financial condition or cash flows.

Issuers or borrowers whose securities or loans we hold, customers, reinsurers, clearing agents, exchanges, clearing houses and other financial
intermediaries and guarantors may default on the principal and interest they owe to us due to bankruptcy, insolvency, lack of liquidity, adverse economic
conditions, operational failure, fraud or other reasons. We are also subject to the risk that the underlying collateral within loan-backed securities, including
mortgage-backed and asset-backed securities, may default on principal and interest payments causing an adverse change in cash flows paid to us. At
December 31, 2012, the fixed maturity securities of $4.9 billion represented 74.2% of our total cash and invested assets. The occurrence of a major economic
downturn, acts of corporate malfeasance, widening risk spreads, or other events that adversely impact the issuers, guarantors or underlying collateral of these
securities could cause the value of our investment portfolio and our net income to decline and the default rate of our fixed maturity investments to increase. A
ratings downgrade affecting issuers or guarantors of particular securities, or similar trends that could worsen the credit quality of issuers, such as the
corporate issuers of securities in our investment portfolio, could also have a similar effect. With economic uncertainty, credit quality of issuers or guarantors
could be adversely affected. Similarly, a ratings downgrade affecting a loan-backed security we hold could indicate the credit quality of that security has
deteriorated. Any event reducing the value of these securities other than on a temporary basis could have a material adverse effect on our business, results of
operations and financial condition. Levels of write down or impairment are impacted by our assessment of the intent and ability to hold securities which have
declined in value and whether such declines in the Company’s value below amortized cost are due to credit related factors.

We have also engaged third party investment managers to provide us with investment advisory and management services. It is possible that the
investment strategies employed by these third party investment managers may become ineffective or that such managers will fail to follow our investment
guidelines, which could result in a material adverse change to our investment performance, and accordingly adversely effect our financial results.

The further downgrade of U.S. or foreign government securities by credit rating agencies could adversely impact the value of the U.S. or foreign
government and other securities in our investment portfolio and create uncertainty in the market generally.

The further downgrade of the U.S. or foreign government securities by credit rating agencies has the potential to adversely impact the value of the U.S.
or foreign government and other securities in our investment portfolio. A further downgrade in the rating of U.S. or foreign government securities may cause the
Company’s investment portfolio’s average credit rating to fall and may result in the Company no longer being in compliance with its current investment policy
at its current level of U.S. or foreign government security holdings. In addition to the foregoing, a further downgrade in the rating of U.S. or foreign
government securities may have an adverse impact on fixed income markets, which in turn could cause our net investment income to decline or have a material
adverse effect on our financial condition.

Our investment portfolio contains direct and indirect exposure to the indebtedness and equity securities of those countries whose currency is the Euro or
whose sovereign debt rating is below AAA (except the U.S.) which may be subject to increased liquidity risk, interest rate risk and default risk as a result of
economic conditions in those countries. Increased defaults or a significant increase in interest rates could result in losses, realized or unrealized, in the fair
value of our investment portfolio and, consequently, could have a material adverse effect on our financial condition.
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The determination of the other-than-temporary impairments taken on our investments is highly subjective and could materially impact our
financial position or results of operations.

The determination of the amount of other-than-temporary impairments recognized on our investments varies by investment type and is based upon our
periodic evaluation and assessment of known and inherent risks associated with the respective asset class as well as an analysis on a security by security
basis. Such evaluations and assessments are revised as conditions change and new information becomes available. Management updates its evaluations
regularly and reflects impairments in operations as such evaluations are revised.

During periods of market disruption including periods of significantly rising or high interest rates, rapidly widening credit spreads or illiquidity, it may
be difficult to value certain of our securities, such as mortgage-backed securities, if trading becomes less frequent or market data becomes less observable. In
addition, there may be certain asset classes that were in active markets with significant observable data that become illiquid. In such cases, more securities
may require more subjectivity and management judgment in determining their values, including the use of inputs and assumptions that are less observable or
require greater estimation as well as valuation methods, which are more sophisticated or require greater estimation thereby resulting in values which may differ
materially from the value at which the investments may be ultimately sold. Further, rapidly changing and unprecedented credit and equity market conditions
could materially impact the valuation of securities as reported within our consolidated financial statements and the period-to-period changes in value could
vary significantly. Decreases in value may have a material adverse effect on our results of operations or financial condition.

There can be no assurance that our management has accurately assessed the level of impairments taken in our financial statements. Furthermore,
additional impairments may need to be taken in the future, which could materially impact our financial position or results of operations. Historical trends may
not be indicative of future impairments.

Some of our investments are relatively illiquid and are in asset classes that may experience significant market valuation fluctuations.

We hold certain investments that may lack liquidity, such as our alternative funds and specialty funds. If we require significant amounts of cash on
short notice in excess of normal cash requirements or are required to post or return collateral in connection with our investment portfolio or securities lending
activities, we may have difficulty selling these investments in a timely manner, be forced to sell them for less than we otherwise would have been able to
realize, or both.

The reported value of our relatively illiquid types of investments and, at times, our high quality, generally liquid asset classes, do not necessarily reflect
the lowest current market price for the asset. If we were forced to sell certain of our assets in the current market, there can be no assurance that we will be able
to sell them for the prices at which we have recorded them, and we may be forced to sell them at significantly lower prices.

We are exposed to equity market risks, which may adversely affect our results of operations, financial condition or liquidity.

We are exposed to risks associated with our investments in equity securities, which are subject to significant financial and capital markets risk,
including changes in interest rates, credit spreads, equity prices, real estate markets, the performance of the economy in general, the performance of the
specific securities included in our investment portfolio and other factors outside our control.

Our exposure to equity price risk relates primarily to equity market price variability. Although we take measures to manage the economic risks of
investing in a changing equity market, we may not be able to adequately mitigate the equity risk of our assets relative to our liabilities, which could have an
adverse effect on our results of operations, financial condition or liquidity.

We are exposed to derivative financial instrument risks, which may adversely affect our results of operations, financial condition or liquidity.

We are exposed to risks associated with our investments in derivative financial instruments, which are subject to significant financial and capital
markets risk, including changes in interest rates, credit spreads, equity prices, real estate markets, foreign currency exchange rates, weather elements such as
temperature, precipitation, snowfall and windspeed, market volatility, the performance of the economy in general, the performance of the specific securities
included in our investment portfolio and other factors outside our control.
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Losses due to defaults by our derivative counterparties could adversely affect the value of our investments, results of operations, financial
condition or cash flows.

Derivative counterparties may default on the amounts they owe to us due to bankruptcy, insolvency, lack of liquidity, adverse economic conditions,
operational failure, fraud or other reasons. The occurrence of a major economic downturn, acts of corporate malfeasance, widening risk spreads or other
events that adversely impact our derivative counterparties or the collateral supporting our derivative instruments could cause our net income to decline and
have a material adverse effect on our financial condition. The Company attempts to mitigate losses from defaults by our derivative counterparties, where
possible, by requiring daily margin postings.

Our failure to comply with the financial strength standards governing our derivative instruments could obligate us to post collateral or settle our
outstanding derivative instruments.

Certain of the Company’s derivative agreements contain provisions that are tied to the financial strength ratings of the individual legal entity which
entered into the derivative agreement as set by nationally recognized statistical rating agencies. If the legal entity’s financial strength were to fall below certain
ratings, the counterparties to the derivative agreements could demand immediate and ongoing full collateralization and in certain instances demand immediate
settlement of all outstanding derivative positions traded under each impacted bilateral agreement. The settlement amount is determined by netting the derivative
positions transacted under each agreement. If the termination rights were to be exercised by the counterparties, it could have a material adverse effect on the
Company’s liquidity, financial condition, results of operations and ability to conduct hedging activities by increasing the associated costs and decreasing the
willingness of counterparties to transact with the legal entity.

Our investment liquidity and investment performance may affect our financial assets and ability to conduct business.

We derive a significant portion of our income from our invested assets. As a result, our operating results depend in part on the performance of our
investment portfolio, which consists primarily of fixed maturity investments. Our income derived from our invested assets (including net realized and
unrealized gains and net impairment losses recognized in earnings) was $244.6 million for the year ended December 31, 2012. Our operating results are
subject to a variety of investment risks, including risks relating to general economic conditions, market volatility, interest rate fluctuations, liquidity risk and
credit and default risk. In addition, we are subject to pre-payment or reinvestment risk as well as restrictions on redemptions or sale of certain of our
investments.

With respect to our liabilities, we strive to structure our investments in a manner that recognizes their cash flow profile and our potential liquidity needs.
In that regard, we attempt to correlate the maturity and duration of our investment portfolio to our liability profile. However, if our liquidity needs or liability
profile unexpectedly changes, we may not be successful in continuing to structure our investment portfolio in that manner. The market value of our fixed
maturity portfolio will be subject to fluctuations depending on changes in various factors, including prevailing interest rates. To the extent that we are
unsuccessful in correlating our investment portfolio with our liabilities, we may be forced to liquidate our investments at times and prices that are not optimal,
which could have a material adverse effect on the performance of our investment portfolio.

Interest rates are highly sensitive to many factors, including governmental monetary policies, domestic and international economic and political
conditions and other factors beyond our control. Although we take measures to attempt to manage the risks of investing in a changing interest rate
environment, we may not be able to mitigate interest rate sensitivity effectively. A significant increase in interest rates may have a material adverse effect on our
book value.

LIQUIDITY AND CAPITAL RISKS

Our holding company structure and certain regulatory and other constraints affect our ability to pay dividends and make other payments.

Endurance Holdings is a holding company and, as such, has no substantial operations of its own. Dividends and other permitted distributions from
our operating subsidiaries are expected to be Endurance Holdings’ primary source of funds to meet ongoing cash requirements, including debt service
payments and other expenses, and to pay dividends, if any, to shareholders. Bermuda law and regulations, including, but not limited to, Bermuda insurance
regulations, restrict the declaration and payment of dividends and the making of distributions by Endurance Bermuda unless certain regulatory requirements
are met. The inability of Endurance Bermuda to pay dividends in an amount sufficient to enable Endurance Holdings to meet its cash requirements at the
holding company level could have a material adverse effect on its operations. In addition, Endurance Holdings’ U.S. and U.K. operating subsidiaries are
subject to significant regulatory restrictions limiting their ability to declare and pay dividends. We therefore do not expect to receive material dividends from
these operating subsidiaries for the foreseeable future.
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Endurance Holdings is subject to Bermuda regulatory constraints that will affect its ability to pay dividends on its ordinary shares, 7.75% Non-
Cumulative Preferred Shares, Series A and 7.50% Non-Cumulative Preferred Shares, Series B (together, the “Preferred Shares”) and to make other payments.
Under the Bermuda Companies Act 1981, as amended (the “Companies Act”), Endurance Holdings may declare or pay a dividend or make a distribution out
of retained earnings or contributed surplus only if it has reasonable grounds for believing that it is, or would after the payment be, able to pay its liabilities as
they become due and if the realizable value of its assets would thereby not be less than the aggregate of its liabilities and issued share capital and share
premium accounts. In addition, the terms of our credit facility prohibit Endurance Holdings from declaring or paying any dividends if a default or event of
default has occurred and is continuing at the time of such declaration or payment or would result from such declaration or payment. In addition, the terms of
the Preferred Shares prohibit the declaration or payment of dividends on our ordinary shares unless dividends on the Preferred Shares have been declared and
paid. Preference shares, including the Preferred Shares, may also not be redeemed if as a result of the redemption, our issued share capital would be reduced
below the minimum capital specified in the memorandum of association of Endurance Holdings.

We could incur substantial losses and reduced liquidity if one of the financial institutions we use in our operations, including those institutions that
participate in our credit facility, fails.

We have exposure to counterparties in many different industries and routinely execute transactions with counterparties in the financial services industry,
including brokers and dealers, commercial banks, investment banks, hedge funds and other investment funds and other institutions. Many of these
transactions expose us to credit risk in the event of default of our counterparty. In addition, with respect to secured transactions, our credit risk may be
exacerbated when the collateral held by us cannot be realized or is liquidated at prices not sufficient to recover the full amount of the obligation. Current
reinsurance recoverables are subject to the credit risk of the reinsurers.

We maintain cash balances, including restricted cash held in premium trust accounts, significantly in excess of the FDIC insurance limits at various
depository institutions. We also maintain cash balances in foreign banks and institutions and rely upon funding commitments from several banks and
financial institutions that participate in our credit facility. If one or more of these financial institutions were to fail, our ability to access cash balances or draw
down on our credit facility may be temporarily or permanently limited, which could have a material adverse effect on our results of operations, financial
condition or cash flows.

The cost of reinsurance security arrangements may materially impact our margins.
As a Bermuda reinsurer, Endurance Bermuda is required to post collateral with respect to reinsurance liabilities it assumes from ceding insurers

domiciled in the U.S. The posting of collateral is generally required in order for U.S. ceding companies to obtain credit on their U.S. statutory financial
statements with respect to reinsurance liabilities ceded to unlicensed or unaccredited reinsurers, such as Endurance Bermuda. Under applicable statutory
provisions, the security arrangements may be in the form of letters of credit, reinsurance trusts maintained by third-party trustees or funds-withheld
arrangements whereby the trusteed assets are held by the ceding company. Endurance Bermuda has the ability to issue up to $700.0 million in letters of credit
under our letter of credit and revolving credit facility that expires on April 19, 2016. If this facility is not sufficient or if the Company is unable to renew this
facility or is unable to arrange for other types of security on commercially acceptable terms, the ability of Endurance Bermuda to provide reinsurance to U.S.-
based clients may be severely limited.

Security arrangements may subject our assets to security interests and/or require that a portion of our assets be pledged to, or otherwise held by, third
parties. Although the investment income derived from our assets while held in trust typically accrues to our benefit, the investment of these assets is governed
by the investment regulations of the state of domicile of the ceding insurer, which may be more restrictive than the investment regulations applicable to us
under Bermuda law. The restrictions may result in lower investment yields on these assets, which could have a material adverse effect on our profitability.

Adverse capital and credit market conditions may significantly affect our ability to meet liquidity needs, access to capital and cost of capital.

Our future capital requirements depend on many factors, including our ability to underwrite new business successfully, to establish premium rates and
reserves at levels sufficient to cover losses, and to maintain our current rating agency ratings. In addition, we need liquidity to pay our operating expenses and
without sufficient liquidity, we will be forced to curtail our operations, and our business will suffer. The principal sources of our liquidity are our invested
assets. Sources of liquidity in normal markets also include a variety of short- and long-term instruments, including repurchase agreements, commercial paper,
medium- and long-term debt, junior subordinated debt securities, capital securities and shareholders’ equity.

In the event current resources do not satisfy our needs, we may have to seek additional financing. The availability of additional financing will depend on
a variety of factors such as market conditions, the general availability of credit, the volume of trading activities, the overall availability of credit to the
financial services industry, our credit ratings and credit capacity, as well as the possibility that customers or lenders could develop a negative perception of our
long- or short-term financial prospects if we incur large investment losses or if the level of our business activity decreases due to a market downturn.
Similarly, our access to funds may be impaired if regulatory authorities or rating agencies take negative actions against us. Our internal sources of liquidity
may prove to be insufficient, and in such case, we may not be able to successfully obtain additional financing on favorable terms, or at all.
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Disruptions, uncertainty or volatility in the capital and credit markets may also limit our access to capital required to operate our business, most
significantly our insurance operations. Such market conditions may limit our ability to replace, in a timely manner, maturing liabilities; satisfy statutory
capital requirements; generate fee income and market-related revenue to meet liquidity needs; and access the capital necessary to grow our business. As such,
we may be forced to delay raising capital, issue shorter tenor securities than we prefer, or bear an unattractive cost of capital which could decrease our
profitability and significantly reduce our financial flexibility. Any equity or debt financing, if available at all, may be on terms that are not favorable to us. In
the case of equity financings, dilution to our shareholders could result, and in any case such securities may have rights, preferences and privileges that are
senior to those of our already outstanding securities. Our results of operations, financial condition, cash flows and statutory capital position could be
materially adversely affected by disruptions in the financial markets and an inability to obtain adequate capital.

Our failure to comply with restrictive covenants contained in the indentures governing our senior notes or our current or future credit facility could
trigger prepayment obligations, which could adversely affect our business, financial condition and results of operations.

The indentures governing our senior notes contain covenants that impose restrictions on us and certain of our subsidiaries with respect to, among other
things, the incurrence of liens and the disposition of capital stock of these subsidiaries. In addition, our credit facility requires us and/or certain of our
subsidiaries to comply with certain covenants, including the maintenance of a minimum consolidated net tangible worth and restrictions on the payment of
dividends. Our failure to comply with these covenants could result in an event of default under the indentures or our credit facility, which, if not cured or
waived, could result in us being required to repay the notes or any amounts outstanding under the credit facility prior to maturity. As a result, our business,
financial condition and results of operations could be adversely affected.

LEGAL AND REGULATORY RISKS

Recent or future legislation may decrease the demand for our property catastrophe reinsurance products and adversely affect our business and
results of operations.

It is possible that U.S states, particularly those with Atlantic or Gulf Coast exposures, may enact new or expanded legislation establishing further state
involvement in providing or governing the insurance or reinsurance of catastrophe exposed risks, or may otherwise enact legislation, that might further
diminish aggregate private market demand for our products. Alternatively, legislation adversely impacting the private markets could be enacted on a regional or
at the Federal level. Moreover, we believe that numerous modeled potential catastrophes could exceed the actual or politically acceptable bonded capacity of one
or more of the catastrophe funds established by U.S. states, which could lead either to a severe dislocation or the necessity of Federal intervention in the
markets of one or more of those states, either of which would adversely impact the private insurance and reinsurance industry.

The regulatory system under which we operate, and potential changes thereto, including heightened scrutiny of issues and practices in the
insurance industry could have a material adverse effect on our business.

The laws and regulations under which we operate, such as the regulations governing our insurance rates and forms, the U.S. multi-peril crop insurance
program and the purchase of reinsurance by property insurers in Florida, could be revised in a manner materially adverse to the manner in which we conduct
our business.

The insurance and reinsurance regulatory framework continues to be subject to increased scrutiny in many jurisdictions, including the U.S. and
various states within the U.S. It is possible such scrutiny could include us and it is also possible that investigations or related regulatory developments could
mandate or otherwise give rise to changes in industry practices in a fashion that increases our costs or requires us to alter how we conduct our business. In
addition, if our Bermuda insurance or reinsurance operations become subject to the insurance laws of any state in the U.S., we could face inquiries or
challenges to the future operations of these companies.

Our insurance and reinsurance subsidiaries may not be able to obtain or maintain necessary licenses, permits, authorizations or accreditations, or may
be able to do so only at great cost. In addition, we may not be able to comply fully with, or obtain appropriate exemptions from, the wide variety of laws and
regulations applicable to insurance or reinsurance companies or holding companies. Failure to comply with or to obtain appropriate exemptions under any
applicable laws could result in restrictions on our ability to do business in one or more of the jurisdictions in which we operate and fines and other sanctions,
which could have a material adverse effect on our business.
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Although surplus lines insurance business is generally less regulated than the admitted insurance market, the regulation of surplus lines insurance may
undergo changes in the future. Federal and/or state measures may be introduced and promulgated that could result in increased oversight and regulation of
surplus lines insurance.

Endurance American and Endurance Risk Solutions write insurance on an admitted basis within the U.S. and are subject to extensive regulation.
Endurance American and Endurance Risk Solutions are primarily regulated by their state of domicile under state statutes which confer comprehensive
regulatory, supervisory and administrative powers on state insurance commissioners. Such regulation generally is designed to protect policyholders rather than
investors or shareholders of the insurer.

Our current or future business strategy could cause one or more of our currently unregulated non-insurance subsidiaries to become subject to some form
of regulation. Any failure to comply with applicable laws could result in the imposition of significant restrictions on our ability to do business, and could also
result in fines and other sanctions, any or all of which could adversely affect our financial results and operations.

Compliance with applicable laws and regulations is time consuming and personnel-intensive, and changes in these laws and regulations may impact the
operations of our insurance and non-insurance subsidiaries and ultimately could impact our financial condition as well. In addition, we could be adversely
affected if a regulatory authority believed we had failed to comply with applicable law or regulation. Despite our efforts to maintain effective compliance
procedures, there is a risk that applicable laws and regulations may be unclear, subject to multiple interpretations, under development or may conflict with one
another, that regulators may revise their previous guidance or that courts overturn previous rulings, or that we could otherwise fail to meet the applicable
standards.

The Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010 (the “Dodd-Frank Act”) may adversely impact our business.

The U.S. Congress and the current administration have made, or called for consideration of, several additional proposals relating to a variety of issues
with respect to financial regulation reform, including regulation of the over-the-counter derivatives market, the establishment of a single-state system of
licensure for U.S. and foreign reinsurers, regulation of executive compensation and others. One of those initiatives, the Dodd-Frank Act, was signed into law
by President Obama on July 21, 2010. The Dodd-Frank Act represented a comprehensive overhaul of the financial services industry within the United States
and established a Federal Insurance Office under the U.S. Treasury Department to monitor all aspects of the insurance industry and of lines of business other
than certain health insurance, certain long-term care insurance and crop insurance. The director of the Federal Insurance Office has the ability to recommend
that an insurance company or an insurance holding company be subject to heightened prudential standards under the supervision of the Federal Reserve.

Solvency II could adversely impact our financial results and operations.
Solvency II, a European Union directive concerning capital adequacy, risk management and regulatory reporting for insurers, which was adopted by the

European Parliament in April of 2009, may adversely affect our (re)insurance businesses. Implementation of Solvency II by the European Commission will
replace the current solvency requirements and was expected to take effect January 1, 2014 in the European Union Member States. However, because of delays
to the Solvency II implementation timetable, it is expected that implementation in Member States will occur on a later date, although precisely when is not
certain. Implementation of Solvency II will require us to utilize a significant amount of resources to ensure compliance. In addition, the implementing measures
that will establish the technical requirements governing the practical application of Solvency II remain subject to a consultation process; consequently, our
implementation plans are based on our current understanding of the Solvency II requirements, which may change. The European Union is in the process of
considering the Solvency II equivalence of Bermuda’s insurance regulatory and supervisory regime. The European Union equivalence assessment considers
whether Bermuda’s regulatory regime provides a similar level of policyholder protection as provided under Solvency II. A finding that Bermuda’s insurance
regulatory regime is not equivalent to the European Union’s Solvency II could have an adverse effect on our reinsurance operations in the European Union and
on our group solvency calculations. Such a finding could also have adverse indirect commercial impacts on our operations. We are monitoring the ongoing
legislative and regulatory steps following adoption of Solvency II. The principles, standards and requirements of Solvency II may also, directly or indirectly,
impact the future supervision of additional operating subsidiaries of ours.
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OPERATING RISKS

Changes in current accounting practices and future pronouncements may materially impact our reported financial results.
Unanticipated developments in accounting practices may require us to incur considerable additional expenses to comply with such developments,

particularly if it is required to prepare information relating to prior periods for comparative purposes or to apply the new requirements retroactively. The impact
of changes in current accounting practices and future pronouncements cannot be predicted but may affect the calculation of net income, net equity, and other
relevant financial statement line items. For example, the current proposal for the convergence of U.S. GAAP with International Financial Reporting Standards
(“IFRS”) may require the Company to prepare financial statements in accordance with IFRS for the year ended December 31, 2015, including comparative
information also prepared under IFRS for the two previous years. Also, recent proposals from U.S. and international standard setters have indicated a possible
move away from the current insurance accounting models toward a more “present value” based model which could introduce significant volatility in the
earnings of insurance industry participants and significant changes in financial statement presentations and disclosures.

Our results of operations may fluctuate significantly from period to period and may not be indicative of our long-term prospects.

Our results of operations may fluctuate significantly from period to period. These fluctuations result from a variety of factors, including the seasonality
of the reinsurance and insurance business, the volume and mix of reinsurance and insurance products that we write, loss experience on our reinsurance and
insurance liabilities, the performance of our investment portfolio and our ability to assess and integrate our risk management strategy effectively. In particular,
we seek to underwrite products and make investments to achieve long-term results. As a result, our short-term results of operations may not be indicative of
our long-term prospects.

If actual claims exceed our reserve for losses and loss expenses, our financial condition and results of operations could be adversely affected.

Our success depends upon our ability to accurately assess the risks associated with the businesses that we insure or reinsure. We establish loss reserves
to cover our estimated liability for the payment of all losses and loss expenses incurred with respect to premiums earned on the policies that we write. Loss
reserves do not represent an exact calculation of liability. Rather, loss reserves are estimates of what we expect the ultimate settlement and administration of
claims will cost. These estimates are based upon actuarial and statistical projections and on our assessment of currently available data, as well as estimates of
future trends in claims severity and frequency, judicial theories of liability and other factors. Loss reserve estimates are refined continually in an ongoing
process as experience develops and claims are reported and settled. Establishing an appropriate level of loss reserves is an inherently uncertain process.
Moreover, these uncertainties are greater for companies like us than for those with a longer operating history because we do not yet have an extensive loss
history. Because of this uncertainty, it is possible that our reserves at any given time will prove inadequate.

To the extent we determine that actual losses and loss expenses exceed our expectations and loss reserves recorded in our financial statements, we will be
required to increase our reserve for losses and loss expenses. This could cause a material reduction in our profitability and capital.

We may be adversely affected by foreign currency fluctuations.
We have made a significant investment in the capitalization of Endurance U.K., which is denominated in British Sterling. In addition, we enter into

reinsurance and insurance contracts where we are obligated to pay losses in currencies other than U.S. dollars. For the year ended December 31, 2012,
approximately 13.5% of our gross premiums were written in currencies other than the U.S. dollar. A portion of our cash and cash equivalents, investments
and loss reserves are also denominated in non-U.S. currencies. The majority of our operating foreign currency assets and liabilities are denominated in Euros,
British Sterling, Canadian Dollars, Japanese Yen, New Zealand Dollars and Australian Dollars. We may, from time to time, experience losses from
fluctuations in the values of these and other non-U.S. currencies, which could have a material adverse effect on our results of operations.

We periodically buy and sell currencies or investment securities denominated in non-U.S. dollars in an attempt to match our non-U.S. dollar assets to
our related non-U.S. dollar liabilities. We currently have no currency hedges in place but may implement hedges in the future. As part of our asset-liability
matching strategy, we also consider the use of hedges when we become aware of probable significant losses that will be paid in non-U.S. currencies. However,
it is possible that we will not successfully match our exposures or structure the hedges to effectively manage these risks.

Acquisitions or strategic investments that we made or may make could turn out to be unsuccessful.
As part of our strategy, we have pursued and may continue to pursue growth through acquisitions and/or strategic investments in new businesses. The

negotiation of potential acquisitions or strategic investments as well as the integration of an acquired business or new personnel could result in a substantial
diversion of management resources. Successful integration will depend on, among other things, our ability to effectively integrate acquired businesses or new
personnel into our existing risk management techniques, our ability to effectively manage any regulatory issues created by our entry into new markets and
geographic locations, our ability to retain key personnel and other operational and economic factors. There can be no assurance that the integration of acquired
business or new personnel will be successful or that the business acquired will prove to be profitable or sustainable. The failure to integrate successfully or to
manage the challenges presented by the integration process may adversely impact our financial results. Acquisitions could involve numerous additional risks
such as potential losses from unanticipated litigation or levels of claims and inability to generate sufficient revenue to offset acquisition costs.
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Our ability to manage our growth through acquisitions or strategic investments will depend, in part, on our success in addressing these risks. Any
failure by us to effectively implement our acquisitions or strategic investment strategies could have a material adverse effect on our business, financial
condition or results of operations.

Operational risks, including systems or human failures, are inherent in business, including ours, and could adversely affect our financial
condition and results of operations.

We are subject to operational risks including fraud, employee errors, failure to document transactions properly or to obtain proper internal authorization,
failure to comply with regulatory requirements or obligations under our agreements, information technology failures, or external events. Losses from these
risks may occur from time to time and may be significant. As our business and operations grow more complex, we are exposed to more risk in these areas.

Our modeling, underwriting and information technology systems are critical to our success. Moreover, our proprietary technology and application
systems have been an important part of our underwriting strategy and our ability to compete successfully. We have also licensed certain systems and data
from third parties. We cannot be certain that we will have access to these, or comparable, service providers, or that our information technology or application
systems will continue to operate as intended. While we have implemented disaster recovery and other business continuity plans, a defect or failure in our
internal controls or information technology systems could result in reduced or delayed revenue growth, higher than expected losses, management distraction, or
harm to our operations and/or our reputation. We believe appropriate controls and mitigation procedures are in place to prevent significant risk of defect in our
internal controls and information technology systems, but internal controls provide only reasonable, not absolute, assurance as to the absence of errors or
irregularities and any ineffectiveness of such controls and procedures could have a material adverse effect on our business.

Our efforts to develop products or expand in targeted markets may not be successful and may create enhanced risks.
A number of our planned business initiatives involve developing new products or expanding existing products in targeted markets. To develop new

products or markets, we may need to make substantial capital and operating expenditures, which may negatively impact our results in the near term. In
addition, the demand for new products or in new markets may not meet our expectations. To the extent we are able to market new products or expand in new
markets, our risk exposures may change and the data and models we use to manage such exposures may not be as sophisticated as those we use in existing
markets or with existing products. This, in turn, could lead to losses in excess of expectations.

Cyber security incidents could disrupt business operations, result in the loss of critical and confidential information, and adversely impact our
reputation and results of operations.

Global cyber security threats can range from uncoordinated individual attempts to gain unauthorized access to our information technology systems to
sophisticated and targeted measures known as advanced persistent threats. While we employ measures to prevent, detect, address and mitigate these threats
(including access controls, data encryption, vulnerability assessments, continuous monitoring of our information technology networks and systems and
maintenance of backup and protective systems), cyber security incidents, depending on their nature and scope, could potentially result in the
misappropriation, destruction, corruption or unavailability of critical data and confidential or proprietary information (our own or that of third parties) and the
disruption of business operations. The potential consequences of a material cyber security incident include reputational damage, litigation with third parties,
increased cyber security protection and remediation costs and loss of key data and systems, which in turn could have a material impact on our results of
operation or financial condition.

Since we are dependent on key executives, the loss of any of these executives or our inability to retain other key personnel could adversely affect
our business.

Our success substantially depends upon our ability to attract and retain qualified employees and upon the ability of our senior management and other
key employees to implement our business strategy. We believe there are only a limited number of available qualified executives in the business lines in which
we compete. We rely substantially upon the services of our Chief Executive Officer. We believe we have been successful in attracting and retaining key
personnel since our inception. The loss of any of their services or the services of other members of our management team or the inability to attract and retain
other talented personnel could impede the further implementation of our business strategy, which could have a material adverse effect on our business. We do
not currently maintain key man life insurance policies with respect to any of our employees.
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Our business could be adversely affected by Bermuda employment restrictions.
We will need to continue to hire employees to work in Bermuda. Under Bermuda law, non-Bermudians (other than spouses of Bermudians or PRC

Holders) may not engage in any gainful occupation in Bermuda without an appropriate governmental work permit. Work permits may be granted or extended
by the Bermuda government upon showing that, after proper public advertisement in most cases, no Bermudian (or spouse of a Bermudian or PRC Holder) is
available who meets the minimum standard requirements for the advertised position. Under new legislation it may be possible for the most senior non-
Bermudian executives to be eligible for Permanent Resident status after 10 years residence in Bermuda and employment with the Company. All of our 34
Bermuda-based professional employees who require work permits have been granted permits by the Bermuda government. The terms of such permits usually
range from three to five years at the time of grant depending on the individual. It is possible that we could lose the services of one or more of our key employees
if we are unable to obtain or renew their work permits, which could have a material adverse effect on our business.

CORPORATE RISKS

There are provisions in our charter documents that may reduce or increase the voting rights of our ordinary shares.
The bye-laws of Endurance Holdings generally provide that any shareholder owning, directly, indirectly or, in the case of any U.S. person, by

attribution, outstanding ordinary shares possessing more than 9.5% of the aggregate voting power of our ordinary shares will have their voting rights reduced
so that they may not exercise more than 9.5% of the voting rights conferred by our ordinary shares. Under these provisions, certain shareholders may have
their voting rights limited to less than one vote per share, while other shareholders may have voting rights in excess of one vote per share. Moreover, these
provisions could have the effect of reducing the votes of certain shareholders who would not otherwise be subject to the 9.5% limitation by virtue of their direct
share ownership. The bye-laws of Endurance Holdings provide that shareholders will be notified of their voting interests prior to any vote to be taken by the
shareholders.

As a result of any reallocation of votes, your voting rights might increase above 5% of the aggregate voting power of the outstanding ordinary shares,
thereby possibly resulting in your becoming a reporting person subject to Schedule 13D or 13G filing requirements under the Securities Exchange Act of 1934,
as amended (the “Exchange Act”). In addition, the reallocation of your votes could result in your becoming subject to filing requirements under Section 16 of
the Exchange Act.

We also have the authority to request information from any shareholder for the purpose of determining whether a shareholder’s voting rights are to be
reallocated pursuant to the bye-laws. If a shareholder fails to respond to a request for information from us or submits incomplete or inaccurate information
(after a reasonable cure period) in response to a request, we may, in our reasonable discretion, reduce or eliminate the shareholder’s voting rights.

Provisions of Endurance Holdings’ bye-laws may restrict the ability to transfer shares of Endurance Holdings.
Endurance Holdings’ Board of Directors may decline to register a transfer of any ordinary shares if the relevant instrument of transfer (if any) is in

favor of five persons or more jointly or is not properly executed, the transferred shares are not fully paid shares or if the transferor fails to comply with all
applicable laws and regulations governing the transfer.

A shareholder may be required to sell its shares of Endurance.
The bye-laws of Endurance Holdings provide that we have the option, but not the obligation, to require a shareholder to sell its ordinary shares for their

fair market value to us, to other shareholders or to third parties if we determine, based on the written advice of legal counsel, that failure to exercise our option
would result in non-de minimis adverse tax, legal or regulatory consequences to us or certain U.S. persons as to which the shares held by such shareholder
constitute controlled shares. In the latter case, our right to require a shareholder to sell its ordinary shares to us will be limited to the purchase of a number of
ordinary shares that will permit avoidance of those adverse tax consequences.

A shareholder may be required to indemnify us for any tax liability that results from the acts of that shareholder.
The bye-laws of Endurance Holdings provide certain protections against adverse tax consequences to us resulting from laws that apply to the

shareholders of Endurance Holdings. If a shareholder’s death or non-payment of any tax or duty payable by the shareholder, or any other act or thing
involving the shareholder, causes any adverse tax consequences to us (i) the shareholder (or his executor or administrator) is required to indemnify us against
any tax liability that we incur as a result, (ii) we will have a lien on any dividends or any other distributions payable to the shareholder by us to the extent of
the tax liability and (iii) if any amounts not covered by our lien on dividends and distributions are owed to us by the shareholder as a result of our tax liability,
we have the right to refuse to register any transfer of the shareholder’s shares.
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There are regulatory limitations on the ownership and transfer of our ordinary shares.
State laws in the United States and the United Kingdom require prior notices or regulatory agency approval of changes in control of an insurer or its

holding company. The insurance laws of the domiciliary jurisdiction provide that no corporation or other person (except in certain jurisdictions an authorized
insurer) may acquire control of a domestic insurance or reinsurance company unless it has given notice and obtained prior written approval of the appropriate
regulatory agency. Any purchaser of 10% or more of our ordinary shares could become subject to such regulations and could be required to file certain notices
and reports with the insurance commissioners of the domiciliary jurisdictions of our operating companies.

U.S. persons who own our ordinary shares may have more difficulty in protecting their interests than U.S. persons who are shareholders of a
U.S. corporation.

The Companies Act, which applies to Endurance Holdings and Endurance Bermuda, differs in certain material respects from laws generally applicable
to U.S. corporations and their shareholders. These differences include the manner in which directors must disclose transactions in which they have an
interest, the rights of shareholders to bring class action and derivative lawsuits and the scope of indemnification available to directors and officers.

Anti-takeover provisions in our bye-laws could impede an attempt to replace or remove our directors, which could diminish the value of our
ordinary shares.

Endurance Holdings’ bye-laws contain provisions that may make it more difficult for shareholders to replace directors even if the shareholders consider
it beneficial to do so. In addition, these provisions could delay or prevent a change of control that a shareholder might consider favorable. Even in the absence
of an attempt to effect a change in management or a takeover attempt, these provisions may adversely affect the prevailing market price of our ordinary shares
if they are viewed as discouraging changes in management and takeover attempts in the future.

It may be difficult to enforce service of process and enforcement of judgments against us and our officers and directors.

Endurance Holdings is a Bermuda company and certain of its officers and directors are residents of jurisdictions outside the United States. A
substantial portion of its assets and its officers and directors, at any one time, are or may be located in jurisdictions outside the United States. It may be
difficult for investors to effect service of process within the United States on our directors and officers who reside outside the United States or to enforce
against us or our directors and officers judgments of U.S. courts predicated upon civil liability provisions of the U.S. federal securities laws.

There is no treaty in force between the United States and Bermuda providing for the reciprocal recognition and enforcement of judgments in civil and
commercial matters. As a result, whether a United States judgment would be enforceable in Bermuda against us or our directors and officers depends on
whether the U.S. court that entered the judgment is recognized by the Bermuda court as having jurisdiction over us or our directors and officers, as determined
by reference to Bermuda conflict of law rules.

In addition to and irrespective of jurisdictional issues, the Bermuda courts will not enforce a United States federal securities law that is either penal or
contrary to Bermuda public policy. An action brought pursuant to a public or penal law, the purpose of which is the enforcement of a sanction, power or right
at the instance of the state in its sovereign capacity, will not be entertained by a Bermuda court. Consequently, certain remedies available under the laws of
U.S. jurisdictions, including certain remedies under U.S. federal securities laws, may not be available under Bermuda law or enforceable in a Bermuda court,
as they may be contrary to Bermuda public policy. Further, no claim may be brought in Bermuda against us or our directors and officers in the first instance
for violation of U.S. federal securities laws because these laws have no extraterritorial jurisdiction under Bermuda law and do not have force of law in
Bermuda. A Bermuda court may, however, impose civil liability on us or our directors and officers if the facts alleged in a complaint constitute or give rise to
a cause of action under Bermuda law.

TAXATION RISKS

We and our subsidiaries may be subject to U.S. tax which may have a material adverse effect on our financial condition and results of
operations.

Endurance Holdings and Endurance Bermuda are Bermuda companies and Endurance U.K. is an English company. Endurance Holdings, Endurance
Bermuda and Endurance U.K. each intend to operate in such a manner that none of these companies will be deemed to be engaged in the conduct of a trade or
business within the United States. Nevertheless, because definitive identification of activities which constitute being engaged in a trade or business in the
United States is not provided by the Code, regulations or court decisions, the IRS might successfully contend that any of Endurance Holdings, Endurance
Bermuda and/or Endurance U.K. are/is engaged in a trade or business in the United States. If Endurance Holdings, Endurance Bermuda and/or Endurance
U.K. were/was engaged in a trade or business in the United States, and if Endurance U.K. or Endurance Bermuda was to qualify for benefits under the
applicable income tax treaty with the United States, but such trade or business was attributable to a “permanent establishment” in the United States (or in the
case of Endurance Bermuda, with respect to investment income, arguably even if such income was not attributable to a “permanent establishment”),
Endurance Holdings, Endurance U.K. and/or Endurance Bermuda would be subject to U.S. federal income tax at regular corporate rates on the income that is
effectively connected with the U.S. trade or business, plus an additional 30% “branch profits” tax in certain circumstances, in which case our financial
condition and results of operations and your investment could be materially adversely affected.
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Holders of Endurance Holdings’ ordinary shares or Preferred Shares who own 10% or more of our voting power may be subject to taxation
under the “controlled foreign corporation” (“CFC”) rules.

Certain “10% U.S. Shareholders” of a foreign corporation that is considered a “controlled foreign corporation” (a “CFC”) for U.S. federal income tax
purposes must include in gross income such 10% U.S. shareholder’s pro rata share of the CFC’s “subpart F income,” even if the subpart F income is not
distributed. See “Material Tax Considerations – Certain United States Federal Income Tax Considerations – United States Taxation of Holders of Ordinary
Shares and Preferred Shares – Shareholders Who Are U.S. Persons –Classification of Endurance Holdings, Endurance U.K. or Endurance Bermuda as a
Controlled Foreign Corporation.” Due to the dispersion of Endurance Holdings’ share ownership among holders, its bye-law provisions that impose limitations
on the concentration of voting power of its shares entitled to vote and authorize Endurance Holdings to purchase such shares under certain circumstances, and
other factors, no U.S. Person that owns shares in Endurance Holdings directly or indirectly through foreign entities should be subject to treatment as a 10%
U.S. Shareholder of a CFC. It is possible, however, that the IRS could challenge the effectiveness of these provisions and that a court could sustain such a
challenge. Accordingly, investors should consult their tax advisors regarding the application of the CFC rules to an investment in Endurance Holdings.

U.S. Persons who hold ordinary shares or Preferred Shares may be subject to U.S. income taxation on their pro rata share of our “related party
insurance income” (“RPII”).

The CFC rules apply to certain insurance and reinsurance companies that earn RPII. If the RPII rules were to apply to Endurance U.K. or Endurance
Bermuda, a U.S. Person who owns ordinary shares or Preferred Shares of Endurance Holdings directly or indirectly through foreign entities on the last day of
the taxable year would be required to include in its income for U.S. federal income tax purposes the shareholder’s pro rata share of Endurance U.K.’s or
Endurance Bermuda’s RPII for the entire taxable year, determined as if such RPII were distributed proportionately to such U.S. shareholders at that date
regardless of whether such income is distributed. In addition, any RPII that is includible in the income of a U.S. tax-exempt organization would be treated as
unrelated business taxable income. Although Endurance U.K. and Endurance Bermuda intend to generally operate in a manner so as to qualify for certain
exceptions to the RPII rules, there can be no assurance that these exceptions will be available. Accordingly, there can be no assurance that U.S. Persons who
own ordinary shares or Preferred Shares will not be required to recognize gross income inclusions attributable to RPII. See “Material Tax Considerations –
Certain United States Federal Income Tax Considerations – United States Taxation of Holders of Ordinary Shares and Preferred Shares– Shareholders Who
Are U.S. Persons – RPII Companies; RPII Exceptions.”

The RPII rules provide that if a shareholder who is a U.S. Person disposes of shares in a foreign insurance corporation that has RPII and in which U.S.
Persons collectively own 25% or more of the shares, any gain from the disposition will generally be treated as ordinary income to the extent of the shareholder’s
share of the corporation’s undistributed earnings and profits that were accumulated during the period that the shareholder owned the shares (whether or not
such earnings and profits are attributable to RPII). In addition, such a shareholder will be required to comply with certain reporting requirements, regardless of
the amount of shares owned by the shareholder. These rules should not apply to dispositions of ordinary shares or Preferred Shares because Endurance
Holdings will not itself be directly engaged in the insurance business. The RPII provisions, however, have not been interpreted by the courts or the U.S.
Treasury Department, and regulations interpreting the RPII provisions of the Code exist only in proposed form. Accordingly, the IRS might interpret the
proposed regulations in a different manner and the applicable proposed regulations may be promulgated in final form in a manner that would cause these rules
to apply to dispositions of our ordinary shares and Preferred Shares. See “Material Tax Considerations – Certain United States Federal Income Tax
Considerations – United States Taxation of Holders of Ordinary Shares and Preferred Shares – Shareholders Who Are U.S. Persons – Disposition of
Ordinary Shares and Preferred Shares; Uncertainty as to the Application of RPII.”

U.S. Persons who hold ordinary shares or Preferred Shares will be subject to adverse tax consequences if we are considered a “passive foreign
investment company” (a “PFIC”) for U.S. federal income tax purposes.

We believe that we should not be considered a PFIC for U.S. federal income purposes for the year ended December 31, 2012. Moreover, we do not expect
to conduct our activities in a manner that would cause us to become a PFIC in the future. However, there can be no assurance that the IRS will not challenge
this position or that a court will not sustain such challenge. Accordingly, it is possible that we could be deemed a PFIC by the IRS or a court for the 2012 year
or any future year. If we were considered a PFIC, it could have material adverse tax consequences for an investor that is subject to U.S. federal income
taxation, including subjecting the investor to a greater tax liability than might otherwise apply or subjecting the investor to tax on amounts in advance of when
tax would otherwise be imposed. There are currently no regulations regarding the application of the PFIC provisions to an insurance company. New regulations
or pronouncements interpreting or clarifying these rules may be forthcoming. We cannot predict what impact, if any, such guidance would have on a
shareholder that is subject to U.S. federal income taxation. See “Material Tax Considerations – Certain United States Federal Income Tax Considerations –
United States Taxation of Holders of Ordinary Shares and Preferred Shares – Shareholders Who Are U.S. Persons – Passive Foreign Investment Companies.”
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Changes to U.S. Tax Legislation could have an adverse impact on us or our shareholders
The U.S. Congress and President Obama have offered from time-to-time proposals intended to eliminate certain perceived tax advantages of companies

(including insurance and reinsurance companies) that have legal domiciles outside the United States but have certain U.S. connections. In prior years,
President Obama and members of Congress proposed legislation that would deny a U.S. non-life insurance company a deduction for certain non-taxed
reinsurance premiums paid to affiliates and defer interest deductions related to certain foreign source income. Members of Congress also have introduced bills
relating to tax-haven jurisdictions, cross-border transactions, intangible products, and a proposal that would treat a foreign corporation that is primarily
managed and controlled in the United States as a U.S. corporation for U.S. federal income tax purposes. We cannot be certain if, when or in what form any
such proposals may be enacted and whether such proposals, if enacted, would have retroactive effect. Enactment of some versions of prior proposed
legislation as well as other changes in U.S. tax laws, regulations and interpretations of any tax law changes to address these issues could adversely affect the
results of our operations and financial condition and could have a material adverse effect on our business, financial condition or results of operations.

The Organization for Economic Cooperation and Development (“OECD”) and the European Union are considering measures that might increase
our taxes and reduce our net income.

The OECD has published reports and launched a global dialogue among member and non-member countries on measures to limit harmful tax
competition. These measures are largely directed at counteracting the effects of preferential tax regimes in countries around the world. In the OECD’s periodic
progress reports, Bermuda has not been listed as an uncooperative tax haven jurisdiction because it had previously committed to eliminate harmful tax
practices and to embrace international tax standards for transparency, exchange of information and the elimination of any aspects of the regimes for financial
and other services that attract business with no substantial domestic activity. Bermuda was included in the most recently revised OECD white list with other
countries that have substantially implemented the OECD’s international tax standards. We are not able to predict what changes will arise from the commitment
or whether such changes will subject us to additional taxes.

We may become subject to taxes in Bermuda after March 31, 2035, which may have a material adverse effect on our financial condition.

The Bermuda Minister of Finance, under the Exempted Undertakings Tax Protection Act 1966, as amended, of Bermuda, has given Endurance
Holdings and Endurance Bermuda an assurance that if any legislation is enacted in Bermuda that would “impose tax computed on profits or income or
computed on any capital asset, gain or appreciation, or any tax in the nature of estate duty or inheritance tax, then the imposition” any such tax will not be
applicable to Endurance Holdings, Endurance Bermuda or any of their respective operations, shares, debentures or other obligations until March 31, 2035. It
is possible that after March 31, 2035 we may be subject to Bermuda taxes.

Item 1B. Unresolved Staff Comments
The Company has no outstanding, unresolved comments from the SEC staff.

Item 2. Properties
The Company leases office space in Pembroke, Bermuda where the Company’s principal executive office is located. Additionally, the Company and its

subsidiaries lease office space in the United States, the United Kingdom, Switzerland and Singapore sufficient for the operation of its Insurance and
Reinsurance segments. We renew and enter into new leases in the ordinary course of business. For further discussion of our leasing commitments at
December 31, 2012, please see Note 11—“Commitments and Contingencies” to our Audited Consolidated Financial Statements.

Item 3. Legal Proceedings
We are party to various legal proceedings generally arising in the normal course of our business. While any proceeding contains an element of

uncertainty, we do not believe that the eventual outcome of any litigation or arbitration proceeding to which we are presently a party could have a material
adverse effect on our financial condition, results of operations or business. Pursuant to our insurance and reinsurance agreements, disputes are generally
required to be finally settled by arbitration.
 

49



Table of Contents

Item 4. Mine Safety Disclosures
Not Applicable.
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PART II

Item 5. Market for the Registrant’s Common Equity, Related Shareholder Matters and Issuer Purchases of Equity Securities
Market Information

Our ordinary shares are publicly traded on the New York Stock Exchange (“NYSE”) under the symbol “ENH.” The following table sets forth, for the
fiscal quarters and periods indicated, the high and low closing sale price per ordinary share as reported on the NYSE for the two most recent fiscal years:
 

   High    Low  
2012     
First quarter   $ 40.77   $36.69 
Second quarter   $41.89   $ 37.83 
Third quarter   $ 40.54   $ 34.09 
Fourth quarter   $ 42.36   $ 38.31 
2011     
First quarter   $ 50.43   $ 44.99 
Second quarter   $48.98   $ 39.86 
Third quarter   $41.76   $ 33.46 
Fourth quarter   $38.97   $ 32.19 

Number of Holders of Ordinary Shares
The approximate number of record holders of our ordinary shares as of February 19, 2013 was 159, not including beneficial owners of shares

registered in nominee or street name.

Dividends
We paid a quarterly dividend of $0.31 per ordinary share in each of the four quarters of 2012 (2011—$0.30). Our Board of Directors reviews our

ordinary share dividend each quarter and determines the amount, if any, of each dividend at that time. Among the factors considered by the Board of Directors
in determining the amount of each dividend are the results of operations and the capital requirements, growth and other characteristics of our businesses. The
declaration and payment of future dividends is also subject to certain legal, regulatory and other restrictions.

Endurance Holdings is a holding company and has no direct operations. The ability of Endurance Holdings to pay dividends or distributions depends
almost exclusively on the ability of its subsidiaries to pay dividends to Endurance Holdings. Under Bermuda law, Endurance Bermuda may not declare or
pay a dividend if there are reasonable grounds for believing that Endurance Bermuda is, or would after the payment be, unable to pay its liabilities as they
become due, or the realizable value of Endurance Bermuda’s assets would thereby be less than the aggregate of its liabilities and its issued share capital and
share premium accounts. Further, Endurance Bermuda, as a regulated insurance company in Bermuda, is subject to additional regulatory restrictions on the
payment of dividends or other distributions. As of December 31, 2012, the maximum amount of distributions that Endurance Bermuda could pay to
Endurance Holdings under applicable insurance and Companies Act regulations without prior regulatory approval was approximately $623.1 million. As of
December 31, 2012, Endurance U.K. was precluded by regulatory restrictions from declaring or distributing dividends in 2013. As of December 31, 2012,
Endurance U.S. Reinsurance, Endurance American, Endurance Risk Solutions and Endurance American Specialty did not have earned surplus and thus
were precluded from dividend distributions in 2013 without prior regulatory approval. As of December 31, 2012, ARMtech (with notice to the Texas
Department of Insurance) could pay $4.3 million of dividends without prior regulatory approval.

Our credit facility prohibits Endurance Holdings from declaring or paying any dividends if a default or event of default has occurred and is continuing
at the time of such declaration or payment or would result from such declaration or payment. In addition, the terms of our Preferred Shares prohibit dividends
from being declared or paid on ordinary shares unless the full dividends for the latest completed dividend period on all outstanding Preferred Shares have been
declared and paid.

For a description of working capital restrictions and other limitations upon the payment of dividends, see Item 1 – “Business – Regulatory Matters,”
Item 7 – “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Liquidity and Capital Resources,” and Note 17 –
“Statutory requirements and dividend restrictions” to the Company’s Audited Consolidated Financial Statements.
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Recent Sales of Unregistered Securities
None.

Purchase of Equity Securities by Issuer and Affiliated Purchasers

ISSUER PURCHASES OF EQUITY SECURITIES
 

Period   

(a) Total
Number of

Shares
Purchased    

(b) Average
Price Paid
per Share    

(c) Total  Number
of Shares

Purchased as Part of
Publicly Announced

Plans or Programs    

(d) Maximum Number
(or Approximate Dollar

Value) of Shares
that May Yet Be

Purchased Under the
Plans or Programs

 
October 1—31, 2012    —      $ —       —       7,000,000 
November 1—30, 2012    15,000   $ 40.10    15,000    6,985,000 
December 1—31, 2012    236,309   $ 39.79    236,309    6,748,691 
Total    251,309   $ 39.81    251,309    6,748,691 

 
 Ordinary shares or share equivalents.
 At its meeting on November 9, 2011, the Board of Directors of the Company authorized the repurchase of up to a total of 7,000,000 ordinary shares and

share equivalents through November 30, 2013, superseding all previous authorizations.

Performance Graph
The following performance graph and related information shall not be deemed to be “soliciting material” or to be “filed” with the Securities and Exchange

Commission, nor shall such information be incorporated by reference into any future filing under the Securities Act of 1933 or Securities Exchange Act of
1934, each as amended, except to the extent that the Company specifically incorporates it by reference into such filing.

The graph below illustrates the cumulative 5-year shareholder return, including reinvestment of dividends, of the Company’s ordinary shares,
compared with such return for the (i) Standard & Poor’s (“S&P”) 500 Composite Stock Price Index and (ii) S&P Property & Casualty Industry Group Stock
Price Index, in each case measured during the period from December 31, 2007 to December 31, 2012. During this period, the cumulative total return on the
Company’s ordinary shares was 10.79%, the cumulative total return for the S&P 500 Composite Stock Price Index was 8.59% and the cumulative total
return for the S&P Property & Casualty Industry Group Stock Price Index was 3.51%.
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* $100 invested on 12/31/07 in stock or index, including reinvestment of dividends. Fiscal year ending December 31.

Copyright  2013 S&P, a division of The McGraw-Hill Companies Inc. All rights reserved.
 
   12/07    12/08    12/09    12/10    12/11    12/12  
Endurance Specialty Holdings Ltd.    100.00     75.50     95.24     120.83     103.43     110.79  
S&P 500    100.00     63.00     79.67     91.67     93.61     108.59  
S&P Property & Casualty Insurance    100.00     70.59     79.30     86.39     86.18     103.51  

The stock price performance included in this graph is not necessarily indicative of future stock price performance.
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Item 6. Selected Financial Data
The following table sets forth our selected consolidated financial information for the years ended and as of the dates indicated. As described in Note 1 to

our Audited Consolidated Financial Statements included elsewhere in this Annual Report on Form 10-K, our Audited Consolidated Financial Statements
include the accounts of Endurance Holdings, Endurance Bermuda, Endurance U.K., Endurance U.S. Reinsurance, Endurance American, Endurance
American Specialty, Endurance Risk Solutions and ARMtech.

We derived the following selected consolidated financial information for the years ended December 31, 2012, 2011, 2010, 2009 and 2008 from our
Audited Consolidated Financial Statements and related notes. These historical results are not necessarily indicative of results to be expected from any future
period.

You should read the following selected consolidated financial information along with the information contained in this Annual Report on Form 10-K,
including Item 7. “Management’s Discussion and Analysis of Financial Condition and Results of Operations” and the Audited Consolidated Financial
Statements and related notes included elsewhere in this Annual Report on Form 10-K.
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For the years ended December 31,   2012   2011   2010   2009   2008  
Selected Income Statement Data:       
Gross premiums written   $ 2,549,026  $ 2,467,114  $ 2,053,236  $ 2,021,450  $ 2,246,420 
Net premiums written    2,029,495   1,979,821   1,763,744   1,606,050   1,784,290 
Net premiums earned    2,013,900   1,931,393   1,741,113   1,633,192   1,766,485 
Net investment income    173,326   147,037   200,358   284,200   130,176 
Net realized and unrealized gains    72,139   31,671   22,488   6,303   24,769 
Net impairment losses recognized in earnings (losses)    (847)   (3,520)   (3,944)   (20,251)   (82,135) 
Net losses and loss expenses    1,520,995   1,632,666   1,038,100   866,640   1,135,431 
Acquisition expenses    303,179   282,911   264,228   267,971   299,913 
General and administrative expenses    235,689   264,152   241,920   237,154   216,365 
Net income (loss)    162,516   (93,734)   364,738   554,871   100,015 
Preferred dividends    32,750   24,125   15,500   15,500   15,500 
Net income (loss) available (attributable) to common

and participating shareholders    129,766   (117,859)   349,238   539,371   84,515 
Per Share Data:       
Dividends declared and paid per common share   $ 1.24  $ 1.20  $ 1.00  $ 1.00  $ 1.00 
Basic earnings (losses) per common share   $ 3.00  $ (2.95)  $ 6.73  $ 9.47  $ 1.43 
Diluted earnings (losses) per common share   $ 3.00  $ (2.95)  $ 6.38  $ 9.00  $ 1.33 
Weighted average number of common shares

outstanding:       
Basic    42,568   40,215   50,882   55,929   57,756 
Diluted    42,602   40,215   53,728   58,874   62,136 

As of December 31,   2012   2011   2010   2009   2008  
Selected Balance Sheet Data:       
Cash and investments   $ 6,638,942  $ 6,283,107  $6,187,215  $ 5,974,615  $ 5,358,087 
Total assets    8,794,972   8,292,615   7,979,405   7,666,694   7,272,470 
Reserve for losses and loss expenses    4,240,876   3,824,224   3,319,927   3,157,026   3,235,456 
Reserve for unearned premiums    965,244   932,108   842,154   832,561   885,488 
Debt    527,339   528,118   528,411   447,664   447,468 
Preferred stock, Series A non-cumulative    8,000   8,000   8,000   8,000   8,000 
Preferred stock, Series B non-cumulative    9,200   9,200   —     —     —   
Total shareholders’ equity    2,710,597   2,611,165   2,848,153   2,787,283   2,207,283 
Per Share Data:       
Book value per common share   $ 53.75  $ 51.48  $ 57.25  $ 47.74  $ 35.76 
Diluted book value per common share   $ 52.88  $ 50.56  $ 52.74  $ 44.61  $ 33.06 

Selected Ratios (based on U.S. GAAP income statement data):   

For the years ended December 31,   2012   2011   2010   2009   2008  
Net loss ratio    75.5%   84.6%   59.6%   53.1%   64.3% 
Acquisition expense ratio    15.1%   14.6%   15.2%   16.4%   17.0% 
General and administrative expense ratio    11.7%   13.7%   13.9%   14.5%   12.2% 
Combined ratio    102.3%   112.9%   88.7%   84.0%   93.5% 

 
(a) Book value per share is a non-GAAP measure based on total shareholders’ equity, less the $430.0 million (2008—2010: $200.0 million) redemption

value of the preferred stock, divided by basic common shares outstanding of 42,431,589 at December 31, 2012, 42,366,873 at December 31, 2011,
46,258,846 at December 31, 2010, 54,194,822 at December 31, 2009 and 56,127,552 at December 31, 2008. Common shares outstanding include 0
vested restricted share units for purposes of the December 31, 2012, 2011 and 2010, 12,104 at December 31, 2009 and 58,311 at December 31, 2008
book value per share calculation.

(b) Diluted book value per share is a non-GAAP measure based on total shareholders’ equity, less the $430.0 million (2008—2010: $200.0 million)
redemption value of the preferred stock, divided by the number of common shares and common share equivalents outstanding at the end of the period,
using the treasury stock method. Common share equivalents include options and warrants which are dilutive when the market price of the Company’s
shares exceeds the exercise price of the options or warrants. Diluted shares outstanding were 43,130,075 at December 31, 2012, 43,142,277 at December
31, 2011, 50,210,614 at December 31, 2010, 57,996,331 at December 31, 2009 and 60,718,312 at December 31, 2008. We believe that this is an
effective measure of the per share value of the Company as it takes into account the effect of all outstanding dilutive securities.

(c) The net loss ratio is calculated by dividing losses and loss expenses by net premiums earned.
(d) The acquisition expense ratio is calculated by dividing acquisition expenses by net premiums earned.
(e) The general and administrative expense ratio is calculated by dividing general and administrative expenses by net premiums earned.
(f) The combined ratio is the sum of the net loss ratio, the acquisition expense ratio and the general and administrative expense ratio. Our historical

combined ratio may not be indicative of future underwriting performance.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations
The following discussion and analysis of the Company’s financial condition and results of operations should be read in conjunction with the

Company’s consolidated financial statements and related notes included elsewhere in this Form 10-K.

Some of the information contained in this discussion and analysis or set forth elsewhere in this Form 10-K, including information with respect to the
Company’s plans and strategy for its business and statements regarding marketplace conditions and trends, includes forward-looking statements that involve
risk and uncertainties. Please see the “Cautionary Statement Regarding Forward-Looking Statements” in this Form 10-K for more information on factors that
could cause actual results to differ materially from the results described in or implied by any forward-looking statements contained in this discussion and
analysis. You should review the “Risk Factors” set forth in this Form 10-K for a discussion of important factors that could cause actual results to differ
materially from the results described in or implied by the forward-looking statements contained herein.

Executive Overview

Endurance Specialty Holdings Ltd. (“Endurance Holdings”) was organized as a Bermuda holding company on June 27, 2002. Endurance Holdings has
seven wholly-owned operating subsidiaries:
 

 •  Endurance Specialty Insurance Ltd. (“Endurance Bermuda”), domiciled in Bermuda with branch offices in Switzerland and Singapore;
 

 •  Endurance Reinsurance Corporation of America (“Endurance U.S. Reinsurance”), domiciled in Delaware;
 

 •  Endurance Worldwide Insurance Limited (“Endurance U.K.”), domiciled in England;
 

 •  Endurance American Insurance Company (“Endurance American”), domiciled in Delaware;
 

 •  Endurance American Specialty Insurance Company (“Endurance American Specialty”), domiciled in Delaware;
 

 •  Endurance Risk Solutions Assurance Co. (“Endurance Risk Solutions”), domiciled in Delaware; and
 

 
•  American Agri-Business Insurance Company (“American Agri-Business”), domiciled in Texas and managed by ARMtech Insurance

Services, Inc. (together with American Agri-Business, “ARMtech”).

Endurance Holdings and its wholly-owned subsidiaries are collectively referred to in this discussion and analysis as the “Company.”

The Company writes specialty lines of property and casualty insurance and reinsurance on a global basis and seeks to create a portfolio of specialty
lines of business that are profitable and have limited correlation with one another. The Company’s portfolio of specialty lines of business is organized into two
business segments, Insurance and Reinsurance.

In the Insurance segment, the Company writes agriculture, casualty and other specialty, professional lines, and property insurance. In the Reinsurance
segment, the Company writes catastrophe, property, casualty, and other specialty reinsurance.

The Company’s Insurance and Reinsurance segments both include property related coverages, which provide insurance or reinsurance of an insurable
interest in tangible property for property loss, damage or loss of use. In addition, the Company’s Insurance and Reinsurance segments include various
casualty insurance and reinsurance coverages, which are primarily concerned with the losses caused by injuries to third parties, i.e., not the insured, or to
property owned by third parties and the legal liability imposed on the insured resulting from such injuries.

Business and Accounting Factors

The Company’s results of operations are affected by the following business and accounting factors:

Revenues.  The Company derives its revenues primarily from premiums from its insurance policies and reinsurance contracts. The premiums the
Company charges for the risks assumed are priced based on many assumptions and are a function of the amount and type of policies and contracts the
Company writes as well as prevailing market prices, and in the case of agricultural insurance contracts, federally mandated pricing and commodity price
levels. The Company prices these risks before its ultimate costs are known, which may extend many years into the future.
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The Company’s revenues also include income generated from its investment portfolio. The Company’s investment portfolio is comprised of fixed
maturity investments, short-term investments and equity securities that are held as available for sale and Other Investments, comprised of alternative and
specialty funds that are accounted for under the equity method of accounting. In accordance with generally accepted accounting principles in the United States
(“U.S. GAAP”), the available for sale investments are carried at fair market value and unrealized gains and losses on the Company’s investments are
generally excluded from earnings. These unrealized gains and losses are included on the Company’s balance sheet in accumulated other comprehensive income
as a separate component of shareholders’ equity. If unrealized losses are considered to be other-than-temporary due to the Company’s intent to sell, requirement
to sell such securities or credit related factors, such losses are included in earnings as net impairment losses recognized in earnings (losses). For Other
Investments, the Company increases or decreases the value of these investments for the Company’s share of income or loss, less dividends, which is included
in net investment income.

Expenses.  The Company’s expenses consist primarily of losses and loss expenses, acquisition expenses, interest expense, amortization of intangible
assets and general and administrative expenses. Losses and loss expenses are estimated by management and reflect its best estimate of ultimate losses and loss
adjustment costs arising during the current reporting period and revisions of prior period estimates. The Company records losses and loss expenses based on
an actuarial analysis of the estimated losses the Company expects to be reported on policies and contracts written. The ultimate losses and loss expenses will
depend on the actual costs to settle claims. Acquisition expenses consist principally of commissions and brokerage expenses that are typically a percentage of
the premiums on successful insurance policies or reinsurance contracts written. General and administrative expenses consist primarily of personnel expenses
and general operating expenses.

Marketplace Conditions and Trends. In general, at the end of 2012, we believe operating conditions continued to be competitive. In most classes of
property and casualty business, we experienced mixed pricing, with increases in some catastrophe exposed property insurance and reinsurance lines of
business due to recent loss activity and in certain small risk casualty classes of business due to the continued low interest rate environment. These positive
rate trends have been tempered by relatively high levels of underwriting capacity and competition. In our agriculture business, pricing was relatively stable
across our portfolio, although the underlying exposure base has varied with commodity price movements. We continued to maintain our adherence to
underwriting standards by declining business when pricing, terms and conditions did not meet our underwriting criteria.

In 2013, we believe the following five primary influences may affect the market for our insurance and reinsurance products – the continuation of the
challenging global economy, continued pricing competition in many of our markets, increased volatility in agriculture commodity prices and production
levels, the high level of global catastrophe losses incurred by the industry over the last several years, and a low interest rate environment. The United States
and other markets around the world have continued to experience unsettled economic conditions, including high levels of unemployment, significant
governmental regulation initiatives and continued uncertainty in the financial markets. Although economies are slowly recovering, the lower levels of economic
activity are likely to continue to suppress growth in demand for insurance and reinsurance. This is likely to result in a continued competitive global insurance
and reinsurance market in 2013. Potentially offsetting these factors is the increased volatility of agriculture commodity prices and production, which could
lead to increased risk exposure and higher demand in our agriculture insurance business. In addition, the high level of global catastrophe losses incurred by
the industry in 2011 and 2012 may mitigate the pressure for meaningfully lower prices for catastrophe exposed property insurance and reinsurance in 2013
resulting from existing and new capacity in the market. Lastly, the current low interest rate environment will likely encourage a lower appetite for risks that are
not adequately priced as there will be reduced investment earnings from underwriting cash flows.

At this time, the Company cannot predict with any reasonable certainty whether and to what extent current marketplace conditions and trends will
persist in the future.

Critical Accounting Estimates

The Company’s consolidated financial statements contain certain amounts that are inherently subjective in nature and require management to make
assumptions and best estimates to determine the reported values and related disclosures. Management considers an accounting estimate to be critical if:
 

 •  it requires assumptions to be made that were uncertain at the time the estimate was made; and
 

 
•  changes in the estimate or different estimates that could have been selected could have a material impact on the Company’s consolidated

results of operations or financial condition.
 

57



Table of Contents

If factors such as those described in the “Risk Factors” section in this Form 10-K cause actual events or results to differ materially from management’s
underlying assumptions or estimates, there could be a material adverse effect on the Company’s results of operations, financial condition and liquidity.

Management believes that the following critical accounting policies affect significant estimates used in the preparation of its consolidated financial
statements.

Premiums and Related Expenses.  The Company’s insurance premiums are earned pro rata over the terms of the applicable risk period specified in
the insurance policy. The Company’s insurance policies cover losses occurring or claims made during the term of the policy. Generally, the Company receives
a fixed premium which is identified in the policy and is recorded on the inception date of the contract or when premiums are determinable and earned evenly
over the policy term. This premium will generally only adjust if the underlying insured values adjust. Accordingly, we monitor the underlying insured values
and record additional or return premiums in the period in which amounts are reasonably determinable. For our agriculture line, premiums are determined
based on estimated acreage planted combined with the base commodity price for the insured crops. Adjustments are made to the agriculture premium estimates
as acreage reporting and claims adjusting occurs. Insurance premiums written accounted for 56%, 60%, and 54% of the Company’s gross premiums written
during the years ended December 31, 2012, 2011, and 2010, respectively.

The Company’s reinsurance premiums are earned in proportion to the amount of reinsurance protection provided over the applicable risk period
established in the reinsurance contract. Reinsurance contracts written on a losses occurring basis cover losses which occur during the term of the reinsurance
contract, typically 12 months. Accordingly, the Company earns the premium on a losses occurring reinsurance contract evenly over the reinsurance contract
term. Losses occurring reinsurance contracts accounted for approximately 22%, 21%, and 25% of the Company’s gross premiums written during the years
ended December 31, 2012, 2011, and 2010, respectively. Reinsurance contracts written on a policies attaching basis cover losses from the underlying
insurance policies incepting during the terms of the reinsurance contracts. Losses under a policies attaching reinsurance contract may occur after the end date
of the reinsurance contract, so long as they are losses from policies which began during the reinsurance contract period. The Company typically earns the
premiums for policies attaching reinsurance contracts over a 24 month period in proportion to the amount of reinsurance protection provided to reflect the
extension of the risk period past the term of the contract and the varying levels of reinsurance protection provided during the reinsurance contract period.
Policies attaching reinsurance contracts accounted for approximately 22%, 19%, and 21% of the Company’s gross premiums written during the years ended
December 31, 2012, 2011, and 2010, respectively.

In addition to the applicable risk period, the Company’s estimate of its reinsurance premiums written is based on the type of reinsurance contracts
underwritten. For excess of loss reinsurance contracts, the deposit premium, as defined in the contract, is generally considered to be the best estimate of the
reinsurance contract’s written premium at inception. The Company earns reinstatement premiums upon the occurrence of a loss under the reinsurance
contract. Reinstatement premiums are calculated in accordance with the contract terms based upon the ultimate loss estimate associated with each contract.
Excess of loss reinsurance contracts accounted for approximately 24%, 21%, and 24% of the Company’s gross premiums written during the years ended
December 31, 2012, 2011, and 2010, respectively. For proportional reinsurance contracts, the Company estimates premiums, commissions and related
expenses based on broker and ceding company estimates. In addition to broker and ceding company estimates, the Company also utilizes its judgment in
establishing proportional reinsurance contract premium estimates after considering the following factors:
 

 •  the ceding company’s historical premium versus projected premium;
 

 •  the ceding company’s history of providing accurate estimates;
 

 •  anticipated changes in the marketplace and the ceding company’s competitive position therein;
 

 •  reported premiums to date; and
 

 •  correspondence and communication between the Company and its brokers, intermediaries and ceding companies.

Proportional reinsurance contracts accounted for approximately 20%, 19%, and 22% of the Company’s gross premiums written during the years ended
December 31, 2012, 2011, and 2010, respectively.

Premiums on the Company’s excess of loss and proportional reinsurance contracts are estimated at the time the business is underwritten. Accordingly,
this is the amount the Company records as written premium in the period the reinsurance contracts is underwritten. As actual premiums are reported by the
ceding companies, management evaluates the appropriateness of the original premium estimates and any adjustments to these estimates are recorded in the
period in which they become known. The Company has not historically experienced material adjustments to its initial premium estimates for its excess of loss
reinsurance contracts. For proportional contracts, as is customary in the reinsurance market, there is a time lag from the point when premium and related
commission and expense activity is recorded by a ceding company to the point when such information is reported by the ceding company to the Company,
either directly or through a reinsurance intermediary. This time lag can vary from one to several months or calendar quarters. In addition, uncertainty in
premium estimates arises due to changes in renewal rates or rate of new business acceptances by the cedant insurance companies and changes in the rates
being charged by cedants. Changes to original premium estimates for proportional contracts could be material and such adjustments may directly and
significantly impact earnings in the period they are determined because the subject premium may be fully or substantially earned.
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The Company’s historical experience has shown that estimated premiums from proportional contracts have varied and have been adjusted by up to
approximately 7%, although larger variations, both positive and negative, are possible as a result of changes in one or more of the premium assumptions as
noted above. A 7% variation in the Company’s proportional premiums receivable, net as of December 31, 2012, after considering the related expected losses
and loss expenses, acquisition expenses and taxes, would result in an impact of approximately $0.8 million on the Company’s net income.

The following summarizes the Company’s net proportional premium estimates within premiums receivable, net on the Company’s Audited Consolidated
Balance Sheet as of December 31, 2012 and 2011:
 

Classes of Coverage   Casualty    Property    
Other

specialty    Total  
   (U.S. dollars in thousands)  
As of December 31, 2012         
Proportional premiums receivable, net   $79,692   $103,191   $ 41,288   $ 224,171 
As of December 31, 2011         
Proportional premiums receivable, net   $ 96,001   $ 73,355   $44,555   $213,911 

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 premiums receivable asset on our balance sheet. We actively monitor our premiums 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. At December 31,
2012, the Company has an allowance for estimated uncollectible premiums receivable of $3.4 million (2011 — $3.4 million).

Acquisition expenses are costs that vary with and are directly related to the successful production of new and renewal business, and consist principally
of commissions and brokerage expenses. Acquisition expenses are shown net of commissions, other fees and expense allowances associated with and earned on
ceded business. These costs are deferred and amortized over the periods in which the related premiums are earned.

Reserve for Losses and Loss Expenses.  The Company’s reserve for losses and loss expenses includes case reserves and reserves for losses incurred
but not reported (referred to as “IBNR reserves”). Case reserves are established for losses that have been reported to us, but not yet paid. IBNR reserves
represent the estimated ultimate cost of events or conditions that have not been reported to or specifically identified by the Company, but have occurred. Case
reserves and IBNR reserves are established by management based on reports from reinsurance intermediaries, ceding companies and insureds and
consultations with independent legal counsel. In addition, IBNR reserves are established by management based on reported losses and loss expenses and
actuarially determined estimates of ultimate losses and loss expenses.

Under U.S. GAAP, the Company is not permitted to establish loss reserves until the occurrence of an actual loss event. Once such an event occurs, the
Company establishes reserves based upon estimates of total losses incurred by the ceding companies or insureds as a result of the event, its estimate of the
potential losses incurred, and its estimate of the portion of such loss the Company has insured or reinsured. As a result, only loss reserves applicable to losses
incurred up to the financial statement date may be recorded, with no allowance for the provision of a contingency reserve to account for expected future losses.
See ‘‘Reserve for Losses and Loss Expenses’’ below for further discussion.

The Company’s loss and loss expense reserves are reviewed regularly, and adjustments, if any, are reflected in earnings in the period in which they
become known. The establishment of new loss and loss expense reserves or the adjustment of previously recorded loss and loss expense reserves could result
in significant positive or negative changes to the Company’s financial condition for any particular period. While we believe that we have made a reasonable
estimate of loss and loss expense reserves, the ultimate loss experience may not be reliably predicted, and it is possible that losses and loss expenses will be
higher or lower than the total reserve for losses and loss expenses recorded by the Company.

Information Used in Determining the Reserve for Losses and Loss Expenses.  In order to estimate the Company’s reserve for losses and loss
expenses, management uses information either developed from internal or independent external sources, or pricing information created by the Company or
provided to the Company by insureds and brokers at the time individual contracts and policies are bound. In addition, we use a commercially available risk
analysis model, contract by contract review by our underwriting teams, other data and estimates provided by our clients, and, to a limited extent, overall
market share assumptions to estimate our loss and loss expense reserves related to specific loss events.
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Actuarial Methods Used to Estimate Loss and Loss Expense Reserves.  The Company uses a variety of actuarial methods to estimate the ultimate
losses and loss expenses incurred by the Company. One actuarial method used by the Company to estimate its reserve for losses and loss expenses is the
expected loss ratio approach, which is based on expected results independent of current loss reporting activity. This approach is typically used for immature
loss periods (i.e., the current accident year). Another actuarial method used by the Company is known as the Bornhuetter-Ferguson method. The Bornhuetter-
Ferguson method uses an initial loss estimate (expected loss technique) for each accident year by business line and type of contract. Under this method, IBNR
is set equal to the initial loss estimate multiplied by the expected percent of loss yet to be reported at each valuation date. In a given quarter, if reported losses are
less than expected, then the difference would result in a decrease in estimated ultimate losses. If losses for the quarter are greater than expected, then the
difference would result in an increase in estimated ultimate losses. Management uses these multiple actuarial methods, supplemented with its own professional
judgment, to establish its best estimate of reserves for losses and loss expenses.

For the agriculture insurance line of business, loss reserves are established from initial loss notifications that are provided to our independent agents
from insureds. Based on the information provided, the Company’s system establishes a loss reserve amount calculated from a formulaic model which
includes historical experience, type of crop, and percent of liability. As actual claims are adjusted, outstanding reserves are adjusted to reflect the actual losses
incurred.

The information gathered by the Company and the actuarial analyses performed on the gathered information is used to develop individual point
estimates of carried loss and loss expense reserves for each of the Company’s business segments and underlying lines of business. These individual point
estimates are then aggregated along with the case reserves for actual losses reported to reach the total reserve for losses and loss expenses carried on the
Company’s consolidated financial statements. All of the Company’s loss reserving is currently performed on a point estimate basis. The Company does not
utilize range estimation in its loss reserving process.

Since inception, the Company has used reserving methods that are commonly applied when limited loss development experience exists. As the Company
has accumulated its own loss reserve history, it has determined it is more appropriate to incorporate the Company’s actual loss experience. As of 2006, the
Company determined that its own loss development history in relation to its agriculture, property, catastrophe, and other specialty lines of business had
reached a level of maturity sufficient to provide a credible basis on which to estimate its reserve for losses and loss expenses related to these lines of business.
As such, the Company’s actual reporting patterns were considered when determining the reserve for losses and loss expenses in the agriculture and property
lines of business in its Insurance segment and the catastrophe, property and other specialty lines of business in its Reinsurance segment for the year ended
December 31, 2012. The Company continues to utilize industry loss and development patterns in the establishment of loss and loss expense reserves where
appropriate.

Significant Assumptions Employed in the Estimation of Loss and Loss Expense Reserves.  The most significant assumptions used as of
December 31, 2012 to estimate the reserve for losses and loss expenses within the Company’s Insurance and Reinsurance segments are as follows:
 

 
•  the information developed from internal and independent external sources can be used to develop meaningful estimates of the likely future

performance of business bound by the Company;
 

 
•  the loss and exposure information provided by ceding companies, insureds and brokers in support of their submissions can be used to

derive meaningful estimates of the likely future performance of business bound with respect to each contract and policy;
 

 •  historic loss development and trend experience is assumed to be indicative of future loss development and trends;
 

 
•  no significant emergence of losses or types of losses that are not represented in the information supplied to the Company by its brokers,

ceding companies and insureds will occur; and
 

 
•  the terms of the contracts and policies we enter into with our insureds and cedants will be interpreted as intended, including those related to

applicable aggregation limits and occurrence definitions.

The above four assumptions most significantly influence the Company’s determination of initial expected loss ratios and expected loss reporting patterns
that are the key inputs which impact potential variability in the estimate of the reserve for losses and loss expenses and are applicable to each of the
Company’s business segments. While there can be no assurance that any of the above assumptions will prove to be correct, we believe that these assumptions
represent a realistic and appropriate basis for estimating the reserve for losses and loss expenses.

Factors Creating Uncertainty in the Estimation of the Reserve for Losses and Loss Expenses.  While management does not at this time include an
explicit or implicit provision for uncertainty in its reserve for losses and loss expenses, certain of the Company’s business lines are by their nature subject to
additional uncertainties, including the Company’s casualty, property, catastrophe, and other specialty lines in the Reinsurance segment and the Company’s
casualty and professional lines in the Insurance segment, which are discussed in detail below. In addition, the Company’s Reinsurance segment is subject to
additional factors which add to the uncertainty of estimating loss and loss expense reserves. Time lags in the reporting of losses can also introduce further
ambiguity to the process of estimating loss and loss expense reserves.
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The aspects of the Company’s casualty line in the Reinsurance segment and the casualty and professional lines in the Insurance segment that complicate
the process of estimating loss reseves include the lack of long-term historical data for losses of the same type intended to be covered by the policies and
contracts written by the Company and the expectation that a portion of losses in excess of the Company’s attachment levels in many of its contracts will be low
in frequency and high in severity, limiting the usefulness of claims experience of other insurers and reinsurers for similar claims. In addition, the portion of
the Company’s casualty line in its Insurance segment which is underwritten in Bermuda includes policy forms that vary from more traditional policy forms.
The primary difference in the casualty policy form used by Endurance Bermuda from more traditional policy forms relates to the coverage being provided on
an occurrence reported basis instead of the typical occurrence or claims-made basis used in traditional policy forms. The occurrence reported policy forms
typically cover occurrences causing unexpected and unintended personal injury or property damage to third parties arising from events or conditions that
commence at or subsequent to an inception date, and prior to the expiration of the policy provided that proper notice is given during the term of the policy or the
discovery period.

The inherent uncertainty of estimating the Company’s loss and loss expense reserves for its Reinsurance segment increases principally due to:
 

 
•  the delay between the time claims are reported to the ceding company and the time they are reported through one or more reinsurance broker

intermediaries to the Company;
 

 •  the differing reserving practices among ceding companies;
 

 •  the diversity of loss development patterns among different types of reinsurance treaties or contracts;
 

 •  the Company’s need to rely on its ceding companies for loss information; and
 

 •  the fact that reinsurance treaties typically cover a disproportionate amount of large and more complicated claims.

In order to verify the accuracy and completeness of the information provided to the Company by its ceding company counterparties, the Company’s
underwriters, actuaries, accounting and claims personnel perform underwriting and claims reviews of the Company’s ceding companies. Findings are
communicated as appropriate to the ceding companies and utilized in the establishment or revision of the Company’s case reserves and related IBNR reserves.
On occasion, these reviews reveal that the ceding company’s reported losses and loss expenses do not comport with the terms of the contract with the
Company. In such events, the Company strives to resolve the outstanding differences in an amicable fashion. The large majority of such differences are
resolved in this manner. In the infrequent instance where an amicable solution is not feasible, the Company’s policy is to vigorously defend its position in
litigation or arbitration. As of December 31, 2012, the Company was not involved in any material claims litigation or arbitration proceedings.

Due to the large volume of potential transactions that must be recorded in the insurance and reinsurance industry, backlogs in the recording of the
Company’s business activities can also impair the accuracy of its loss and loss expense reserve estimates. As of December 31, 2012, there were no significant
backlogs related to the processing of policy or contract information in the Company’s Insurance or Reinsurance segments.

The Company assumes in its loss and loss expense reserving process that, on average, the time periods between the recording of expected losses and the
reporting of actual losses are predictable when measured in the aggregate and over time. The time period over which all losses are expected to be reported to the
Company varies significantly by line of business. This period can range from a few quarters for some lines, such as catastrophe, to many years for some
casualty lines of business. For the Company’s Reinsurance business segment, due to ceding company and reinsurance intermediary reporting frequency, the
time period is generally longer than for its Insurance segment, resulting in a reliance by the Company for a longer period of time on its actuarial estimates of
loss and loss expense reserves. To the extent that actual reported losses are reported more quickly than expected, the Company may adjust upward its estimate
of ultimate loss and to the extent that actual reported losses are reported more slowly than expected, the Company may reduce its estimate of ultimate loss.

Potential Volatility in the Reserve for Losses and Loss Expenses. In addition to the factors creating uncertainty in the Company’s estimate of loss and
loss expense reserves, the Company’s estimated reserve for losses and loss expenses can change over time because of unexpected changes in the external
environment. Potential changing external factors include:
 

 •  changes in the inflation rate for goods and services related to the covered damages;
 

 •  changes in the general economic environment that could cause unanticipated changes in claim frequency or severity;
 

 •  changes in the litigation environment regarding the representation of plaintiffs and potential plaintiffs;
 

 
•  changes in the judicial and/or arbitration environment regarding the interpretation of policy and contract provisions relating to the

determination of coverage and/or the amount of damages awarded for certain types of claims;
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 •  changes in the social environment regarding the general attitude of juries in the determination of liability and damages;
 

 •  changes in the legislative environment regarding the definition of damages;
 

 •  new types of injuries caused by new types of injurious activities or exposures; and
 

 •  in the case of assumed reinsurance, changes in ceding company case reserving and reporting patterns.

The Company’s estimates of reserves for losses and loss expenses can also change over time because of changes in internal company operations, such
as:
 

 •  alterations in claims handling procedures;
 

 •  growth in new lines of business where exposure and loss development patterns are not well established; or
 

 •  changes in the quality of risk selection or pricing in the underwriting process.

Due to the inherent complexity of the assumptions used in establishing the Company’s loss and loss expense reserve estimates, final claim settlements
made by the Company may vary significantly from the present estimates, particularly when those settlements may not occur until well into the future. For an
illustration of the effect of a 10% change in the Company’s two key inputs used in determining its loss and loss expense reserves – the expected loss ratio and
the expected loss reporting pattern – please see “Reserve for Losses and Loss Expenses” below.

Investments. The Company currently classifies its fixed maturity investments, short-term investments and equity securities, as “available for sale”
and, accordingly, they are carried at estimated fair value, with related net unrealized gains or losses excluded from earnings and included in shareholders’
equity as a component of accumulated other comprehensive income. The Company determines the fair value of its fixed maturity, short-term and equity
investments in accordance with current accounting guidance, which defines fair value and establishes a fair value hierarchy based on inputs to the various
valuation techniques used for each fair value measurement. The use of valuation techniques for any given investment requires a significant amount of
judgment and consideration of factors specific to the underlying investment. Fair value measurements determined by the Company seek to maximize
observable inputs and minimize the use of unobservable inputs. Current accounting guidance establishes three levels as follows:

Level 1: Unadjusted quoted prices in active markets for identical assets or liabilities.

Level 2: Quoted prices for similar assets in markets that are active, quoted prices for identical or similar assets in markets that are not active or inputs
that are observable either directly or indirectly. Level 2 inputs include quoted prices for similar assets or liabilities other than quoted prices in Level 1;
quoted prices in markets that are not active; or other inputs that are observable or can be derived principally from or corroborated by observable market
data for substantially the full term of the assets or liabilities.

Level 3: Unobservable inputs that are supported by little or no market activity and are significant to the fair value of the assets or liabilities.
Unobservable inputs reflect the Company’s own views about the assumptions that market participants would use in pricing the asset or liability. Level 3
assets and liabilities include financial instruments whose values are determined using pricing models, discounted cash flow methodologies, or similar
techniques, as well as instruments for which the determination of fair value requires significant management judgment or estimation.

The Company determines the estimated fair value of each individual security utilizing the highest level inputs available. The Company uses quoted
values and other data provided by nationally recognized independent pricing sources as inputs into its process for determining fair values of its fixed maturity,
short-term and equity portfolios. The Company obtains multiple prices for its securities where available. Pricing sources used in pricing the Company’s fixed
maturity, short-term and equity portfolios at December 31, 2012 were as follows:
 

Pricing services    12.0% 
Index providers    74.5% 
Broker/dealers    13.5% 

Pricing Services and Index Providers. Pricing services, including index providers, provide pricing for less-complex, liquid securities based on market
quotations in active markets. For securities that do not trade on a listed exchange, these pricing services may use a matrix pricing consisting of observable
market inputs to estimate the fair value of a security. These observable market inputs include: reported trades, benchmark yields, broker/dealer quotes, issuer
spreads, two-sided markets, benchmark securities, bids, offers, reference data, and industry and economic factors. Additionally, pricing services may use a
valuation model such as an option adjusted spread model commonly used for estimating fair values of mortgage-backed and asset-backed securities. At
December 31, 2012, the Company has not adjusted any pricing provided by independent pricing services and index providers and have classified all such
securities as Level 2.
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Broker/Dealers. Generally, the Company obtains quotes directly from broker/dealers who are active in the corresponding markets when prices are
unavailable from independent pricing services or index providers. Broker/dealer quotes may also be used if the pricing from pricing services or index
providers is not reflective of current market levels, as detected by our pricing control tolerance procedures. Generally, broker/dealers value securities through
their trading desks based on observable market inputs. Their pricing methodologies include mapping securities based on trade data, bids or offers, observed
spreads and performance on newly issued securities. They may also establish pricing through observing secondary trading of similar securities. Quotes from
broker/dealers are all non-binding. At December 31, 2012, the Company has not adjusted any pricing provided by broker/dealers and has classified all such
securities as Level 2.

As described above, independent pricing services, index providers and broker/dealers have their own method for determining the fair value of securities.
As such, prices provided by independent pricing services, index providers and independent broker quotes can vary widely, even for the same security, and
may have a material effect on the estimated fair values of the Company’s securities. If the Company determines that there has been a significant decrease in the
volume and level of trading activity for the securities in relation to the normal market activity for such security (or similar securities), then transactions or
quoted prices may not accurately reflect fair value and, if there is evidence that the transaction for the security is not orderly, the Company may place less
weight on the transaction price as an indicator of fair value. To validate the techniques or models used by pricing sources, the Company’s review process
includes, but is not limited to:
 

 
•  quantitative analysis (consisting of comparing the quarterly return for each managed portfolio to its target benchmark, with significant

differences identified and investigated);
 

 •  initial and ongoing evaluation of methodologies used by outside parties to calculate fair value; and
 

 •  comparing the fair value estimates to its knowledge of the current market.

Other than Temporary Impairment. Following a determination of fair value, the Company reviews its fixed maturity, short-term and equity portfolios
to determine whether any declines in the fair value below the amortized cost basis of these securities are other-than-temporary. If the Company determines that a
decision to sell the security has been made or that it is more likely than not that the Company will be required to sell the security, the Company deems the
security to be other-than-temporarily impaired and writes it down to fair value, thereby establishing a new cost basis. The amount of the write-down is
recognized in earnings as an other-than-temporary impairment (“OTTI”) loss.

For the remaining fixed maturity and short-term investments in an unrealized loss position for which a decision to sell has not been made and it is more
likely than not that the Company will not be required to sell, the Company performs additional reviews to determine whether the investment will recover its
amortized cost.

If the amortized cost of the Company’s fixed maturity and short-term investments is, based upon the judgment of management, unlikely to be recovered,
the Company writes down the investment by the amount representing the credit related portion of the decline in value, thereby establishing a new cost basis.
The amount of the write-down is recognized in earnings as an OTTI loss. The new cost basis is not changed for subsequent recoveries in fair value.

To the extent the Company determines that the amortized cost of the Company’s fixed maturity and short-term investments is likely to be recovered and
related to non-credit factors (such as interest rates, market conditions, etc.) and not due to credit related factors, that remaining non-credit portion of the
unrealized loss is recorded as a part of accumulated other comprehensive income in the shareholders’ equity section of the Company’s balance sheet.

For equity securities in an unrealized loss position for which a decision to sell has not been made and it is not more likely than not that the Company
will be required to sell the equity security, the Company considers its ability and intent to hold an equity security in an unrealized loss position for a
reasonable period of time to allow for a full recovery. When the Company determines that the decline in value of an equity security is other-than-temporary, the
Company reduces the cost of the equity security to its fair value and recognizes the loss in the Consolidated Statements of Income (Loss) and Comprehensive
Income (Loss). The new cost basis is not changed for subsequent recoveries in fair value.

Other Investments. Other Investments are accounted for using the equity method of accounting whereby the initial investment is recorded at cost. Other
Investments consist of alternative funds and specialty funds. Alternative funds include investments in hedge funds and private investment funds that
generally invest in senior secured bank debt, high yield debt securities, distressed debt, distressed real estate, derivatives and equity long/short strategies.
Specialty funds currently include high yield loan and convertible debt funds. The carrying value of these investments are increased or decreased to reflect the
Company’s share of income or loss, which is included in net investment income, and are decreased for dividends. Due to the timing of the delivery of the final
valuations reported by certain of the fund managers, valuations of certain alternative funds and specialty funds are estimated based on the most recently
available information, including period end valuation statements, period end estimates, or, in some cases, prior month or quarter valuation statements.
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Goodwill. The Company is required to make an annual assessment as to whether the value of the Company’s goodwill asset is impaired. Impairment,
which can be either partial or full, is based on a fair value analysis by individual reporting unit. Based upon the Company’s assessment at the reporting unit
level, there was no impairment of its goodwill asset of $90.9 million as of December 31, 2012.

In making an assessment of the value of its goodwill, the Company uses both market based and non-market based valuations. Assumptions underlying
these valuations include forecasts of discounted future cash flows and future profits in addition to an analysis of the Company’s stock price relative to both
its book value and its net income. Significant changes in the data underlying these assumptions could result in an assessment of impairment of the
Company’s goodwill asset. In addition, if the current economic environment and/or the Company’s financial performance were to deteriorate significantly, this
could lead to an impairment of goodwill, the write-off of which would be recorded against net income in the period such deterioration occurred. If a 5% decline
in the fair value of the reporting units occurred, this would not result in an impairment of the goodwill asset at December 31, 2012.

Deferred Tax Assets.  We provide for income taxes in accordance with the provisions of the relevant accounting guidance on, “Accounting for Income
Taxes” and “Accounting for Uncertain Tax Positions” for Endurance Reinsurance, Endurance American, Endurance American Specialty, Endurance Risk
Solutions, ARMtech and Endurance U.K., which are our operating subsidiaries in income tax paying jurisdictions. Our deferred tax assets and liabilities
primarily result from the net tax effect of temporary differences between the amounts recorded in our Audited Consolidated Financial Statements and the tax
basis of our assets and liabilities. We determine deferred tax assets and liabilities separately for each tax-paying component in each tax jurisdiction.

At each balance sheet date, management assesses the need to establish a valuation allowance that reduces deferred tax assets when it is more likely than
not that all, or some portion, of the deferred tax asset will not be realized. The valuation allowance is based on all available information from each tax-paying
component in each tax jurisdiction and available tax planning strategies. Estimates of future taxable income incorporate several assumptions that may differ
from actual experience. Differences in our assumptions and resulting estimates could be material and have an adverse impact on our financial results of
operations and liquidity. Any such differences are recorded in the period in which they become known. As of December 31, 2012, the Company had a net
deferred income tax asset of $43.5 million (2011—$33.4 million), which includes a valuation allowance of $85.8 million (2011—$31.4 million).

Reclassifications. Certain comparative information has been reclassified to conform to current year presentation. The Company identified immaterial
mis-classifications of certain tax and foreign exchange effects on the Company’s investment portfolio in the 2008 and 2009 financial statements. The
Company reclassified these tax and foreign exchange effects on the investment portfolio between accumulated other comprehensive income and retained
earnings within the Consolidated Balance Sheet for the year ended December 31, 2011. The reclassifications had no impact on earnings or total shareholders’
equity for the year ended December 31, 2011.

Recent Accounting Pronouncements . In July 2012, the Financial Accounting Standards Board (the “FASB”) issued ASU 2012-02 “Intangibles –
Goodwill and Other (Topic 350): Testing Indefinite-Lived Intangible Assets for Impairment” (“ASU 2012-02”). Under ASU 2012-02, an entity has the option
to first assess qualitative factors to determine whether the existence of events or circumstances leads to a determination that it is more likely than not that the
indefinite-lived intangible asset is impaired. If, after assessing the totality of events or circumstances, an entity determines it is not more likely than not that the
fair value of the indefinite-lived intangible asset is impaired, then the entity is not required to take further action. In addition, an entity has the option to bypass
the qualitative assessment for any indefinite-lived intangible asset in any period and proceed directly to performing a quantitative impairment test.

ASU 2012-02 was effective for annual and interim impairment tests performed for fiscal years beginning after September 15, 2012, with early adoption
permitted. The Company adopted this standard prospectively on October 1, 2012. This standard did not have a material impact on the Company’s
consolidated financial statements.

In February 2013, the FASB issued ASU 2013-02 “Comprehensive Income (Topic 220): Reporting of Amounts Reclassified Out of Accumulated Other
Comprehensive Income” (“ASU 2013-02”). ASU 2013-02 requires entities to report, in one location, information about reclassifications out of accumulated
other comprehensive income (“AOCI”). ASU 2013-02 also requires companies to report changes in AOCI balances. For significant items reclassified out of
AOCI into net income in their entirety in the same reporting period, reporting (either on the face of the statement where net income is presented or in the notes to
the financial statements) is required about the effect of the reclassifications on the respective line items in the statement where net income is presented. For items
that are not reclassified into net income in their entirety in the same reporting period, a cross reference to other disclosures currently required under US GAAP
is required in the notes. The above information must be presented in one place (parenthetically on the face of the financial statements by income statement line
item or in a note to the financial statements).
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ASU 2013-02 will be effective for fiscal years and interim periods beginning after December 15, 2012, with early adoption permitted.

Results of Operations
Years Ended December 31, 2012, 2011 and 2010

The following is a discussion and analysis of the Company’s consolidated results of operations for the years ended December 31, 2012, 2011 and 2010:
 

   2012   2011   2010  
   (U.S. dollars in thousands)  
Revenues     

Gross premiums written   $ 2,549,026  $ 2,467,114  $ 2,053,236 
Ceded premiums written    (519,531)   (487,293)   (289,492) 
Net premiums written    2,029,495   1,979,821   1,763,744 
Net premiums earned    2,013,900   1,931,393   1,741,113 
Net investment income    173,326   147,037   200,358 
Net realized and unrealized gains    72,139   31,671   22,488 
Net impairment losses recognized in earnings (losses)    (847)   (3,520)   (3,944) 
Other underwriting loss    (2,183)   (3,547)   (1,636) 

Total revenues    2,256,335   2,103,034   1,958,379 
Expenses     

Net losses and loss expenses    1,520,995   1,632,666   1,038,100 
Acquisition expenses    303,179   282,911   264,228 
General and administrative expenses    235,689   264,152   241,920 
Amortization of intangibles    10,347   11,213   10,460 
Net foreign exchange gains    (15,911)   (7,422)   (2,989) 
Interest expense    36,174   36,254   34,762 
Income tax expense (benefit)    3,346   (23,006)   7,160 

Total expenses    2,093,819   2,196,768   1,593,641 
Net income (loss)   $ 162,516  $ (93,734)  $ 364,738 
Ratios     

Net loss ratio    75.5%   84.6%   59.6% 
Acquisition expense ratio    15.1%   14.6%   15.2% 
General and administrative expense ratio    11.7%   13.7%   13.9% 
Combined ratio    102.3%   112.9%   88.7% 

 
6 5



Table of Contents

Premiums
Gross premiums written in 2012 were $2,549.0 million, an increase of $81.9 million, or 3.3%, compared to 2011 and an increase of $495.8 million,

or 24.1% compared to 2010. The following table provides the distribution of gross premiums written by the geographic location in which the risk originated for
the years ended December 31, 2012, 2011 and 2010:
 

   2012    2011    2010  
   (U.S. dollars in thousands)  
United States   $ 2,023,082   $ 2,001,117   $1,598,335 
Worldwide    291,545    259,707    239,912 
Europe    121,363    106,070    102,574 
Japan    36,392    37,610    40,608 
Canada    17,248    17,103    17,674 
Australasia    22,497    15,364    19,325 
Other    36,899    30,143    34,808 
Total gross premiums written   $2,549,026   $2,467,114   $ 2,053,236 

Net premiums written in 2012 were $2,029.5 million, an increase of $49.7 million, or 2.5%, compared to 2011 and an increase of $265.8 million, or
15.1% compared to 2010. The change in net premiums written for 2012 compared to 2011 and 2010 was driven primarily by the following factors:
 

 
•  Growth in the Reinsurance segment where property premiums were higher due to new premiums and growth in renewals, particularly from

the Company’s U.S., Zurich and Singapore offices;
 

 
•  Increased catastrophe premiums in the Reinsurance segment as a result of improved pricing during renewals together with reinstatement

premiums recorded in relation to the catastrophe loss events experienced in 2011 and 2012;
 

 
•  Premiums in the agriculture line of the Insurance segment were higher compared to 2010 as a result of higher commodity prices and growth

in policy count. Premiums declined modestly in 2012 compared to 2011 where the impact of lower commodity prices was partially offset
by a higher policy count;

 

 
•  A decline in premiums in the property line of the Insurance segment compared to 2011 as the Company curtailed the underwriting of

several insurance products in order to reallocate capital to more profitable lines of business; and
 

 •  Decreased professional lines premiums in the Insurance segment compared to 2010 due to the non-renewal of a large program relationship.

Ceded premiums written by the Company increased in 2012 as compared to 2011 principally in the agriculture line of the Insurance segment as the
Company increased the amount of reinsurance placed with the Federal Crop Insurance Corporation. In addition, the Company purchased additional protection
in the catastrophe line of the Reinsurance segment while ceded premiums declined in the property line of the Insurance segment in line with the reduction in
gross premiums. Ceded premiums were higher in 2012 than 2010 principally as a result of the growth in cessions in the agriculture line of the Insurance
segment in line with the increase in gross premiums.

Net premiums earned in 2012 increased compared to 2011 and 2010 principally due to growth in net premiums written experienced over the last two
years.
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Net Investment Income
The components of net investment income for the years ended December 31, 2012, 2011 and 2010 are as follows:

 
   2012   2011   2010  
   (U.S. dollars in thousands)  
Available for sale investments   $ 135,841  $160,580  $ 174,491 
Other Investments    49,059   (694)   40,281 
Cash and cash equivalents    1,616   924   490 

  $186,516  $ 160,810  $215,262 
Investment expenses    (13,190)   (13,773)   (14,904) 
Net investment income   $ 173,326  $ 147,037  $ 200,358 

The Company’s 2012 net investment income of $173.3 million represents an increase of 17.9% or $26.3 million as compared to 2011 and a decrease of
13.5% or $27.0 million as compared to 2010. Net investment income during 2012 included net mark to market gains of $49.1 million on Other Investments
as compared to mark to market losses of $0.7 million in 2011 and mark to market gains of $40.3 million in 2010. Investment income generated by the
Company’s available for sale investments decreased by $24.7 million in 2012 compared to 2011 and by $38.7 million compared to 2010 due to lower
reinvestment rates. The cash and cash equivalents and investment (including pending investment settlements) balances as of December 31, 2012 increased
4.1% from 2011 and 6.1% from 2010. The increase in cash and cash equivalents and investments during 2012 and 2011 resulted from increases in market
valuations of investments, positive net operating cash flows, and proceeds from the sale of investments. The decrease in investment expenses in 2012
compared to 2011 and 2010 was due to a change in the investment mix.

The annualized net earned yield, total return of the investment portfolio for the years ended December 31, 2012, 2011 and 2010 and market yield and
portfolio duration as of December 31, 2012, 2011 and 2010 were as follows:
 

   2012   2011   2010  
Annualized net earned yield    2.75%   2.41%   3.32% 
Total return on investment portfolio    4.70%   3.50%   5.54% 
Market yield    1.37%   1.93%   2.38% 
Portfolio duration    2.49 years    2.39 years    2.39 years  

 
 The actual net earned income from the investment portfolio after adjusting for expenses and accretion of discount and amortization of premium from the

purchase price divided by the average book value of assets.
 Includes realized and unrealized gains and losses.
 The internal rate of return of the investment portfolio based on the given market price or the single discount rate that equates a security price (inclusive of

accrued interest) for the portfolio with its projected cash flows. Excludes Other Investments and operating cash.
 Includes only cash and cash equivalents and fixed income investments held by the Company’s investment managers.

During 2012, the yield on the benchmark three year U.S. Treasury bond fluctuated within a 66 basis point range, with a high of 1.20% and a low of
0.54%. Trading activity in the Company’s portfolio in 2012 included reductions in short term investments, U.S. government and agencies securities,
government guaranteed corporate securities, and U.S. state and municipal securities, and increased allocations to residential mortgage-backed securities,
foreign government bonds, corporate securities, commercial mortgage-backed securities, asset-backed securities, equity securities and Other Investments. The
duration of the fixed maturity portfolio held at December 31, 2012 increased from 2.39 years at December 31, 2011 and 2010 to 2.49 years at December 31,
2012.
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Net Realized and Unrealized Gains
The Company’s investment portfolio is managed on a fair value basis to generate attractive economic returns and income. Movements in financial

markets and interest rates influence the timing and recognition of net realized investment gains and losses as the portfolio is adjusted and rebalanced. Proceeds
from sales of investments classified as available for sale for the year ended December 31, 2012 were $4,143.5 million compared to $3,034.9 million for the
year ended December 31, 2011 and $3,422.5 million for the year ended December 31, 2010. Net realized investment gains increased in the year ended
December 31, 2012 compared to 2011 and 2010 as the Company realized gains as a result of selling securities in order to reposition the portfolio to meet
revised benchmarks for performance measurement and to fund accounts with new external investment managers. Realized investment gains and losses and the
change in the fair value of derivative financial instruments for the years ended December 31, 2012, 2011 and 2010 were as follows:
 

   2012   2011   2010  
   (U.S. dollars in thousands)  
Gross realized gains on investment sales   $ 77,474  $ 50,884  $ 33,788 
Gross realized losses on investment sales    (6,164)   (18,500)   (11,300) 
Change in fair value of derivative financial instruments    829   (713)   —   
Net realized and unrealized gains   $72,139  $ 31,671  $ 22,488 

Net Impairment Losses Recognized in Earnings (Losses)
During 2012, 2011 and 2010, the Company identified available for sale securities that were considered to be other-than-temporarily impaired. Net

impairment losses recognized in earnings (losses) for the years ended December 31, 2012, 2011 and 2010 as a result of other-than-temporarily impaired
securities were as follows:
 

   2012   2011   2010  
   (U.S. dollars in thousands)  
Other-than-temporary impairment losses   $ (364)  $ (2,659)  $ (2,695) 
Portion of loss recognized in other comprehensive income    (483)   (861)   (1,249) 
Net impairment losses recognized in earnings (losses)    $(847)    $(3,520)    $(3,944)  

For the years ended December 31, 2012, 2011 and 2010, the Company recorded $0.8 million, $3.5 million and $3.9 million of OTTI losses in
earnings (losses), respectively. The other-than-temporary impairment losses recognized by the Company in 2012, 2011 and 2010 relating to specific credit
events occurred primarily due to reductions in expected recovery values on mortgage and asset backed securities during the period, along with certain credit
related downgrades in corporate securities.

Net Foreign Exchange Gains
During 2012, the Company remeasured its monetary assets and liabilities denominated in foreign currencies, which resulted in net foreign exchange

gains of $15.9 million compared to gains of $7.4 million for 2011 and gains of $3.0 million for 2010. The gains recorded in the current period resulted from a
decrease in the value of Japanese Yen net liabilities as the U.S. dollar strengthened against the Yen over the period. In addition, foreign exchange gains were
recognized in income as revaluations on investments recorded in other comprehensive income were realized. The net foreign exchange gains recorded in 2011
resulted from net gains realized as the U.S. dollar fluctuated over the year. The net foreign exchange gains recorded in 2010 resulted from the weakening of the
U.S. dollar compared to other currencies over that period.

Net Losses and Loss Expenses
The Company’s reported net losses and loss expenses are significantly impacted by the occurrence or absence of catastrophic events and

subsequent loss emergence related to such events.

The following table details the impact of the catastrophe related activity for the years ended December 31, 2012, 2011 and 2010.
 

2012    2011    2010  

Event   
Net
Loss    Event   

Net
Loss    Event   

Net
Loss  

    (U.S. dollars in millions)      
Superstorm Sandy   $158.2   Hurricane Irene   $ 22.8   Chilean earthquake   $51.8 
Windstorms in the U.S.    38.8   Thailand floods    76.5   New Zealand earthquake    18.0 
Earthquake in Italy    9.4   Danish floods    32.0   Windstorm Xynthia    11.3 

    Brushfires in Texas    6.0     
    Tohuko, Japan earthquake and tsunami    114.3     
    Christchurch, New Zealand earthquake    70.8     
    Queensland, Australia floods    18.9     
    Midwest U.S. tornadoes    71.6     
    Multiple storms in the Midwest    53.8     

  $ 206.4     $466.7     $ 81.1 
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For 2012, catastrophe related losses added 10.6 percentage points to the Company’s net loss ratio after adjustment for reinstatement premiums and other
loss sensitive accruals compared to 24.8 percentage points in 2011 and 4.8 percentage points in 2010. Additionally, the Company recorded higher reserves for
attritional losses in the Insurance segment’s agriculture line in the year ended December 31, 2012 compared to 2011 and 2010 due to extreme drought
conditions experienced in the U.S. Midwest in the second half of 2012.

During 2012, 2011 and 2010, the Company’s previously estimated ultimate losses for prior accident years were reduced by $120.2 million, $180.0
million and $126.8 million, respectively, as the loss emergence related to prior accident years was lower than expected. The overall net reduction in the
Company’s estimated losses for prior accident years experienced in 2012 emerged across all lines of the Company’s Insurance segment and the catastrophe,
casualty and other specialty lines of the Reinsurance segment.

The Company participates in lines of business where claims may not be reported for many years. Accordingly, management does not believe that
reported claims are the only valid means for estimating ultimate obligations. Ultimate losses and loss expenses may differ materially from the amounts
recorded in the Company’s consolidated financial statements. These estimates are reviewed regularly and, as experience develops and new information becomes
known, the reserves are adjusted as necessary. As a result of the incorporation of the Company’s own loss reporting patterns and loss history related to its
short tail business, including catastrophe reinsurance and property insurance and reinsurance business lines, the Company would expect its prior year loss
reserve development and adjustments for short tail business to be less than recorded in prior years. Reserve adjustments, if any, are recorded in earnings in the
period in which they are determined. The overall loss reserves were established by the Company’s actuaries and reflect management’s best estimate of ultimate
losses. See “Reserve for Losses and Loss Expenses” below for further discussion.

Acquisition Expenses
The Company’s acquisition expense ratio increased in 2012 as compared to 2011 and was consistent with 2010. The change in acquisition expense ratio

compared to 2011 resulted from the Reinsurance segment, which generally incurs a higher acquisition expense rate, accounting for a higher proportion of net
premiums earned in 2012. In 2010 the Reinsurance segment accounted for a similar proportion of total net premiums earned as the current year resulting in a
similar acquisition expense ratio.

General and Administrative Expenses
The Company’s general and administrative expense ratio for 2012 was lower than that of 2011 and 2010 as a result of increased earned premiums in the

current year, lower compensation costs and an increase in third party commissions and expense reimbursement offsets in the agriculture line of the Insurance
segment. Personnel costs were down particularly as a result of lower annual incentive expense. At December 31, 2012, the Company had a total of 881
employees as compared to 844 employees at December 31, 2011 and 820 employees at December 31, 2010.

Income Tax Expense (Benefit)
The Company incurred a tax expense for the year ended December 31, 2012 of $3.3 million compared to a tax benefit of $23.0 million and expense of

$7.2 million for the years ended December 31, 2011 and 2010. The Company incurred a tax expense in 2012 compared to a benefit in 2011 due to a decrease
in net losses experienced in its United States taxable jurisdictions. The tax expense recorded in 2010 was higher than the current year as a result of higher net
income in the Company’s United States taxable jurisdictions in that year.
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Net Income (Loss)
The Company produced net income of $162.5 million in 2012 compared to a net loss of $93.7 million in 2011 and net income of $364.7 million in

2010. The increase in net income compared to 2011 was primarily due to the decrease in catastrophe losses, improved investment returns and growth in net
premiums earned, partially offset by agriculture insurance losses from the Midwestern drought. Net income was lower in 2012 than in 2010 due to the lower
incidence of catastrophe and agriculture insurance losses in 2010.

Underwriting Results by Business Segment
The determination of the Company’s business segments is based on the manner in which management monitors the performance of the Company’s

underwriting operations. As a result, we report two business segments – Insurance and Reinsurance.

One of the key measures used by management in assessing the Company’s underwriting performance is the combined ratio, which is obtained by
dividing the sum of the losses and loss expenses, acquisition expenses and general and administrative expenses by net premiums earned. The Company’s
historic combined ratios may not be indicative of future underwriting performance. When purchased within a single line of business, ceded reinsurance and
recoveries are accounted for within that line of business. When purchased across multiple lines of business, ceded reinsurance and recoveries are allocated to
the lines of business in proportion to the related risks assumed. The Company does not manage its assets by business segment; accordingly, investment
income and total assets are not allocated to the individual business segments. General and administrative expenses incurred by business segments are allocated
directly. Remaining general and administrative expenses not directly incurred by the segments are allocated primarily based on estimated consumption,
headcount and other variables deemed relevant to the allocation of such expenses. Ceded reinsurance and recoveries are recorded within the segment to which
they apply.

Insurance
The following table summarizes the underwriting results and associated ratios for the Company’s Insurance segment for the years ended December 31,

2012, 2011 and 2010:
 

   2012   2011   2010  
   (U.S. dollars in thousands)  
Revenues     

Gross premiums written   $ 1,429,930  $1,469,798  $1,112,192 
Ceded premiums written    (487,573)   (464,308)   (282,328) 
Net premiums written    942,357   1,005,490   829,864 
Net premiums earned    955,089   981,592   821,828 
Other underwriting (loss) income    (2,684)   (3,368)   475 

   952,405   978,224   822,303 
Expenses     

Net losses and loss expenses    855,941   765,119   558,040 
Acquisition expenses    75,597   71,295   63,556 
General and administrative expenses    125,108   146,115   123,335 

   1,056,646   982,529   744,931 
Underwriting (loss) income   $ (104,241)  $ (4,305)  $ 77,372 
Ratios     

Net loss ratio    89.6%   77.9%   67.9% 
Acquisition expense ratio    7.9%   7.3%   7.7% 
General and administrative expense ratio    13.1%   14.9%   15.0% 
Combined ratio    110.6%   100.1%   90.6% 
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Premiums.  Net premiums written in the Insurance segment decreased in 2012 by 6.3% compared to 2011 and increased 13.6% compared to 2010,
respectively. Gross and net premiums written for each line of business in the Insurance segment for the years ended December 31, 2012, 2011 and 2010 were
as follows:
 
   2012    2011    2010  

   

Gross
Premiums

Written    

Net
Premiums

Written    

Gross
Premiums

Written    

Net
Premiums

Written    

Gross
Premiums

Written    

Net
Premiums

Written  
   (U.S. dollars in thousands)  
Agriculture   $ 903,730   $553,762   $ 901,746   $ 586,659   $ 567,461   $ 404,767 
Casualty and other specialty    296,325    216,780    289,421    215,939    252,475    188,081 
Professional lines    169,815    137,885    169,319    137,962    170,146    148,717 
Property    60,060    33,930    109,312    64,930    122,110    88,299 
Total   $1,429,930   $ 942,357   $1,469,798   $1,005,490   $1,112,192   $829,864 

The change in the Insurance business segment net premiums written in 2012 compared to 2011 and 2010 was driven by the following factors:
 

 
•  Premiums in the agriculture line were higher compared to 2010 as a result of comparatively higher commodity prices and growth in policy count.

Premiums declined modestly in 2012 compared to 2011 due to lower commodity prices, partially offset by a higher policy count;
 

 
•  A decline in premiums in the property line of the Insurance segment over the current period as the Company curtailed the underwriting of several

insurance products in order to reallocate capital to more profitable lines of business;
 

 •  Decreased professional lines premiums in the Insurance segment compared to 2010 due to the non-renewal of a large program relationship; and
 

 
•  An increase in the casualty and other line compared to 2010 primarily driven by growth in our contract binding authority business launched at the

end of 2010.

Ceded premiums written by the Company in the Insurance segment increased in 2012 compared to 2011 and 2010 principally in the agriculture line as
the Company increased the amount of reinsurance placed with the Federal Crop Insurance Corporation. Ceded premiums also increased across the current
period in the casualty and other and professional lines in tandem with growth in gross premiums. The increases were partially offset by declines in the
property line associated with the reduction in gross premiums in 2012.

Net premiums earned by the Company in the Insurance segment decreased in 2012 compared to 2011 and increased compared to 2010. The decrease
against the prior year was primarily due to the decrease in net premiums written in the agriculture and property lines in the current year. The increase in 2012
over 2010 was primarily due to growth in net premiums written in the agriculture line compared to 2010.

Net Losses and Loss Expenses.  The increase in the net loss ratio in the Company’s Insurance segment for the year ended December 31, 2012
compared to 2011 and 2010 was primarily driven by increased crop related losses experienced in the agriculture line resulting from the extreme drought
conditions in the Midwest United States. In addition, losses incurred in the property line were higher in 2012 compared to the prior years as a result of
catastrophe losses incurred from Superstorm Sandy in the fourth quarter.

The net loss ratio reflected lower favorable prior year loss reserve development recorded for 2012 as compared to 2011 and similar favorable prior year
loss reserve development compared to 2010. Prior year loss reserves were reduced in 2012 by $46.2 million as compared to reductions of $70.8 million and
$46.9 million for the years ended December 31, 2011 and 2010. All lines of business in the Company’s Insurance segment experienced net reductions in the
Company’s estimated losses for prior accident years in 2012 as claims have not materialized as originally estimated by the Company.

Acquisition Expenses.  The Company’s acquisition expense ratio in the Insurance segment for the year ended December 31, 2012 was comparable to
2011 and 2010.

General and Administrative Expenses .  The Company’s general and administrative expense ratio in the Insurance segment for 2012 decreased
compared to both 2011 and 2010. This was due to a decrease in annual incentive expense. In addition, the Company experienced higher third party
commissions and expense reimbursement offsets during 2012.
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Reinsurance
The following table summarizes the underwriting results and associated ratios for the Company’s Reinsurance segment for the years ended

December 31, 2012, 2011 and 2010:
 

   2012   2011   2010  
   (U.S. dollars in thousands)  
Revenues     

Gross premiums written   $1,119,096  $ 997,316  $ 941,044 
Ceded premiums written    (31,958)   (22,985)   (7,164) 
Net premiums written    1,087,138   974,331   933,880 
Net premiums earned    1,058,811   949,801   919,285 
Other underwriting income (loss)    501   (179)   (2,111) 

   1,059,312   949,622   917,174 
Expenses     

Net losses and loss expenses    665,054   867,547   480,060 
Acquisition expenses    227,582   211,616   200,672 
General and administrative expenses    110,581   118,037   118,585 

   1,003,217   1,197,200   799,317 
Underwriting income (loss)   $ 56,095  $ (247,578)  $ 117,857 
Ratios     

Net loss ratio    62.8%   91.3%   52.2% 
Acquisition expense ratio    21.5%   22.3%   21.8% 
General and administrative expense ratio    10.4%   12.4%   12.9% 
Combined ratio    94.7%   126.0%   86.9% 

Premiums. Net premiums written in the Reinsurance segment increased in 2012 by 11.6% over 2011 and 16.4% over 2010, respectively. Gross and net
premiums written for each line of business in the Reinsurance segment for the years ended December 31, 2012, 2011 and 2010 were as follows:
 
   2012    2011    2010  

   

Gross
Premiums

Written    

Net
Premiums

Written    

Gross
Premiums

Written    

Net
Premiums

Written    

Gross
Premiums

Written    

Net
Premiums

Written  
   (U.S. dollars in thousands)  
Catastrophe   $ 378,387   $ 351,140   $ 346,021   $ 329,081   $309,886   $305,617 
Property    349,579    349,586    266,562    266,562    224,544    224,544 
Casualty    283,313    282,073    277,495    276,697    294,030    293,222 
Other specialty    107,817    104,339    107,238    101,991    112,584    110,497 
Total   $1,119,096   $1,087,138   $ 997,316   $ 974,331   $ 941,044   $ 933,880 

The change in the Reinsurance business segment net premiums written during 2012 compared to 2011 and 2010 was driven by the following factors:
 

 
•  Growth in the property line as a result of new premiums and growth in renewal premiums written by the Company’s U.S., Zurich and Singapore

offices; and
 

 
•  Increased catastrophe premiums as a result of improved pricing together with reinstatement premiums recorded in relation to the catastrophe loss

events experienced in 2011 and 2012.

Ceded premiums written by the Company in the Reinsurance segment amounted to $32.0 million in 2012 as compared to $23.0 million and $7.2
million in 2011 and 2010, respectively. The increase in ceded premiums in 2012 compared to 2011 and 2010 resulted from the Company entering into a new
worldwide property catastrophe quota share retrocession contract in 2011 and increasing that protection in 2012.
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Net premiums earned increased in 2012 compared to 2011 and 2010 primarily due to the growth in gross premiums written.

Net losses and Loss Expenses.  The net loss ratio in the Company’s Reinsurance segment for 2012 decreased compared to 2011 and increased over
2010 primarily as a result of varying levels of catastrophe losses incurred across the three years.

The following table details the impact of the catastrophe related activity for the Reinsurance segment for the years ended December 31, 2012, 2011 and
2010.
 

2012    2011    2010  

Event   
Net
Loss    Event   

Net
Loss    Event   

Net
Loss  

(U.S. dollars in millions)  
Superstorm Sandy   $123.2   Hurricane Irene   $ 13.2   Chilean earthquake   $51.8 
Windstorms in the U.S.    38.8   Thailand floods    76.5   New Zealand earthquake    18.0 
Earthquake in Italy    9.4   Danish floods    32.0   Windstorm Xynthia    11.3 

    Brushfires in Texas    6.0     
    Tohuko, Japan earthquake and tsunami    114.3     
    Christchurch, New Zealand earthquake    70.8     
    Queensland, Australia floods    18.9     
    Midwest U.S. tornadoes    71.6     
    Multiple storms in the Midwest    53.8     

  $171.4     $457.1     $ 81.1 

For 2012, catastrophe related losses added 17.3 percentage points to the Reinsurance segment’s net loss ratio after adjustment for reinstatement premiums
and other loss sensitive accruals compared to 49.9 percentage points in 2011.

The Company experienced lower favorable loss reserve development in its Reinsurance segment in 2012 compared to 2011 and 2010. The 2012
favorable loss reserve development emerged from the segment’s catastrophe, casualty and other specialty lines of business. During 2012, 2011 and 2010, the
Company’s previously estimated ultimate losses for the Reinsurance segment for prior accident years were reduced by $74.0 million, $109.2 million and
$79.9 million, respectively. Favorable prior year loss reserve development resulted as claims have not materialized as originally estimated by the Company.

Acquisition Expenses.  The Company’s acquisition expense ratio in the Reinsurance segment for the year ended December 31, 2012 was comparable to
2011 and 2010.

General and Administrative Expenses .  The general and administrative expense ratio experienced by the Reinsurance segment in 2012, as compared to
2011 and 2010 reduced due to modest growth in net premiums earned and lower annual incentive compensation expense.
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Investment Portfolio

The Company’s investment portfolio (including cash and cash equivalents) was valued at $6.6 billion as of December 31, 2012. The Company’s
investment portfolio is comprised of cash, cash equivalents, fixed maturity investments, short-term investments, equity securities and Other Investments,
comprised of alternative funds and specialty funds. Alternative funds include investments in hedge funds and private investment funds that generally invest
in senior secured bank debt, high yield debt securities, distressed debt, distressed real estate, derivatives and equity long/short strategies. Specialty funds
currently include high yield loan and convertible debt funds.

The following tables set forth the types of securities, amortized costs, fair values and related gross unrealized gains and losses of our fixed maturity,
short term and equity investment portfolios as of December 31, 2012 and 2011:
 

       Gross    Gross     
   Amortized    Unrealized    Unrealized     
December 31, 2012   Cost    Gains    Losses   Fair Value  
   (U.S. dollars in thousands)  
U.S. government and agencies securities   $ 718,992   $ 18,596   $ (53)  $ 737,535 
U.S. state and municipal securities    37,952    1,119    (177)   38,894 
Foreign government securities    106,218    3,264    (145)   109,337 
Government guaranteed corporate securities    62,782    1,682    —     64,464 
Corporate securities    1,334,451    40,555    (1,335)   1,373,671 
Residential mortgage-backed securities    1,252,468    30,426    (2,315)   1,280,579 
Commercial mortgage-backed securities    759,930    42,187    (1,536)   800,581 
Asset-backed securities    455,803    7,985    (699)   463,089 
Total fixed maturity investments   $4,728,596   $145,814   $(6,260)  $ 4,868,150 
Short term investments    42,224    6    —     42,230 
Total fixed income investments   $ 4,770,820   $145,820   $(6,260)  $ 4,910,380 
Equity securities   $ 76,997   $ 10,621   $ (621)  $ 86,997 

 
Balances include amounts related to collateralized debt obligations held with total fair values of $27.7 million.

 
       Gross    Gross     
   Amortized    Unrealized    Unrealized     
December 31, 2011   Cost    Gains    Losses   Fair Value  
   (U.S. dollars in thousands)  
U.S. government and agencies securities   $1,218,069   $ 51,140   $ (86)  $ 1,269,123 
U.S. state and municipal securities    52,274    1,262    (19)   53,517 
Foreign government securities    73,361    1,820    (184)   74,997 
Government guaranteed corporate securities    349,447    2,531    (153)   351,825 
Corporate securities    1,118,481    31,526    (10,108)   1,139,899 
Residential mortgage-backed securities    1,053,078    33,250    (6,647)   1,079,681 
Commercial mortgage-backed securities    520,067    30,293    (3,070)   547,290 
Asset-backed securities    316,212    2,336    (2,914)   315,634 
Total fixed maturity investments   $ 4,700,989   $154,158   $ (23,181)  $ 4,831,966 
Short term investments    67,803    4    (5)   67,802 
Total fixed income investments   $4,768,792   $154,162   $(23,186)  $4,899,768 
Equity securities   $ 56,381   $ 4,162   $ (776)  $ 59,767 

 
Balances include amounts related to collateralized debt obligations held with total fair values of $17.2 million.
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Fixed Maturity Investments

U.S. Government and Agencies Securities.  U.S. government and agencies securities are comprised of bonds issued by the U.S. Treasury, the Federal
Home Loan Bank, Freddie Mac and Fannie Mae.

U.S. State and Municipal Securities. U.S. State and Municipal Securities are debt securities issued by a state, municipality, or county, in order to
finance its capital expenditures. Most municipal bonds are exempt from federal taxes and from most state and local taxes.

Foreign Government Securities . Non U.S. government securities represent the fixed maturity obligations of non-U.S. governmental entities, including
securities issued by governments of countries other than the United States.

Government Guaranteed Corporate Securities.  Corporate issued securities backed by the full faith and credit of the sponsor country.

Corporate Securities. Corporate securities are comprised of bonds issued by corporations, primarily rated A-/A3 or higher and are diversified across a
wide range of issuers and industries. Corporate securities also include high yield securities comprised of bonds issued by corporations rated below BBB-. The
principal risk of corporate securities is the potential loss of income and potential realized and unrealized principal losses due to insolvencies or deteriorating
credit. The largest corporate security in our portfolio represented less than 0.86% of the fixed income investments at December 31, 2012. We had minimal
realized credit related losses during 2012.

Residential Mortgage-Backed Securities.  The majority of the residential mortgage-backed securities in our investment portfolio are issued by Freddie Mac
and Fannie Mae. The principal risks inherent in holding agency mortgage-backed securities are prepayment and extension risks, which will affect the timing
of when principal cash flows will be received. Non-agency mortgage-backed securities also have credit risk should losses on the underlying collateral exceed
the credit protection provided by subordinated tranches.

Commercial Mortgage-Backed Securities.  Our commercial mortgage-backed securities (“CMBS”) portfolio is diversified both geographically and by the
types of underlying properties. Our portfolio is primarily backed by office and retail and other commercial properties. We have limited exposure to lodging and
industrial properties. The majority of commercial mortgage-backed securities in our portfolio are non-agency and in the super senior tranche with average credit
support in excess of approximately 30.4%. The principal risks inherent in holding agency commercial mortgage-backed securities are prepayment and
extension risks, which will affect the timing of when cash flows will be received. Non-agency CMBS also have credit risk should losses on the underlying
collateral exceed the credit protection provided.

Asset-Backed Securities.  Asset-backed securities are diversified both by type of collateral and issuer. The majority of our asset-backed securities are
AAA-rated bonds backed by pools of automobile loan receivables, credit card receivables, student loans and other collateral originated by a variety of financial
institutions. The principal risks in holding asset-backed securities are structural and credit risks. Structural risks include the security’s priority in the
issuer’s capital structure, the adequacy of and ability to realize proceeds from the collateral and the potential for prepayments. Credit risks include
performance of the underlying consumer or corporate loans, which act as collateral to these securities.

Short-term Investments
Short-term investments are investments which mature within no more than one year or no less than 90 days at the time of purchase. The Company’s

short-term investments generally consist of U.S. government and agencies securities.

Equity Securities
Equity securities in the Company’s investment portfolio consist of publicly traded common and preferred stocks. Of the Company’s equity securities,

30.2% represent investments in an exchange traded fund that seeks to track the performance of a benchmark index of common stocks of companies that have
a record of increasing dividends over time. A portion of our equity securities are comprised of shares of institutional mutual funds which are invested in
emerging market debt, convertible bonds and other targeted strategies.
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Investment Ratings

The investment ratings (provided by major rating agencies) for the fixed income investments held as of December 31, 2012 and 2011 and the percentage
of our fixed income investments they represented at such date were as follows:
 

   December 31, 2012   December 31, 2011  
Ratings   Fair Value    Percentage   Fair Value    Percentage  
   (U.S. dollars in thousands)  
U.S. government and agencies securities   $ 737,535    15.0%  $ 1,269,123    25.9% 
AAA / Aaa    993,277    20.2%   941,500    19.2% 
AA / Aa    1,821,250    37.1%   1,665,593    34.0% 
A / A    993,307    20.2%   776,251    15.8% 
BBB    219,017    4.5%   130,864    2.7% 
Below BBB    143,198    2.9%   114,716    2.3% 
Not rated    2,796    0.1%   1,721    0.1% 
Total   $ 4,910,380    100.0%  $ 4,899,768    100.0% 

 
(1) The credit rating for each asset reflected above was determined based on the rating assigned to the individual security by Standard & Poor’s. If a rating

is not supplied by Standard & Poor’s, the equivalent rating supplied by either Moody’s Investor Service or Fitch Ratings is used.
(2) Includes agency mortgage-backed securities of $1,223.5 million and $993.8 million at December 31, 2012 and 2011, respectively.

During 2012, the Company adjusted the composition of the investment portfolio as it sought to optimize risk adjusted return potential. As a result, the
Company reduced its investment holdings in U.S. government and agencies securities, government guaranteed corporates, and U.S. state and municipal
securities and increased its holdings in corporates and residential and commercial mortgage-backed securities.

The contractual maturity distribution for our fixed maturity portfolio held as of December 31, 2012 and 2011 was as follows:
 

   December 31, 2012    December 31, 2011  
   Amortized        Amortized      
   Cost    Fair Value    Cost    Fair Value  
   (U.S. dollars in thousands)  
Due within one year   $ 136,283   $ 137,567   $ 517,156   $ 520,755 
Due after one year through five years    1,725,927    1,765,662    1,732,335    1,773,553 
Due after five years through ten years    410,755    429,099    584,107    612,052 
Due after ten years    29,654    33,803    45,837    50,803 
Residential mortgage-backed securities    1,252,468    1,280,579    1,053,078    1,079,681 
Commercial mortgage-backed securities    759,930    800,581    520,067    547,290 
Asset-backed securities    455,803    463,089    316,212    315,634 
Total   $ 4,770,820   $ 4,910,380   $ 4,768,792   $ 4,899,768 

Other Investments
The Company’s investments in (i) hedge funds and private investment funds that generally invest in senior secured bank debt, high yield debt

securities, distressed debt, distressed real estate, derivatives and equity long/short strategies (“alternative funds”) and (ii) high yield loan and convertible debt
funds (“specialty funds”) are recorded on the Company’s balance sheet as “Other Investments.” As of December 31, 2012, our Board of Directors had
approved investments in alternative funds at the time of commitment of capital of up to the lesser of (x) 20% of total shareholders’ equity, or (y) $600 million.
This restriction does not apply to investments in specialty funds which are typically long only structures. As of December 31, 2012, the Company had
invested, net of capital returned, a total of $275.0 million in alternative funds. As of December 31, 2012, the market value of alternative funds represented
$372.4 million or approximately 72.0% of Other Investments, and specialty funds represented $145.1 million or approximately 28.0% of Other Investments.
As of December 31, 2012, our $517.5 million of Other Investments represented 7.9% of the Company’s investment portfolio.
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Other Investments are accounted for under the equity method of accounting. Adjustments to the carrying value of these investments are made based upon
the net valuation criteria established by the managers of the Other Investments, which in turn are established based upon the valuation criteria in the governing
documents of the Other Investments. Such valuations may differ significantly from the values that would have been used had liquid markets existed for the
shares or partnership interests of the Other Investments. Due to a delay in the valuations reported by certain of the fund managers, valuations of certain
alternative funds and specialty funds are estimated based on the most recently available information, including period end valuation statements, period end
estimates, or, in some cases, prior month or quarter valuation statements. Many of the Other Investments are subject to restrictions on redemptions and sale
that limit our ability to liquidate these investments in the short-term. Interest income, income distributions and realized and unrealized gains and losses on our
investments in the Other Investments are included in net investment income and totaled $49.1 million of gains, $0.7 million of losses and $40.3 million of
gains for the years ended 2012, 2011 and 2010, respectively.

Investment Portfolio Management
We have engaged outside investment managers to provide us with investment advisory and management services. Investment management fees, which

vary depending on the amount of assets under management and the type of assignment, are offset against net investment income. Agreements with our
investment managers may be terminated by either party upon written notice.

Our investment returns for the years ended December 31, 2012, 2011 and 2010 were as follows:
 

Investment Returns   2012   2011   2010  
   (U.S. dollars in thousands)  
Net investment income (loss) from Other Investments   $ 49,059  $ (694)  $ 40,281 
Net investment income from available for sale investments and cash and cash

equivalents (net of investment expenses)    124,267   147,731   160,077 
Net investment income included in net income (loss)    173,326   147,037   200,358 
Net realized and unrealized gains included in net income (loss)    72,139   31,671   22,488 
Net impairment losses recognized in earnings (losses)    (847)   (3,520)   (3,944) 
Net increase in unrealized gain included in other comprehensive income    12,761   20,073   96,049 
Total net investment return   $257,379  $195,261  $314,951 

During 2012, 2011 and 2010, the Company identified available for sale securities that were considered to be other-than-temporarily impaired. In
identifying such securities, the Company initially considered whether it intended to sell or would be more likely than not required to sell the securities in an
unrealized loss position at the end of the applicable period. To the extent that the Company did not identify securities meeting these criteria, the Company then
performed various analyses and reviews to determine whether the investments in an unrealized loss position were other-than-temporarily impaired as a result of
credit factors or non-credit related factors. As such, the Company recorded total other than temporary impairments of $0.8 million (2011—$3.5 million; 2010
—$3.9 million) related to credit factors and recognized in earnings.

Securities Lending
The Company participated in a securities lending program until July of 2011. Under this program, fixed maturity investments were loaned by the

Company to third parties, primarily major brokerage firms and commercial banks. The borrowers of the Company’s securities provided the Company with
collateral, typically cash, which the Company separately maintained. The Company typically invested such cash collateral in overnight repurchase
agreements. All securities on loan were issued on a term or overnight basis and were subject to daily recall at the Company’s discretion. Upon termination of
the securities lending program in July of 2011, the Company recalled all securities on loan and refunded all collateral previously held as part of the program.

Sovereign Debt Exposure
The Company’s diversified portfolio of investments includes exposures to the debt of various European countries. The Company continuously monitors

its exposures through review of its portfolio and has established investment guidelines that restrict the amount of investment exposure to any one issuer or
country to depending on specific ratings of such issuer or country as stated by credit rating agencies. The Company has remained relatively consistent in its
aggregate direct exposure to the indebtedness and equity securities of those countries whose currency is the Euro or whose sovereign debt rating is below AAA
(except the U.S.), with $239.8 million of exposure at the beginning of 2012 and $247.1 million of exposure at the end of 2012.
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The following table shows the fair value of the Company’s investments exposed to all countries whose currency is the Euro or whose sovereign debt
rating is below AAA (except the U.S.) by any of the recognized rating agencies at December 31, 2012. The amortized cost basis of these investments was not
significantly different from their fair value at December 31, 2012. The Company determined the underlying exposure of the investment by reference to the risk
country or parent risk country as published by a third party pricing service. The Company does not have any direct exposure to sovereign debt issued by
Ireland, Greece or Portugal.
 
   Sovereign Exposure    Non-Sovereign Exposure      
       Government    Corporate securities              

Country   

Foreign
Government

Securities    

Guaranteed
Corporate
Securities    Financial    

Non-
Financial    

Structured
Securities    

Equity
Securities    

Gross
Exposure  

   (U.S. dollars in thousands)  
Austria   $ —      $ 517   $ —      $ —      $ —      $ —      $ 517 
Belgium    —       —       —       2,596    —       —       2,596 
Bermuda    —       —       —       215    —       —       215 
Brazil    6,028     —       998    4,613    —       —       11,639 
Cayman Islands    —       —       —       —       48,555    —       48,555 
Chile    2,061     —       —       —       —       —       2,061 
China    —       —       —       375    —       652    1,027 
Finland    —       —       196    —       —       —       196 
France    6,082    11,258    4,304    17,254    —       791    39,689 
Germany    1,789    13,810    400    9,218    1,684    —       26,901 
Hong Kong    —       —       —       4,854    —       1,091    5,945 
Ireland    —       —       279    —       —       —       279 
Israel    —       —       —       —       —       718    718 
Italy    —       —       —       2,850    —       364    3,214 
Japan    —       —       10,788    3,044    —       322    14,154 
Republic of Korea    5,675     —       269    —       —       —       5,944 
Luxembourg    —       —       —       1,953    211    —       2,164 
Mexico    —       —       748    4,582    —       —       5,330 
Netherlands    12,499    17,576    2,087    3,960    1,360    9,211    46,693 
Philippines    —       —       —       —       —       693    693 
Qatar    5,944    2,619     —       —       —       —       8,563 
Russia    5,317     —       —       2,060    —       —       7,377 
South Africa    —       —       —       353    —       —       353 
European Supranational    8,225     —       —       —       —       —       8,225 
Taiwan    —       —       —       —       —       673    673 
Thailand    —       —       —       —       —       1,030    1,030 
United Arab Emirates    2,336     —       —       —       —       —       2,336 
Total   $55,956   $ 45,780   $20,069   $57,927   $ 51,810   $15,545   $247,087 
 
(1) Structured securities includes residential non-agency mortgage-backed securities, commercial non-agency mortgage-backed securities, and asset-backed

securities.
(2) European Supranational securities are issued by entities formed by two or more central governments to promote economic development for the member

countries, such as the World Bank, the European Bank for Reconstruction and Development and the European Investment Bank.
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The following table shows the fair value as of December 31, 2012 based on the ratings of the securities held by country of risk in those countries whose
currency is the Euro or whose sovereign debt rating is below AAA (except the U.S.) by any of the recognized rating agencies at December 31, 2012:
 
Country   AAA    AA    A    BBB    Below BB    NR    Total  
   (U.S. dollars in thousands)  
Austria   $ —     $ 517   $ —     $ —     $ —     $ —     $ 517 
Belgium    —      —      2,596    —      —      —      2,596 
Bermuda    —      —      —      —      215    —      215 
Brazil    —      —      4,030    7,429    180    —      11,639 
Cayman Islands    22,506    26,049    —      —      —      —      48,555 
Chile    —      —      2,061    —      —      —      2,061 
China    —      —      —      —      375    652    1,027 
Finland    196    —      —      —      —      —      196 
France    —      28,779    9,717    402    —      791    39,689 
Germany    14,812    2,445    8,744    —      900    —      26,901 
Hong Kong    —      —      4,854    —      —      1,091    5,945 
Ireland    —      —      —      279    —      —      279 
Israel    —      —      —      —      —      718    718 
Italy    —      —      —      2,647    203    364    3,214 
Japan    —      3,044    10,788    —      —      322    14,154 
Republic of Korea    —      —      5,675    269    —      —      5,944 
Luxembourg    211    —      —      —      1,953    —      2,164 
Mexico    —      —      5,330    —      —      —      5,330 
Netherlands    33,281    2,221    10,762    —      429    —      46,693 
Philippines    —      —      —      —      —      693    693 
Qatar    —      3,987    4,576    —      —      —      8,563 
Russia    —      —      711    6 ,666    —      —      7,377 
South Africa    —      —      —      —      353    —      353 
European Supranational    8,225    —      —      —      —      —      8,225 
Taiwan    —      —      —      —      —      673    673 
Thailand    —      —      —      —      —      1,030    1,030 
United Arab Emirates    —      2,336    —      —      —      —      2,336 
Total   $ 79,231   $69,378   $69,844   $17,692   $ 4,608   $ 6,334   $247,087 

On February 22, 2013, Moody’s downgraded the sovereign ratings of the United Kingdom from “Aaa” to “Aa1”. The Company had sovereign and non-
sovereign securities of the United Kingdom with a total fair value of $182.0 million at December 31, 2012. If this downgrade had been in effect at
December 31, 2012, total fair value of securities in the above table with the following ratings would have increased by:
 

 •  “AAA” rating, $84.1 million;
 

 •  “AA” rating, $8.1 million;
 

 •  “A” rating, $85.9 million;
 

 •  “BBB” rating, $2.8 million; and
 

 •  “Below BBB” rating, $1.1 million.

In addition to the direct exposures above, the Company has indirect exposure to sovereign and non-sovereign investments held within certain alternative
funds in its Other Investments. The Company has one investment in the Other Investments category in a hedge fund with a primary focus on European
indebtedness, principally focused on the declining value of European sovereign indebtedness. The Company’s initial investment in the fund was $20.0 million
and its fair market value as of December 31, 2012 was in excess of that amount. The remainder of the Company’s investment within its Other Investments do
not have a primary investment focus on Europe or the sovereign indebtedness of lower rated nations outside of Europe. The Company has no unfunded
European exposures.
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Liquidity and Capital Resources
Endurance Holdings is a holding company that does not have any significant operations or assets other than its ownership of the shares of its direct and

indirect subsidiaries. Endurance Holdings relies primarily on dividends and other permitted distributions from its subsidiaries to pay its operating expenses,
interest on debt and dividends, if any, on its ordinary shares, its 7.75% Non-Cumulative Preferred Shares, Series A (“Series A Preferred Shares”) and its
7.5% Non-Cumulative Preferred Shares, Series B (“Series B Preferred Shares”). There are restrictions on the payment of dividends by the Company’s
operating subsidiaries to Endurance Holdings, which are described in more detail below.

Ability of Subsidiaries to Pay Dividends.  The ability of Endurance Bermuda to pay dividends is dependent on its ability to meet the requirements of
applicable Bermuda law and regulations. Under Bermuda law, Endurance Bermuda may not declare or pay a dividend if there are reasonable grounds for
believing that Endurance Bermuda is, or would after the payment be, unable to pay its liabilities as they become due, or the realizable value of Endurance
Bermuda’s assets would thereby be less than the aggregate of its liabilities and its issued share capital and share premium accounts. Further, Endurance
Bermuda, as a regulated insurance company in Bermuda, is subject to additional regulatory restrictions on the payment of dividends or distributions. As of
December 31, 2012, Endurance Bermuda could pay a dividend or return additional paid-in capital totaling approximately $623.1 million without prior
regulatory approval based upon the Bermuda insurance and corporate regulations. In 2011, Endurance Holdings loaned Endurance Bermuda $200.0 million,
which remains outstanding and is callable on demand.

Endurance U.S. Reinsurance, Endurance American, Endurance American Specialty and Endurance Risk Solutions are subject to regulation by the State
of Delaware Department of Insurance and American Agri-Business is subject to regulation by the Texas Department of Insurance. Dividends for each U.S.
operating subsidiary are limited to the greater of 10% of policyholders’ surplus or statutory net income, excluding realized capital gains. In addition, dividends
may only be declared or distributed out of earned surplus. At December 31, 2012, Endurance U.S. Reinsurance, Endurance American, Endurance Risk
Solutions, and Endurance American Specialty did not have earned surplus; therefore, these companies are precluded from declaring or distributing dividends
during 2013 without the prior approval of the applicable insurance regulator. At December 31, 2012, American Agri-Business (with notice to the Texas
Department of Insurance) could pay dividends of $4.3 million without prior regulatory approval from the applicable regulators. In addition, any dividends
paid by Endurance American, Endurance American Specialty and Endurance Risk Solutions would be subject to the dividend limitation of their respective
parent insurance companies.

Under the jurisdiction of the United Kingdom’s Financial Services Authority (“FSA”), Endurance U.K. must maintain a margin of solvency at all
times, which is determined based on the type and amount of insurance business written. The FSA regulatory requirements impose no explicit restrictions on
Endurance U.K.’s ability to pay a dividend, but Endurance U.K. would have to notify the FSA 28 days prior to any proposed dividend payment. Dividends
may only be distributed from profits available for distributions. At December 31, 2012, Endurance U.K. did not have retained profits available for
distributions.

Cash and Invested Assets. The Company’s aggregate invested assets as of December 31, 2012 totaled $6.6 billion compared to aggregate invested
assets of $6.3 billion as of December 31, 2011. The increase in invested assets since December 31, 2011 resulted from collections of premiums on insurance
policies and reinsurance contracts, investment income, and the change in market value of invested assets offset in part by losses and loss expenses paid,
acquisition expenses paid, reinsurance premiums paid, general and administrative expenses paid, interest and dividends paid, and the repurchase of the
Company’s ordinary shares.

As of December 31, 2012 and 2011, the Company had pledged cash and cash equivalents and fixed maturity investments of $224.4 million and
$171.4 million, respectively, in favor of certain ceding companies to collateralize obligations. As of December 31, 2012 and 2011, the Company had also
pledged $380.0 million and $517.2 million of its cash and fixed maturity investments to meet collateral obligations for $320.4 million and $447.3 million in
secured letters of credit outstanding under its credit facility, respectively. In addition, at December 31, 2012 and 2011, cash and fixed maturity investments
with fair values of $280.0 million and $370.4 million were on deposit with U.S. state regulators, respectively, and cash and fixed maturity investments with
fair values of nil and $7.6 million were on deposit with Canadian regulators, respectively.
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Cash Flows
 

   2012   2011   2010  
   (U.S. dollars in thousands)  
Net cash provided by operating activities   $ 272,834  $ 281,285  $ 407,174 
Net cash provided by investing activities    56,936   238,105   6,185 
Net cash used in financing activities    (97,576)   (234,102)   (331,862) 
Effect of exchange rate changes on cash and cash equivalents    911   (4,226)   (589) 
Net increase in cash and cash equivalents    233,105   281,062   80,908 
Cash and cash equivalents, beginning of year    890,914   609,852   528,944 
Cash and cash equivalents, end of year   $1,124,019  $ 890,914  $609,852 

Our cash and cash equivalents increased $233.1 million to $1,124.0 million at December 31, 2012, compared to $890.9 million at December 31, 2011,
and $609.9 million at December 31, 2010.

Cash flows provided by operating activities. Cash flows provided by operating activities for the year ended December 31, 2012 were $272.8 million
compared to $281.3 million for the year ended December 31, 2011 and $407.2 million for the year ended December 31, 2010. The decrease in cash flows
provided by operating activities in 2012 compared to 2010 was primarily due to higher claim payments which was partially offset by increased premium
collections.

Cash flows provided by investing activities.  During the twelve months ended December 31, 2012, cash flows provided by investing activities were
$56.9 million, compared to $238.1 million for 2011 and $6.2 million in 2010. The Company actively manages its investment portfolio on a fair value basis
to generate attractive economic returns and income. Movements in financial markets and interest rates influence the timing of investment sales and purchases.
The cash flows provided by investing activities in 2012 were lower than in 2011 due to a decrease in net proceeds from available for sale investments and an
absence of positive cash flows from securities lending collateral received, partially offset by a decrease in net purchases of Other Investments. Net cash flows
provided by investing activities were higher in 2012 compared to 2010 due to an increase in net proceeds from available for sale investments partially offset by
higher net purchases of Other Investments.

Cash flows used in financing activities.  The Company’s cash flows used in financing activities for the twelve months ended December 31, 2012 were
$97.6 million, compared to $234.1 million and $331.9 million in 2011 and 2010, respectively. The 2012 cash flows used in financing activities decreased
compared to 2011 and 2010 principally due to the decrease in ordinary share repurchase activity.

During 2012, the Company repurchased $1.0 million of its 6.15% Senior Notes due October 15, 2015 (2011: $0.5 million; 2010: nil). On
January 28, 2011, the Company repurchased 7,143,056 ordinary shares and options to purchase 10,000 ordinary shares from two affiliated funds of Perry
Corp., a founding shareholder of Endurance. The aggregate repurchase price for the shares and the options was $321.5 million. The ordinary shares acquired
by the Company represented approximately 15% of its ordinary shares outstanding at December 31, 2010. Endurance Holdings funded the repurchase of these
shares primarily from calling an outstanding loan between Endurance Holdings and Endurance Bermuda. Endurance Bermuda funded the settlement of the
loan from its existing cash and investments. The repurchase did not impact the disclosed dividend payment capacity of Endurance Bermuda as of
December 31, 2012.

Credit Facility. On April 19, 2012 the Company and certain designated subsidiaries of the Company entered into a $700.0 million four-year revolving
credit facility with JPMorgan Chase Bank, N.A. (“JPMorgan”) as administrative agent (“Credit Facility”). Upon entering into the Credit Facility, the
Company terminated its existing $1,175.0 million amended and restated credit agreement dated May 8, 2007 with JPMorgan as administrative agent. As of
December 31, 2012, there were no borrowings under the Credit Facility and letters of credit outstanding under the Credit Facility were $320.4 million.

The Credit Facility consists of two tranches: (i) a tranche 1 secured credit facility in an aggregate principal amount of $560.0 million (the “Tranche 1
Facility”), which is secured on a several basis by the respective entity incurring such obligation by cash and securities deposited into collateral accounts from
time to time with Deutsche Bank Trust Company Americas and (ii) a tranche 2 unsecured facility in an aggregate principal amount of $140.0 million (the
“Tranche 2 Facility”). The proceeds of the Credit Facility may be used for general corporate purposes, to finance potential acquisitions and for the repurchase
of the Company’s outstanding publicly or privately issued securities. So long as the Company is not in default under the terms of the Credit Facility, the
Company may request that the size of the Credit Facility be increased by $350.0 million, provided that no participating lender is obligated to increase its
commitments under the Credit Facility.
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For letters of credit issued on a collateralized basis under the Tranche 1 Facility, the Company is required to pay a fee of 0.45% on the daily stated
amount of such letters of credit. For letters of credit issued on an uncollateralized basis under the Tranche 2 Facility, the Company is required to pay a fee
ranging from 1.125% to 1.750% over LIBOR on the daily stated amount of such letters of credit based upon the Company’s debt ratings as issued by
Moody’s or Standard & Poor’s. The interest rate for revolving loans under the Tranche 2 Facility is (a) the highest of (i) 0.5% in excess of the federal funds
effective rate, (ii) the prime rate as announced by JP Morgan and (iii) the Eurodollar rate applicable for an interest period of one month plus 1%, plus a margin
ranging from 0.125% to 0.750% depending upon the type of loan and the Company’s ratings as issued by Moody’s and Standard & Poor’s or (b) LIBOR
plus a margin ranging from 1.125% to 1.750%. In addition, the Credit Facility required the Company to pay to the lenders a commitment fee.

The Credit Facility requires the Company’s compliance with certain customary restrictive covenants. These include certain financial covenants, such as
maintaining a leverage ratio (no greater than 0.35:1.00 at any time) and a consolidated tangible net worth (no less than $1.8 billion at any time). In addition,
each of the Company’s regulated insurance subsidiaries that has a claims paying rating from A.M. Best must maintain a rating of at least B++ at all times.
The terms of the Credit Facility restrict the declaration or payment of dividends if the Company is already in default or the payment or declaration would
cause a default under the terms of the Credit Facility.

The Credit Facility also contains customary event of default provisions, including failure to pay principal or interest under the Credit Facility,
insolvency of the Company, a change in control of the Company, a breach of the Company’s representations or covenants in the Credit Facility or a default by
the Company under its other indebtedness. Upon the occurrence of an event of default under the Credit Facility, the lenders can terminate their commitments
under the Credit Facility, require repayment of any outstanding revolving loans, give notice of termination of any outstanding letters of credit in accordance
with their terms, require the delivery of cash collateral for outstanding letters of credit and foreclose on any security held by the lenders under the Credit
Facility.

Contractual Obligations.  At December 31, 2012, letters of credit totaling $320.4 million were outstanding, $198.5 million face value of 6.15% Senior
Notes due October 15, 2015 (the “6.15% Senior Notes”) were outstanding and $335.0 million face value of 7% Senior Notes due July 15, 2034 (the “7%
Senior Notes”) were outstanding.

The Company’s contractual obligations as of December 31, 2012 are summarized as follows:
 
   Payments due by period  

Contractual Obligations   Total    
Less than 1

year    1 – 3 years    3 – 5 years    
More than 5

years  
   (U.S. dollars in thousands)  
Reserve for losses and loss expenses   $4,240,876   $ 1,703,624   $ 1,216,373   $548,594   $ 772,285 
6.15% Senior Notes    198,500    —      198,500    —      —   
Interest on 6.15% Senior Notes    36,623    12,208    24,415    —      —   
7% Senior Notes    335,000    —      —      —      335,000 
Interest on 7% Senior Notes    515,900    23,450    46,900    46,900    398,650 
Investment commitments    29,483    29,483    —      —      —   
Operating lease obligations    117,932    16,332    27,509    20,353    53,738 
Total   $ 5,474,314   $1,785,097   $1,513,697   $615,847   $1,559,673 
 

 The Company entered into investment agreements to invest additional amounts in Other Investments.
 The Company leases office space and office equipment under various operating leases.

The Company expects to fund these estimated obligations noted in the table above through operating cash flows and existing cash and investments.
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The following table summarizes the components of our capital resources at December 31, 2012 and 2011:
 

   2012   2011  
   (U.S. dollars in thousands)  
Senior notes   $ 527,195  $ 528,001 
Preferred shares    430,000   430,000 
Common shareholders equity    2,280,597   2,181,165 
Total capital resources   $ 3,237,792  $ 3,139,166 
Ratio of debt to total capital resources    16.3%   16.8% 
Ratio of debt plus preferred shares to total capital resources    29.6%   30.5% 

 
(1) The Company also has credit facility capacity of $379.6 million and $727.7 million as at December 31, 2012 and 2011, respectively.

Credit Facility. As of December 31, 2012 and 2011, the Company had $320.4 million and $447.3 million, respectively, of letters of credit outstanding
under the Credit Facility and no revolving loans outstanding. The Company was in compliance with all covenants contained in the Credit Facility as of
December 31, 2012.

Senior Notes. On October 17, 2005, Endurance Holdings issued $200.0 million principal amount of 6.15% Senior Notes due October 15, 2015. The
6.15% Senior Notes were offered by the underwriters at a price of 99.639% of their principal amount, providing an effective yield to investors of 6.199%.
Endurance Holdings used net proceeds from the offering to repay a $143.5 million revolving loan then outstanding under the Company’s then existing credit
facility as well as to provide additional capital to its subsidiaries and for other general corporate purposes. During 2012 and 2011, the Company repurchased
$1.0 million and $0.5 million, respectively, of its 6.15% Senior Notes.

On July 15, 2004, the Company issued $250.0 million principal amount of 7% Senior Notes due July 15, 2034. On March 23, 2010, the Company
issued an additional $85.0 million principal amount of 7% Senior Notes. The additional 7% Senior Notes issued have terms identical to the previously issued
notes in the series, other than the date of issue, the initial purchase price to the public and the first interest payment date. The additional 7% Senior Notes trade
interchangeably with and vote together with, the previously issued 7% Senior Notes. The 7% Senior Notes were offered by the underwriters at a price of
99.108% (original issuance) and 94.976% (additional issuance) of their principal amount, providing an effective yield to investors of 7.072% (original
issuance) and 7.449% (additional issuance).

The 6.15% Senior Notes and the 7% Senior Notes (collectively, the “Senior Notes”) are senior unsecured obligations of Endurance Holdings and rank
equally with all of Endurance Holdings’ existing and future unsecured and unsubordinated debt. The Senior Notes are also effectively junior to claims of
creditors of Endurance Holdings’ subsidiaries, including policyholders, trade creditors, debt holders, and taxing authorities.

The indentures governing the Senior Notes contain customary covenants and events of default for senior unsecured indebtedness, including events of
default for non-payment of principal or interest, breaches of covenants, insolvency of the Company or a default by the Company under other outstanding
indebtedness.

At December 31, 2012, the carrying value of the Senior Notes stood at $527.2 million while the fair value as determined by quoted market valuation
was $592.7 million. The Company was in compliance with all covenants contained within the indentures governing the Senior Notes as of December 31,
2012.

Given that the Company’s Senior Notes and the 2012 Credit Facility contain cross default provisions, the risk exists that the holders of the Senior Notes
and the lenders under the Credit Facility may declare such debt due and payable, which could result in an acceleration of all debt due under both the Senior
Notes and the Credit Facility. If this were to occur, the Company may not have funds sufficient to repay any or all of such indebtedness.

Preferred Shares. On October 10, 2005, Endurance Holdings issued 8,000,000 shares of its 7.75% Non-Cumulative Preferred Shares, Series A (the
“Series A Preferred Shares”) and on June 1, 2011, Endurance Holdings issued 9,200,000 shares of its 7.5% Non-Cumulative Preferred Shares, Series B (the
“Series B Preferred Shares”). The Series A Preferred Shares and Series B Preferred Shares sold were registered under the Securities Act of 1933, as amended,
and are traded on the New York Stock Exchange. The Series A Preferred Shares and Series B Preferred Shares were both issued at a price to the public of
$25.00 per share. Endurance Holdings received net proceeds of $193.5 million from its offering of Series A Preferred Shares and $224.0 million from its
offering of Series B Preferred Shares, in each case after expenses and underwriting discounts. The proceeds from both offerings were used to provide
additional capital to Endurance Holdings’ subsidiaries and for other general corporate purposes.
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The Series A Preferred Shares and Series B Preferred Shares have no stated maturity date and are redeemable in whole or in part at the option of
Endurance Holdings any time after December 15, 2015 (in the case of the Series A Preferred Shares) and after June 1, 2016 (in the case of the Series B
Preferred Shares) in each case at a redemption price of $25.00 per share plus any declared and unpaid dividends, without accumulation of any undeclared
dividends. Endurance Holdings may redeem all but not less than all of the Series A Preferred Shares or Series B Preferred Shares before their respective
redemption dates at a redemption price of $26.00 per share, plus any declared and unpaid dividends, to the date of redemption, if Endurance Holdings is
required to submit a proposal to the holders of the Series A Preferred Shares or Series B Preferred Shares concerning an amalgamation, consolidation, merger,
similar corporate transaction or change in Bermuda law.

Dividends on the Series A Preferred Shares and Series B Preferred Shares, when, as and if declared by the Board of Directors of Endurance Holdings or
a duly authorized committee of the Board, accrue and are payable on the liquidation preference amount from the original issue date, quarterly in arrears on
each dividend payment date, at an annual rate of 7.75% in the case of the Series A Preferred Shares and an annual rate of 7.5% in the case of the Series B
Preferred Shares. Dividends on the Series A Preferred Shares and Series B Preferred Shares are not cumulative.

Upon any voluntary or involuntary liquidation, dissolution or winding-up of Endurance Holdings, holders of the Series A Preferred Shares, Series B
Preferred Shares and any parity shares are entitled to receive out of Endurance Holdings’ assets available for distribution to shareholders, before any
distribution is made to holders of Endurance Holdings’ common equity securities, a liquidating distribution in the amount of $25.00 per Series A Preferred
Share and per Series B Preferred Share, plus any declared and unpaid dividends, without accumulation of any undeclared dividends. Distributions will be
made pro rata as to the Series A Preferred Shares, Series B Preferred Shares and any parity shares and only to the extent of Endurance Holdings’ assets, if
any, that are available after satisfaction of all liabilities to creditors.

In conjunction with the issuance by the Company of the Series A Preferred Shares, the Company entered into a “Declaration of Covenant” for the benefit
of the holders of the 7% Senior Notes. The Covenant states that the Company will redeem its Series A Preferred Shares only if the total redemption price is less
than or equal to the proceeds Endurance Holdings or its subsidiaries have received during the six months prior to the date of such redemption from the sale of
certain qualifying securities that, among other things, are, with limited exceptions, pari passu with or junior to the Series A Preferred Shares upon the
Company’s liquidation, dissolution or winding-up; perpetual, or have a mandatory redemption or maturity date that is not less than sixty years after the initial
issuance of such securities; and provide for dividends or other income distributions that are non-cumulative.

Holders of the Series A Preferred Shares and the Series B Preferred Shares have no voting rights, except with respect to certain fundamental changes in
the terms of the Series A Preferred Shares or the Series B Preferred Shares and in the case of certain dividend non-payments or as otherwise required by
Bermuda law or Endurance Holdings’ bye-laws.

On an ongoing basis, the Company expects its internally generated funds, together with borrowings available under the Credit Facility, capital generated
from the offering and sale of its Senior Notes, Series A Preferred Shares, Series B Preferred Shares and ordinary shares, to be sufficient to operate its
business. However, there can be no assurance that the Company will not incur additional indebtedness or issue additional equity or hybrid securities in order
to implement its business strategy or pay claims.

Currency and Foreign Exchange

The Company’s functional currencies are U.S. dollars for its U.S. and Bermuda operations and British Sterling for its U.K. operations. The reporting
currency for all entities is U.S. dollars. The Company maintains a portion of its investments and liabilities in currencies other than the U.S. dollar. The
Company has made a significant investment in the capitalization of Endurance U.K which was valued at £96.9 million as of December 31, 2012 ($157.5
million in U.S. dollars). Endurance U.K. is subject to the United Kingdom’s Financial Services Authority rules concerning the matching of the currency of its
assets to the currency of its liabilities. Depending on the profile of Endurance U.K.‘s liabilities, it may be required to hold some of its assets in currencies
corresponding to the currencies of its liabilities. The Company may, from time to time, experience losses resulting from fluctuations in the values of foreign
currencies, which could have a material adverse effect on the Company’s results of operations.

Assets and liabilities of foreign operations whose functional currency is not the U.S. dollar are translated at exchange rates in effect at the balance sheet
date. Revenues and expenses of such foreign operations are translated at average exchange rates during the year. The effect of the translation adjustments for
foreign operations is included in accumulated other comprehensive income.

Other monetary assets and liabilities denominated in foreign currencies are revalued at the exchange rates in effect at the balance sheet date with the
resulting foreign exchange gains and losses included in earnings. Revenues and expenses denominated in foreign currencies are translated at the prevailing
exchange rate on the transaction date.
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For the year ended December 31, 2012, 13.5% of the Company’s gross premiums were written in currencies other than the U.S. dollar. The portions of
our cash and cash equivalents, investments and reserves for loss and loss expenses denominated in non-U.S. currencies at December 31, 2012 were
approximately 38%, 3% and 12%, respectively. As of December 31, 2012, the Company’s principal foreign currency exposures are denominated in British
Sterling and Euros. The Company measures and manages its exposure in these currencies, among others, by monitoring its estimated gross and net asset
positions. In order to estimate such exposures, the Company considers currency specific investments, cash and cash equivalents, premiums receivable,
reserve for losses and loss expenses, and unearned premiums. The total estimated gross and net asset balances denominated in Euros were $203.3 million and
$60.1 million, respectively. The total estimated gross and net asset balances denominated in British Sterling were $225.0 million and $140.2 million,
respectively. Assuming all other variables are held constant and disregarding any tax effects, a 10% change in the U.S. dollar relative to these currencies could
result in a $20.0 million increase or decrease in the net assets held by the Company at December 31, 2012.

Effects of Inflation

The effects of inflation could cause the severity of claims to rise in the future. The Company’s estimates for losses and loss expenses include
assumptions about future payments for settlement of claims and claims handling expenses, such as medical treatments and litigation costs. To the extent
inflation causes these costs to increase above reserves established for these claims, the Company will be required to increase the reserve for losses and loss
expenses with a corresponding reduction in its earnings in the period in which the deficiency is identified. In addition, inflation could lead to higher interest
rates causing the current unrealized gain position on the Company’s fixed maturity portfolio to decrease or become an unrealized loss position. The current
short duration of the Company’s fixed maturity portfolio has the potential to help reduce the negative effects of higher interest rates on the Company’s fixed
maturity portfolio. The Company may also choose to hold its fixed income investments to maturity which would result in the unrealized gains largely
amortizing through net investment income.

Reserve for Losses and Loss Expenses
Reserving Process

The Company establishes loss and loss expense reserves to provide for the estimated costs of paying claims under insurance policies and reinsurance
contracts underwritten by the Company. These reserves include estimates for both claims that have been reported and those that have been incurred but not
reported and include estimates of all expenses associated with processing and settling these claims. Estimating the ultimate cost of future claims and claim
adjustment expenses is an uncertain and complex process. This estimation process is based largely on the assumption that past developments are an
appropriate predictor of future events and involves a variety of actuarial techniques and judgments that analyze experience, trends and other relevant factors.

The Company’s reserving actuaries, who are independent of the Company’s business units, review the Company’s loss and loss expense reserves on a
quarterly basis for both current and prior accident years using the most current claims data. These reserve reviews incorporate a variety of actuarial methods
and judgments, including the three most common methods of actuarial evaluation used within the insurance industry: the expected loss ratio method; the
Bornhuetter-Ferguson method; and the loss development method. The expected loss ratio approach is based on expected results independent of current loss
reporting activity. This approach is typically used for immature loss periods (i.e., the current accident year). The Bornhuetter-Ferguson method uses an initial
loss estimate (expected loss technique) for each accident year by business line and type of contract. Under this method, IBNR is set equal to the initial loss
estimate multiplied by the expected percent of loss yet to be reported at each valuation date. In a given quarter, if reported losses are less than expected, then the
difference would result in a decrease in estimated ultimate losses. If losses for the quarter are greater than expected, then the difference would result in an
increase in estimated ultimate losses. In contrast, the loss development method extrapolates the current value of reported losses to ultimate expected losses by
using selected reporting patterns of losses over time. The selected reporting patterns are based on historical information (organized into loss development
triangles) and are adjusted to reflect the changing characteristics of the book of business written by the Company. The Company uses these multiple methods,
supplemented with its own actuarial and professional judgment, to establish its best estimate of loss and loss expense reserves.

The estimate of the reserve for losses and loss expenses is reviewed each quarter by the Company’s Loss Reserve Committee, consisting of the
Company’s Chief Executive Officer, Chief Financial Officer, Chief Actuary and representatives of various disciplines from within the Company, such as
claims, underwriting and legal.
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Current Reserve for Losses and Loss Expenses
As more fully described under “Reserving Process” above, the Company incorporates a variety of actuarial methods and judgments in its reserving

process. Two key inputs in the various actuarial methods employed by the Company are initial expected loss ratios and expected loss reporting patterns. These
key inputs impact the potential variability in the estimate of the reserve for losses and loss expenses and are applicable to each of the Company’s business
segments. The Company’s loss and loss expense reserves consider and reflect, in part, deviations resulting from differences between expected loss and actual
loss reporting as well as judgments relating to the weights applied to the reserve levels indicated by the actuarial methods. Expected loss reporting patterns are
based upon internal and external historical data and assumptions regarding claims reporting trends over a period of time that extends beyond the Company’s
own operating history.

Differences between actual reported losses and expected losses are anticipated to occur in any individual period and such deviations may influence future
initial expected loss ratios and/or expected loss reporting patterns as recent actual experience becomes part of the historical data utilized as part of the ongoing
reserve estimation process. The Company has demonstrated the impact of changes in the speed of loss reporting patterns, as well as changes in expected loss
ratios, within the table under the heading “Potential Variability in Reserves for Losses and Loss Expenses” below.

Current and prior year incurred losses and loss expenses by segment and line of business for the year ended December 31, 2012 were as follows:
 

   Incurred related to:   Total incurred  
   Current year    Prior years   losses  
   (U.S. dollars in thousands)  
Insurance segment:      

Agriculture   $ 582,772   $ (9,304)  $ 573,468 
Casualty and other specialty    164,884    (17,702)   147,182 
Professional lines    101,607    (6,043)   95,564 
Property    52,864    (13,137)   39,727 
Total Insurance    902,127    (46,186)   855,941 

Reinsurance segment:      
Catastrophe    164,181    (30,414)   133,767 
Property    251,473    270   251,743 
Casualty    219,187    (18,965)   200,222 
Other specialty    104,184    (24,862)   79,322 

Total Reinsurance    739,025    (73,971)   665,054 
Totals   $1,641,152   $(120,157)  $1,520,995 

Losses and loss expenses for the year ended December 31, 2012 include $120.2 million in favorable development of reserves relating to prior accident
years. The favorable loss reserve development experienced during the 2012 year benefited the Company’s 2012 reported loss ratio by approximately 6.0
percentage points. The net reduction in estimated losses for prior accident years reflects lower than expected loss emergence in each of the Company’s reserve
categories within both the Insurance and Reinsurance segments.

For the year ended December 31, 2012, as part of the Company’s periodic review of key parameters and in order to recognize accumulated historical
experience and other relevant industry information, the Company adjusted the initial expected loss ratios for a number of business units within the Insurance
and Reinsurance segments. Within the Insurance segment, initial expected loss ratios were lowered for historical years for the casualty and other specialty and
professional lines of business, and raised for the workers’ compensation line of business that is included in the casualty and other specialty line of business.
Within the Reinsurance segment, initial expected loss ratios were lowered for historical years for the catastrophe line of business.
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Current and prior year incurred losses and loss expenses by segment and line of business for the year ended December 31, 2011 were as follows:
 

   Incurred related to:   Total incurred  
   Current year    Prior years   losses  
   (U.S. dollars in thousands)  
Insurance segment:      

Agriculture   $ 519,869   $ (34,574)  $ 485,295 
Casualty and other specialty    148,285    (3,481)   144,804 
Professional lines    119,759    (13,986)   105,773 
Property    47,985    (18,738)   29,247 

Total Insurance    835,898    (70,779)   765,119 
Reinsurance segment:      

Catastrophe    389,186   $ (61,339)   327,847 
Property    275,886    (4,514)   271,372 
Casualty    225,049    (20,604)   204,445 
Other specialty    86,625    (22,742)   63,883 

Total Reinsurance    976,746    (109,199)   867,547 
Totals   $1,812,644   $(179,978)  $1,632,666 

Losses and loss expenses for the year ended December 31, 2011 include $180.0 million in favorable development of reserves relating to prior accident
years. The favorable loss reserve development experienced during the 2011 year benefited the Company’s 2011 reported loss ratio by approximately 9.3
percentage points. The net reduction in estimated losses for prior accident years reflects lower than expected loss emergence in each of the Company’s reserve
categories within both the Insurance and Reinsurance segments.

For the year ended December 31, 2011, the Company did not materially alter the two key inputs it utilizes to establish its reserve for losses and loss
expenses, initial expected loss ratios or loss reporting patterns, for business related to prior years for the insurance and reinsurance reserve categories as the
variances in reported losses in 2011 for those reserve categories were within the range of possible results anticipated by the Company.

Insurance
Agriculture. The favorable loss emergence within the agriculture insurance line of business during 2012 and 2011 resulted from lower than anticipated

agriculture claims settlements for the 2011 and 2010 crop years, respectively.

Casualty and other specialty. The favorable loss emergence within the casualty and other specialty insurance line of business during 2012 and 2011
was primarily due to lower than expected claims activity within the healthcare liability line of business. This favorable loss emergence was partially offset by
adverse development within the workers’ compensation line of business for 2012 and the casualty and workers’ compensation lines of business in 2011. The
Company exited the workers’ compensation line of business in 2009.

Professional lines. The favorable loss emergence within the professional line of business during 2012 and 2011 was primarily due to lower than
expected claims activity.

Property. The favorable loss emergence within the property line of business during 2012 and 2011 was primarily due to lower than expected reported
claim emergence.

Reinsurance
Catastrophe. The Company recorded favorable loss emergence within the catastrophe line of business during 2012 and 2011 primarily due to lower

than expected claims activity.

Property. The Company recorded a modest amount of unfavorable prior period development within the property line of business during 2012 primarily
due to higher than expected claims reported for 2011 loss events. The Company recorded favorable prior period development within the property line of
business during 2011 primarily due to lower than expected claims reported.
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Casualty. The Company recorded favorable prior period development within the casualty line of business during 2012 and 2011 primarily due to lower
than expected claims reported.

Other specialty. The Company recorded favorable loss emergence within the other specialty line of business during 2012 and 2011 due to lower than
expected claims reported.

Case and IBNR reserves for losses and loss expenses by segment and line of business were as follows at December 31, 2012:
 

   
Case

Reserves    
IBNR

Reserves    

Reserve for
Losses and Loss

Expenses  
   (U.S. dollars in thousands)  
Insurance segment:       

Agriculture   $ 392,457   $ 71,586   $ 464,043 
Casualty and other specialty    308,611    944,289    1,252,900 
Professional lines    110,441    386,819    497,260 
Property    54,196    18,653    72,849 

Total Insurance    865,705    1,421,347    2,287,052 
Reinsurance segment:       

Catastrophe    201,105    97,223    298,328 
Property    281,681    133,779    415,460 
Casualty    296,494    679,982    976,476 
Other specialty    119,261    144,299    263,560 

Total Reinsurance    898,541    1,055,283    1,953,824 
Totals   $1,764,246   $ 2,476,630   $ 4,240,876 

Case and IBNR reserves for losses and loss expenses by segment and line of business were as follows at December 31, 2011:
 

   
Case

Reserves    
IBNR

Reserves    

Reserve for
Losses and Loss

Expenses  
   (U.S. dollars in thousands)  
Insurance segment:       

Agriculture   $ 203,844   $ 51,757   $ 255,601 
Casualty and other specialty    311,241    871,166    1,182,407 
Professional lines    93,136    348,764    441,900 
Property    31,408    26,227    57,635 

Total Insurance    639,629    1,297,914    1,937,543 
Reinsurance segment:       

Catastrophe    207,311    130,990    338,301 
Property    164,318    169,630    333,948 
Casualty    273,068    671,691    944,759 
Other specialty    137,544    132,129    269,673 

Total Reinsurance    782,241    1,104,440    1,886,681 
Totals   $1,421,870   $ 2,402,354   $ 3,824,224 
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Selected quarterly activity in the reserve for losses and loss expenses for the years ended December 31, 2012 and 2011 is summarized as follows:
 

   
Quarter Ended

March 31,   
Quarter Ended

June 30,   
Quarter Ended
September 30,   

Quarter Ended
December 31,   

Year Ended
December 31,  

   2012   2012   2012   2012   2012  
   (U.S. dollars in thousands)  
Incurred related to:       
Current year   $ 279,668  $ 365,449  $ 463,165  $ 532,870  $ 1,641,152 
Prior years    (16,901)   (19,552)   (55,642)   (28,062)   (120,157) 
Total incurred   $ 262,767  $ 345,897  $ 407,523  $ 504,808  $1,520,995 
Paid related to:       
Current year   $ (5,096)  $ (37,237)  $(114,996)  $ (450,922)  $ (608,251) 
Prior years    (148,548)   (199,049)   (240,736)   (11,327)   (599,660) 
Total paid   $ (153,644)  $(236,286)  $ (355,732)  $ (462,249)  $(1,207,911) 
 

   
Quarter Ended

March 31,   
Quarter Ended

June 30,   
Quarter Ended
September 30,   

Quarter Ended
December 31,   

Year Ended
December 31,  

   2011   2011   2011   2011   2011  
   (U.S. dollars in thousands)  
Incurred related to:       
Current year   $ 450,558  $ 406,751  $ 501,104  $ 454,231  $ 1,812,644 
Prior years    (48,705)   (44,781)   (44,413)   (42,079)   (179,978) 
Total incurred   $ 401,853  $ 361,970  $ 456,691  $ 412,152  $1,632,666 
Paid related to:       
Current year   $ (2,958)  $ (66,741)  $ (251,364)  $(529,069)  $ (850,132) 
Prior years    (180,454)   (151,826)   (131,822)   (156,029)   (620,131) 
Total paid   $ (183,412)  $(218,567)  $ (383,186)  $ (685,098)  $ (1,470,263) 

The following table represents the development of GAAP balance sheet reserve for losses and loss expenses, net of losses and loss expenses recoverable,
for 2002 through December 31, 2012. This table does not present accident or policy year development data. The top line of the table shows the gross and net
reserve for losses and loss expenses at the balance sheet date for each of the indicated years. This represents the estimated amounts of gross and net losses and
loss 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 reserve based on experience 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 “cumulative redundancy (deficiency)” represents the aggregate change to
date from the original estimate.
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The table also shows the cumulative paid amounts as of successive years with respect to the reserve liability. All amounts reflect the conversion from the
original currency of the underlying business if not initially denominated in U.S. dollars. The data in the table has been restated using the rate of exchange to
U.S. dollars as of December 31, 2012. Information presented herein may differ materially from that reported in the Company’s financial statements due to
differences in foreign currency exchange rates.
 
Years Ended Dec. 31,  2002   2003   2004   2005   2006   2007   2008   2009   2010   2011   2012  
  (U.S. dollars in thousands)  
Gross reserve for losses and loss expenses  $ 200,840  $ 833,158  $ 1,549,661  $ 2,603,590  $ 2,701,686  $2,892,224  $3,235,456  $ 3,157,026  $ 3,319,927  $3,824,224  $4,240,876 
Less: Loss recoverable   —     (1,442)   (12,203)   (17,248)   (44,244)   (187,354)   (557,834)   (467,664)   (319,349)   (666,928)   (774,942) 
Net reserve for losses and loss expenses  $ 200,840  $ 831,716  $1,537,458  $2,586,342  $ 2,657,442  $ 2,704,870  $2,677,622  $2,689,362  $ 3,000,578  $ 3,157,296  $ 3,465,934 
Net reserve estimated as of:            

1 year later   164,923   695,036   1,374,996   2,528,603   2,498,055   2,548,330   2,526,733   2,562,560   2,820,600   3,037,139   —   
2 years later   143,295   629,925   1,305,424   2,467,734   2,356,210   2,464,893   2,396,200   2,436,531   2,682,900   —     —   
3 years later   153,179   607,614   1,256,798   2,371,899   2,277,847   2,284,478   2,317,976   2,335,969   —     —     —   
4 years later   147,977   589,425   1,199,472   2,321,813   2,119,160   2,192,337   2,217,402   —     —     —     —   
5 years later   140,225   568,421   1,152,412   2,194,657   2,054,334   2,090,463   —     —     —     —     —   
6 years later   136,086   544,127   1,076,060   2,147,534   1,954,417   —     —     —     —     —     —   
7 years later   124,048   513,050   1,058,305   2,073,443   —     —     —     —     —     —     —   
8 years later   111,547   501,355   1,012,268   —     —     —     —     —     —     —     —   
9 years later   112,547   487,945   —     —     —     —     —     —     —     —     —   
10 years later   111,795   —     —     —     —     —     —     —     —     —     —   

Cumulative redundancy            
(deficiency)   89,045   343,771   525,190   512,899   703,025   614,407   460,220   353,393   317,678   120,157   —   

Cumulative paid losses            
1 year later   39,165   123,640   301,331   693,222   622,650   551,227   461,925   640,256   640,733   587,793   —   
2 years later   56,250   188,090   453,748   1,124,087   936,609   847,370   869,676   987,811   996,244   —     —   
3 years later   60,727   242,082   571,482   1,350,659   1,149,942   1,120,959   1,112,563   1,247,360   —     —     —   
4 years later   76,490   285,628   648,098   1,497,155   1,288,152   1,272,474   1,316,074   —     —     —     —   
5 years later   77,353   319,675   707,349   1,598,234   1,362,882   1,404,424   —     —     —     —     —   
6 years later   85,835   345,409   755,261   1,644,793   1,447,727   —     —     —     —     —     —   
7 years later   92,937   375,517   801,820   1,696,369   —     —     —     —     —     —     —   
8 years later   94,946   389,177   833,004   —     —     —     —     —     —     —     —   
9 years later   95,590   407,789   —     —     —     —     —     —     —     —     —   
10 years later   102,214   —     —     —     —     —     —     —     —     —     —   

The following table reconciles cumulative paid losses per the table above to the cumulative paid losses reported in the Company’s audited financial
statements.
 
Years Ended December 31,  2002   2003   2004   2005   2006   2007   2008   2009   2010   2011  
  (U.S. dollars in thousands)  
Cumulative paid losses  $39,165  $ 123,640  $301,331  $693,222  $ 622,650  $551,227  $461,925  $640,256  $ 640,733  $ 587,793 
Cumulative paid losses due to

foreign exchange   1,367   (348)   6,683   32,522   45,705   30,478   8,597   (9,631)   3,489   11,827 
Cumulative paid losses excluding

the impact of foreign exchange  $ 40,532  $123,292  $308,014  $ 725,744  $668,355  $ 581,705  $ 470,522  $630,625  $644,222  $599,620 
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Potential Variability in Reserves for Losses and Loss Expenses
The Company’s estimated reserve for losses and loss expenses can change over time due to unexpected changes in the external business environment in

which the Company operates or changes in internal Company operations. For a discussion of the factors which can contribute to uncertainty in the reserving
process and volatility in the reserve for losses and loss expenses, see “Critical Accounting Estimates – Reserves for Losses and Loss Expenses” above.

Two key inputs utilized in determining loss and loss expense reserves for the Company’s two business segments are the initial expected loss ratio and the
speed of the loss reporting pattern. The following tables illustrate the possible percentage effects on current estimates of the reserve for losses and loss expenses
due to 10% changes in the initial expected loss ratio and the speed of the loss reporting pattern as of December 31, 2012. The 10% changes in the initial
expected loss ratio and the speed of the loss reporting pattern in the tables below were chosen to demonstrate the impact on the Company’s loss and loss expense
reserves of variation in key inputs and, as described below, may not be reflective of actual changes in loss and loss expense reserves.

Insurance

Agriculture
Potential Percentage Change in Total Loss and Loss Expense Reserves

 
   Initial Expected Loss Ratio  
Reporting Pattern   10% Lower  Unchanged  10% Higher 
10% Faster    (3.2)%   (2.3)%   (1.5)% 
Unchanged    (0.9)%   —  %   0.9% 
10% Slower    1.4%   2.4%   3.4% 

Casualty and other specialty
Potential Percentage Change in Total Loss and Loss Expense Reserves

 
   Initial Expected Loss Ratio  
Reporting Pattern   10% Lower  Unchanged  10% Higher 
10% Faster    (14.7)%   (9.2)%   (3.6)% 
Unchanged    (6.2)%   —  %   6.2% 
10% Slower    1.7%   8.2%   14.7% 

Professional lines
Potential Percentage Change in Total Loss and Loss Expense Reserves

 
   Initial Expected Loss Ratio  
Reporting Pattern   10% Lower  Unchanged  10% Higher 
10% Faster    (13.9)%   (8.3)%   (2.7)% 
Unchanged    (6.2)%   —  %   6.2% 
10% Slower    (1.9)%   4.5%   11.0% 

Property
Potential Percentage Change in Total Loss and Loss Expense Reserves

 
   Initial Expected Loss Ratio  
Reporting Pattern   10% Lower  Unchanged  10% Higher 
10% Faster    (10.8)%   (6.4)%   (2.0)% 
Unchanged    (4.9)%   —  %   4.9% 
10% Slower    (2.7)%   2.2%   7.2% 
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Reinsurance

Catastrophe
Potential Percentage Change in Total Loss and Loss Expense Reserves

 
   Initial Expected Loss Ratio  
Reporting Pattern   10% Lower  Unchanged  10% Higher 
10% Faster    (8.8)%   (5.8)%   (2.7)% 
Unchanged    (3.4)%   —  %   3.4% 
10% Slower    1.4%   5.0%   8.6% 

Property
Potential Percentage Change in Total Loss and Loss Expense Reserves

 
   Initial Expected Loss Ratio  
Reporting Pattern   10% Lower  Unchanged  10% Higher 
10% Faster    (8.9)%   (6.5)%   (4.2)% 
Unchanged    (2.7)%   —  %   2.7% 
10% Slower    8.2%   11.0%   13.9% 

Casualty
Potential Percentage Change in Total Loss and Loss Expense Reserves

 
   Initial Expected Loss Ratio  
Reporting Pattern   10% Lower  Unchanged  10% Higher 
10% Faster    (13.2)%   (8.7)%   (4.2)% 
Unchanged    (5.0)%   —  %   5.0% 
10% Slower    5.3%   10.7%   16.1% 

Other specialty
Potential Percentage Change in Total Loss and Loss Expense Reserves

 
   Initial Expected Loss Ratio  
Reporting Pattern   10% Lower  Unchanged  10% Higher 
10% Faster    (10.8)%   (7.2)%   (3.6)% 
Unchanged    (4.0)%   —  %   4.0% 
10% Slower    4.1%   8.3%   12.5% 

 
 Reporting pattern changes are not applicable to the agricultural business as it is typically settled at an established time each year.

Each of the impacts set forth in the tables above is estimated individually, without consideration for any correlation among key assumptions or among
lines of business. Therefore, it would be inappropriate to take each of the amounts set forth above and add them together in an attempt to estimate volatility for
the Company’s loss and loss expense reserves in total. The Company believes the assumed variations in loss and loss expense reserves set forth in the tables
above represents a reasonable estimate of the possible loss and loss expense reserve variations that may occur in the future. It is important to note that the
variations set forth in the tables above are not meant to be a “best-case” or “worst-case” series of scenarios, and therefore, it is possible that future variations
may be more or less than the amounts set forth above.

Ceded Reinsurance
Ceded premiums written were $519.5 million for the year ended December 31, 2012, $487.3 million for the year ended December 31, 2011 and

$289.5 million for the year ended December 31, 2010. The increase in ceded premiums written was due to decreased retentions in our U.S. insurance
operations, specifically related to the agriculture and casualty and other specialty lines. The Company’s U.S. and Bermuda insurance operating subsidiaries
use proportional and excess reinsurance to protect larger limits on certain business written by this segment. Our agriculture line of business participates in a
crop reinsurance program sponsored by the U.S. federal government. Excess reinsurance coverage is often purchased in relation to the property insurance line
to protect against catastrophic events.
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At December 31, 2012 and 2011, the Company had reinsurance recoverables of $774.9 million and $666.9 million, respectively, related to its ceded
reinsurance agreements. The Company remains obligated for amounts ceded in the event that its reinsurers or retrocessionaires do not meet their obligations,
except for amounts ceded related to the agriculture line of business. Accordingly, the Company has evaluated the reinsurers and retrocessionaires that are
providing reinsurance and retrocessional protection and will continue to monitor the stability of its reinsurers and retrocessionaires. The Company has an
allowance of $0.1 million for estimated uncollectible reinsurance recoverable balances at December 31, 2012 (2011—$0.1 million). The balance of losses
recoverable at December 31, 2012 was distributed as follows based on the ratings of the reinsurers:
 

Rating   December 31, 2012 

   
(U.S. dollars in

thousands)  
U.S. government sponsored program   $ 423,803 
A+ and above    214,358 
A    125,694 
A- and below    1,486 
Not rated    9,601 
Total   $ 774,942 

Goodwill and Intangible Assets
Goodwill and other intangibles that arise from business combinations are accounted for by the Company in accordance with the applicable accounting

guidance on “Business Combinations” and “Goodwill and Other Intangible Assets.” The accounting literature requires that identifiable intangible assets are
amortized in accordance with their useful lives and goodwill and intangible assets with indefinite useful lives should not be amortized but should be tested for
impairment at least annually.

The Company’s intangible assets and goodwill are tested at least annually for impairment and more often if a triggering event is deemed to have
occurred. Impairment testing is performed based upon estimates of the fair value of the “reporting unit” to which the goodwill relates. The reporting unit is the
operating segment or a business one level below that operating segment if discrete financial information is prepared and regularly reviewed by management at
that level. The Company’s reporting units identified include the agriculture line of the Insurance segment, the remaining Insurance segment lines of business,
and the Reinsurance segment. The fair value of the reporting unit is impacted by the performance of the business. The Company primarily uses discounted
cash flow analyses to estimate fair value. There have been no significant changes in the Company’s methodologies from the prior year. If it is determined that
the goodwill has been impaired, the Company must write down the goodwill by the amount of the impairment, with a corresponding charge to net income.

During the fourth quarter of 2012, the Company performed its annual impairment testing of goodwill. The Company has two primary sources of
goodwill – goodwill obtained from a renewal rights transaction completed in 2003 with HartRe and goodwill obtained from the Company’s acquisition of
ARMtech in 2007. The Company determined that the appropriate reporting units for evaluation were the Reinsurance segment in relation to HartRe goodwill
and the agriculture line of business of the Insurance segment in relation to the ARMtech goodwill. The Company primarily used a discounted cash flow
approach to estimate the fair value of these reporting units. The fair value determined was in excess of the carrying value including goodwill for both reporting
units noted. As a result of the impairment testing, no write-downs were deemed necessary at December 31, 2012 and 2011.

Income Taxes

The Company is subject to income taxes on the operations of its subsidiaries and branch offices in the United States, United Kingdom, Switzerland,
Singapore and Canada. The Canadian branch office was closed during the fourth quarter of 2012. The Company is not required to pay any income or capital
gains taxes on its operations in Bermuda.
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The Company’s income tax (expense) benefit was as follows for the years ended December 31, 2012, 2011 and 2010, respectively:
 

   2012   2011    2010  
   (U.S. dollars in thousands)  
Current income tax (expense) benefit   $(5,029)  $13,518   $(28,556) 
Deferred income tax benefit    1,683   9,488    21,396 
Income tax (expense) benefit   $ (3,346)  $ 23,006   $ (7,160) 

Of the 2012 current income tax (expense) benefit, $(4.6) million related to taxes incurred in the United States (2011 – $12.7 million; 2010 – $(27.7)
million). Of the deferred income tax benefit, $1.6 million related to deferred income tax benefits in the United States (2011 – $9.6 million; 2010 – $21.4
million). A full valuation allowance has been recorded against the net asset position of Endurance Bermuda’s foreign branches and Endurance U.K.

Income tax paid in 2012 totaled $1.6 million. The Company received refunds and paid income taxes totaling $15.7 million and $24.3 million for the
years ended December 31, 2011 and 2010, respectively. Net operating loss carryforwards in the amount of $161.4 million, $25.5 million, $39.0 million, and
$28.9 million are available for application against future taxable income in the United States, United Kingdom, Singapore and Switzerland respectively.
These net operating loss carry forwards have no expiration date in the United Kingdom and Singapore. In Switzerland and the United States the net operating
loss carry forwards expire through 2019 and 2032, respectively.

The Company’s income (loss) before income taxes was distributed as follows for the years ended December 31, 2012, 2011 and 2010, respectively:
 

   2012   2011   2010  
   (U.S. dollars in thousands)  
U.S. (domestic)   $(186,882)  $(125,752)  $ 88,147 
Non-U.S. (foreign)    352,744   9,012   283,751 
Pre-tax income (loss)   $ 165,862  $ (116,740)  $371,898 

Gross premiums written and earned by our non-U.S. and U.S. operations generally do not bear a proportionate relationship to the respective pre-tax
income (loss) of these operations. The disproportionate relationship between gross premium written and net income (loss) between our operations occurs as a
result of various factors, including but not limited to the differences in the underlying type of business underwritten, the underwriting profitability attributable
to such business, and the applicable investment income generated.

Pre-tax income (loss) for our non-U.S. operations was favorable compared to U.S. operations for the year ending December 31, 2012 and 2011 because
our U.S. operations were impacted by losses resulting from severe drought conditions within our agriculture line of business which is underwritten by
ARMtech. Pre-tax income for our non-U.S. operations was higher compared to our U.S. operations for the year ending December 31, 2010 primarily as a result
of the more volatile catastrophe business underwritten in our non-U.S. operations during 2010 being relatively free of losses and thus generating higher levels
of net underwriting income than our U.S. operations, which underwrite less volatile business and as a result produce lower levels of net underwriting income
in benign loss years. In addition, our non-U.S. operations hold a substantial amount of our invested assets and thus a larger portion of the Company’s
investment income is earned in our non-U.S. operations as compared to our U.S. operations.

The Company has operating subsidiaries and branch operations in the United States, United Kingdom, Switzerland and Singapore, which are subject
to the relevant taxes in those jurisdictions. During 2012, the Internal Revenue Service (“IRS”), the Canada Revenue Agency, the Inland Revenue Authority of
Singapore and Her Majesty’s Revenue and Customs in the United Kingdom conducted audits and inquiries of income tax returns of the Company’s U.S.
subsidiary, former Canadian branch, Singapore branch, and U.K. subsidiary, respectively. The audit and inquiry results were immaterial to the operations of
the Company. None of the Company’s other operating subsidiaries or branch operations are under an examination in any of the jurisdictions in which they
operate. The Company remains subject to examination for tax years 2008—2012. As of December 31, 2012 and 2011, the Company had no uncertain tax
positions.
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Deferred Tax Assets and Liabilities
The Company is subject to income taxes in certain jurisdictions in which the Company operates; however, since the majority of the Company’s income

is currently earned in Bermuda, a jurisdiction with no corporate income tax, the tax impact to the Company’s operations has historically been minimal. In
2012, the Company generated cumulative losses before income taxes in its subsidiaries, which generated a consolidated 2.0% effective income tax rate. In
2011, certain subsidiaries of the Company in the U.S. generated losses, largely contributing to the Company’s income tax benefit.

The Company’s balance sheet at December 31, 2012 contains a net deferred tax asset in the amount of $43.5 million (2011—$33.4 million deferred tax
asset). The current year net deferred tax asset consists of gross deferred tax assets of $188.3 million, gross deferred tax liabilities of $59.0 million and a
valuation allowance against certain operating loss carryforwards of $85.8 million (2011—$31.4 million). Of the Company’s gross deferred tax assets, $72.5
million (2011—$41.6 million) relates to net operating loss carryforwards that are available to offset future taxable income generated by the Company’s
subsidiaries. The Company’s net operating losses may be carried forward indefinitely in the United Kingdom and Singapore. In Switzerland and the United
States the net operating loss carryforwards expire in 2019 and 2032, respectively.

The 2012 valuation allowance was established against net operating loss carryforwards in the Company’s United States subsidiaries, United Kingdom
subsidiary and non-U.S. branches. The valuation allowance in 2011 was established against net operating loss carryforwards in the Company’s United
States subsidiaries, United Kingdom subsidiary and non-U.S. branches. The increase in the valuation allowance was charged to the Company’s income tax
expense during 2012. Management believes the net deferred tax assets, less the valuation allowance noted, are more likely than not to be fully realized in
corresponding future periods, and the Company’s net deferred tax asset has been fairly stated as at December 31, 2012. In the event that management
determines in the future that it is more likely than not that the net deferred tax assets will not be fully realized in the near term and prior to their expiration, the
Company will reassess the valuation allowance against the net deferred tax assets and record any changes to income tax expense in the period determined.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk
The following is a discussion of our primary market risk exposures at December 31, 2012. Our policies to address these risks in 2012 were not

materially different from 2011. The Company believes that it is principally exposed to nine types of market risk: interest rate risk, liquidity risk, foreign
currency risk, investment and reinsurance counterparty credit risk, equity price risk, derivative counterparty credit risk, derivative interest rate risk, and
inflation.

Interest Rate Risk. The Company’s primary market risk exposure is to changes in interest rates. The Company’s fixed maturity portfolio is exposed to
interest rate risk. Fluctuations in interest rates have a direct impact on the market valuation of these securities. As interest rates rise, the market value of our
fixed maturity portfolio generally falls, and the converse is generally also true. The Company manages its interest rate risk through an asset liability matching
strategy that involves the selection of investments with appropriate characteristics, such as duration, yield, currency and liquidity that are tailored to the
anticipated cash outflow characteristics of our liabilities to create a match of assets and liabilities. The target duration of the assets comprising the fixed
maturity portfolio was approximately 2.75 years throughout 2012 and remains the target at December 31, 2012. A significant portion of the investment
portfolio matures each quarter, allowing for reinvestment at current market rates. As of December 31, 2012, assuming parallel shifts in interest rates, the
impact of these interest rate shifts in basis points on the Company’s cash and fixed maturity portfolio of $6,034.4 million at December 31, 2012 would have
been as follows:
 
   Interest Rate Shift in Basis Points  
December 31, 2012   -100   -50   -   50   100  
   (U.S. dollars in millions)  
Total market value   $6,123.7  $6,091.2  $6,034.4  $5,967.2  $5,896.3 
Market value change from base    1.48%   0.94%   —  %   (1.11)%   (2.29)% 
Change in unrealized value   $ 89.3  $ 56.8  $ —    $ (67.2)  $ (138.1) 

In addition, we consider the effect of credit spread movements on the market value of our fixed maturity investments, short-term investments and certain
of our Other Investments that invest in fixed maturity securities and the corresponding change in unrealized appreciation. As credit spreads widen, the market
value of our fixed maturity securities falls, and the converse is also true.
 

9 5



Table of Contents

The following table summarizes the effect that an immediate, parallel shift in credit spreads in a static interest rate environment would have had on the
Company’s cash and fixed maturity portfolio at December 31, 2012:
 
   Credit Spread Shift in Basis Points  
December 31, 2012   -100   -50   -   50   100  
   (U.S. dollars in millions)  
Total market value   $6,132.6  $6,083.2  $6,034.4  $5,985.0  $5,936.2 
Market value change from base    1.63%   0.81%   —  %   (0.82)%   (1.63)% 
Change in unrealized value   $ 98.2  $ 48.8  $ —    $ (49.4)  $ (98.2) 

Another method used by the Company to evaluate investment portfolio risk is Value-at-Risk (“VaR”). VaR is a probabilistic method of measuring the
potential loss in portfolio value over a given time period and for a given distribution of historical returns. Portfolio risk, as measured by VaR, is affected by
four primary risk factors: asset concentration, asset volatility, asset correlation and systematic risk. For a one year period over 95% of the time, assuming the
risks taken into account in the VaR model perform per their historical tendencies, the investment portfolio loss for this year period is expected to be less than or
equal to 1.89% at December 31, 2012.

Liquidity Risk. When financial markets experience a reduction in liquidity, our ability to conduct orderly investment transactions may be limited and
may result in declines in fair values of the securities in our investment portfolio. In addition, if we require significant amounts of cash on short notice in excess
of normal cash requirements (which could include claims on a major catastrophe event) in a period of market illiquidity, we may have difficulty selling our
investments in a timely manner and may have to dispose of our investments for less than what may otherwise have been possible under other conditions.

Foreign Currency Risk. The Company has made a significant investment in the capitalization of Endurance U.K., which is denominated in British
Sterling. In addition, the Company enters into reinsurance and insurance contracts for which it is obligated to pay losses in currencies other than U.S. dollars.
The majority of our operating foreign currency assets and liabilities are denominated in Euros, British Sterling, Canadian Dollars, Japanese Yen, New
Zealand Dollars and Australian Dollars. The Company may, from time to time, experience losses from fluctuations in the values of these and other non-U.S.
currencies, which could have a material adverse effect on its results of operations. The Company will attempt to manage its foreign currency risk by seeking
to match its liabilities under insurance and reinsurance contracts that are payable in foreign currencies with investments that are denominated in such
currencies. The Company purchases assets which are matched in currency to its case reserves at or shortly after the time such reserves are established. The
investment portfolio will at times have non-U.S. dollar exposure hedged back to U.S. dollars. As part of its asset-liability matching strategy, the Company
may also consider the use of hedges when it becomes aware of probable significant losses that will be paid in non-U.S. dollar currencies. For liabilities
incurred in currencies other than those listed above, U.S. dollars are converted to the currency of the loss at the time of claims payment. As a result, the
Company may, from time to time, experience losses resulting from fluctuations in the value of foreign currencies.

Assets and liabilities of foreign operations whose functional currency is not the U.S. dollar are translated at exchange rates in effect at the balance sheet
date. Revenues and expenses of such foreign operations are translated at average exchange rates during the period. The effect of the translation adjustments for
foreign operations is included in accumulated other comprehensive income.

Other monetary assets and liabilities denominated in foreign currencies are revalued at the exchange rates in effect at the balance sheet date with the
resulting foreign exchange gains and losses included in earnings. Revenues and expenses denominated in foreign currencies are translated at the prevailing
exchange rate on the transaction date.

For the year ended December 31, 2012, 13.5% of the Company’s gross premiums were written in currencies other than the U.S. dollar. The portions of
our cash and cash equivalents, investments and reserves for loss and loss expenses denominated in non-U.S. currencies at December 31, 2012 were
approximately 38%, 3% and 12%, respectively. As of December 31, 2012, the Company’s principal foreign currency exposures are denominated in British
Sterling and Euros. The Company measures and manages its exposure in these currencies, among others, by monitoring its estimated gross and net asset
positions. In order to estimate such exposures, the Company considers currency specific investments, cash and cash equivalents, premiums receivable,
reserve for losses and loss expenses, and unearned premiums. The total estimated gross and net asset balances denominated in Euros were $203.3 million and
$60.1 million, respectively. The total estimated gross and net asset balances denominated in British Sterling were $225.0 million and $140.2 million,
respectively. Assuming all other variables are held constant and disregarding any tax effects, a 10% change in the U.S. dollar relative to these currencies could
result in a $20.0 million increase or decrease in the net assets held by the Company at December 31, 2012.
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Investment Credit Risk. The Company has exposure to credit risk primarily as a holder of fixed maturity investments, short-term investments, equity
securities and Other Investments. The Company’s risk management strategy and Investment Policy is to invest in debt instruments of high credit quality
issuers and to limit the amount of credit exposure with respect to particular ratings categories and any one issuer. The Company attempts to limit its credit
exposure by investing the fixed maturity portfolio primarily in investments rated A-/A3 or higher. In addition, the Company has limited its exposure to any
single corporate issuer to 0.86% of its fixed maturity portfolio.

The following table summarizes the fair value composition of the Company’s fixed maturity investments and short-term investments by investment
ratings assigned by S&P, Moody’s or other rating agencies and by contractual maturity at December 31, 2012. In some cases, where bonds are unrated, the
rating of the issuer has been applied. Expected maturities may differ from contractual maturities because borrowers may have the right to call or prepay
obligations with or without call or prepayment penalties.
 

   
Due within

one year    

Due after one
year through

five years    

Due after five
years through

ten years    
Due after ten

years    

Mortgage-
backed

securities    

Asset-
backed

securities    Total  
Ratings   (U.S. dollars in thousands)  
U.S. government and agencies securities   $ 21,223   $ 521,423   $ 184,073   $10,816   $ —     $ —     $ 737,535 
AAA / Aaa    5,134    184,638    25,851    5,401    468,596    303,657    993,277 
AA / Aa    55,952    221,349    11,676    893    1,381,499    149,881    1,821,250 
A / A    50,397    679,727    134,545    8,480    117,668    2,490    993,307 
BBB    3,783    126,428    29,530    3,016    54,233    2,027    219,017 
Below BBB    790    31,445    43,257    4,865    57,807    5,034    143,198 
Not rated    288    652    167    332    1,357    —      2,796 
Total   $137,567   $1,765,662   $429,099   $ 33,803   $ 2,081,160   $ 463,089   $ 4,910,380 
 

 The effective durations of the Company’s mortgage-backed and asset-backed securities portfolios were 2.68 and 1.07, respectively, as of December 31,
2012. These securities are subject to prepayment risk and as such, actual maturity may differ significantly from contract maturity.

Credit Risk of Reinsurance Counterparties.  In addition, the Company has exposure to credit risk as it relates to losses recoverable on paid and unpaid
losses where the Company has purchased reinsurance and retrocessional coverages. The Company relies on reinsurance within its insurance businesses in
order to manage risk accumulations. The Company continues not to rely heavily on retrocessional reinsurance, but strategically purchases coverage across the
entire portfolio to reduce exposure to the risk of a severe catastrophe event or occurrence of multiple significant catastrophe events. When reinsurance or
retrocessional reinsurance is purchased, the Company requires its reinsurers to have strong financial strength ratings. The Company evaluates the financial
condition of its reinsurers and monitors its concentration of credit risk on an ongoing basis. The balance of losses recoverable at December 31, 2012 was
$774.9 million. At December 31, 2012, the Company had an allowance of $0.1 million for estimated uncollectible losses recoverable. The balance of losses
recoverable at December 31, 2012 was distributed as follows based on the ratings of the reinsurers:
 

Rating   December 31, 2012 

   
(U.S. dollars in

thousands)  
U.S. government sponsored program   $ 423,803 
A+ and above    214,358 
A    125,694 
A- and below    1,486 
Not rated    9,601 
Total   $ 774,942 

Equity Price Risk. The Company invests a portion of its investment portfolio in marketable equity securities (fair market value of $87.0 million) at
December 31, 2012. These equity investments are exposed to equity price risk, defined as the potential that the Company incurs an economic loss due to a
decline of common stock prices. Beta analysis is used to measure the sensitivity of our equity portfolio to changes in the value of the S&P 500 Index (an index
representative of the broad equity market). Our current equity portfolio excluding perpetual preferred equities has a beta of 0.65 in comparison to the S&P 500
Index.
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In addition to beta analysis, a sensitivity analysis can be used to assess equity price risk under varying conditions. The base sensitivity analysis below
uses market scenarios of the S&P 500 Index declining both 10 percent and 20 percent to determine the impact of such a decline on the value of the Company’s
equity securities. These scenarios would result in approximate decreases in the fair market value of the Company’s equity securities of $5.7 million and $11.4
million, respectively. As we designate all equities as available-for-sale, these fair value declines would impact the Company’s Consolidated Balance Sheet.
 
   20%   %   10%   %   December 31,    10%    %   20%    %  
   decrease   change   decrease   change   2012    increase    change   increase    change  
   (U.S. dollars in thousands)  
Equities   $(11,372)   (13.07)%  $(5,686)   (6.54)%  $ 86,997   $5,686    6.54%  $11,372    13.07% 
Total invested assets   $(11,372)   (0.17)%  $(5,686)   (0.09)%  $6,566,617   $5,686    0.09%  $11,372    0.17% 
Shareholders’ equity   $(11,372)   (0.42)%  $(5,686)   (0.21)%  $ 2,710,597   $5,686    0.21%  $11,372    0.42% 
 
(1) Includes total investments and cash and cash equivalents, net of investments pending settlement.

The changes described above do not take into account any potential mitigating impact from the Company’s fixed income or Other Investments portfolios
or the impact of taxes.

Derivative Counterparty Credit Risk . In addition to the Company’s exposure to credit risk as a holder of fixed maturity investments, short-term
investments, equity securities, Other Investments, and the Company’s exposure to credit risk as relates to reinsurance and retrocessional recoverables, the
Company also has credit risk exposure as a party to derivative financial instruments. In order to mitigate the risks associated with derivatives, the Company
diversifies its counterparty credit risk, ensures that the counterparties to its derivative contracts are credit worthy and monitors on a regular basis its exposure
by counterparty in order to mitigate the counterparty credit risks associated with its derivative contracts. In addition, counterparty risk is mitigated by the
periodic receipt of payment of margin. At December 31, 2012, the Company’s absolute notional value of derivative contracts was $86.2 million, while the net
asset position of those derivative contracts was $13.0 million.

Derivative Interest Rate Risk. The Company uses interest rate futures, swaps and swaptions within our portfolio of fixed maturity investments to
manage our exposure to interest rate risk, which can include increasing or decreasing our exposure to this risk. We account for these derivatives at fair value
and record them in our consolidated balance sheet as other assets or other liabilities depending on the rights or obligations.

The aggregate hypothetical loss generated from an immediate upward parallel shift in the treasury yield curve of 100 basis points would cause an
increase in market value of our net position in swaptions, credit default swaps and interest rate swaps of approximately $1.3 million at December 31, 2012.
Credit spreads are assumed to remain constant in these hypothetical examples.

Effects of Inflation. The effects of inflation could cause the cost of claims to rise in the future. The potential exists, after a catastrophe loss, for the
development of inflationary pressures in a local economy. The Company’s estimates for losses and loss expenses include assumptions about future payments
for settlement of claims and claims handling expenses, however to the extent inflation causes these costs to increase above the reserves established, the
Company will be required to increase the reserve for losses and loss expenses. In addition, inflation could lead to higher interest rates causing the current
unrealized gain position on the Company’s fixed maturity portfolio to decrease. The current short duration of the Company’s fixed maturity portfolio has the
potential to help reduce the negative effects of higher interest rates on the Company’s fixed maturity portfolio. The Company may also choose to hold its fixed
maturity portfolio to maturity which would result in the unrealized gains largely amortizing through net investment income.
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Item 8. Financial Statements and Supplementary Data
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
TO THE BOARD OF DIRECTORS AND SHAREHOLDERS OF
ENDURANCE SPECIALTY HOLDINGS LTD.

We have audited Endurance Specialty Holdings Ltd.‘s internal control over financial reporting as of December 31, 2012, based on criteria established in
Internal Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (the COSO criteria). Endurance
Specialty Holdings Ltd.‘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 Management’s Report on Internal Control over Financial Reporting. 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, testing
and evaluating the design and operating effectiveness of internal control based on the assessed risk, and 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, Endurance Specialty Holdings Ltd. maintained, in all material respects, effective internal control over financial reporting as of December 31,
2012, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the consolidated balance sheets
of Endurance Specialty Holdings Ltd. as of December 31, 2012 and 2011, and the related consolidated statements of income (loss) and comprehensive income
(loss), changes in shareholders’ equity, and cash flows for each of the three years in the period ended December 31, 2012 and our report dated February 28,
2013 expressed an unqualified opinion thereon.

/s/ Ernst & Young Ltd.

Hamilton, Bermuda
February 28, 2013
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
TO THE BOARD OF DIRECTORS AND SHAREHOLDERS OF
ENDURANCE SPECIALTY HOLDINGS LTD.

We have audited the accompanying consolidated balance sheets of Endurance Specialty Holdings Ltd. as of December 31, 2012 and 2011, and the related
consolidated statements of income (loss) and comprehensive income (loss), changes in shareholders’ equity and cash flows for each of the three years in the
period ended December 31, 2012. These financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion
on these financial statements 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 financial statements referred to above present fairly, in all material respects, the consolidated financial position of Endurance Specialty
Holdings Ltd. at December 31, 2012 and 2011, and the consolidated results of its operations and its cash flows for each of the three years in the period ended
December 31, 2012, in conformity with U.S. generally accepted accounting principles.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), Endurance Specialty Holdings
Ltd.‘s internal control over financial reporting as of December 31, 2012, based on criteria established in Internal Control—Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission and our report dated February 28, 2013 expressed an unqualified opinion thereon.

/s/ Ernst & Young Ltd.

Hamilton, Bermuda

February 28, 2013
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ENDURANCE SPECIALTY HOLDINGS LTD.
CONSOLIDATED BALANCE SHEETS

DECEMBER 31, 2012 AND 2011
(In thousands of United States dollars except share amounts)

 

   
DECEMBER 31,

2012    
DECEMBER 31,

2011  
ASSETS     
Investments     

Fixed maturity investments, available for sale at fair value (amortized cost: $4,728,596 and $4,700,989 at
December 31, 2012 and 2011, respectively)   $ 4,868,150   $ 4,831,966 

Short-term investments, available for sale at fair value (amortized cost: $42,224 and $67,803 at December
31, 2012 and 2011, respectively)    42,230    67,802 

Equity securities, available for sale at fair value (cost: $76,997 and $56,381 at December 31, 2012 and
2011, respectively)    86,997    59,767 

Other investments    517,546    432,658 
Total investments    5,514,923    5,392,193 
Cash and cash equivalents    1,124,019    890,914 
Premiums receivable, net    601,952    544,017 
Insurance and reinsurance balances receivable    105,663    92,710 
Deferred acquisition costs    168,252    166,049 
Prepaid reinsurance premiums    166,702    149,670 
Losses recoverable    774,942    666,928 
Accrued investment income    27,166    29,708 
Goodwill and intangible assets    172,000    181,828 
Deferred tax asset    43,501    33,355 
Net receivable on sales of investments    9,144    77,821 
Other assets    86,708    67,422 
Total assets   $ 8,794,972   $8,292,615 
LIABILITIES     
Reserve for losses and loss expenses   $ 4,240,876   $ 3,824,224 
Reserve for unearned premiums    965,244    932,108 
Deposit liabilities    22,220    26,887 
Reinsurance balances payable    110,843    189,488 
Debt    527,339    528,118 
Net payable on purchases of investments    81,469    55,243 
Other liabilities    136,384    125,382 
Total liabilities    6,084,375    5,681,450 
Commitments and contingent liabilities     
SHAREHOLDERS’ EQUITY     
Preferred shares     

Series A and B, total liquidation preference $430,000 (2011 – $430,000)    17,200    17,200 
Common shares     

Ordinary – 43,116,394 issued and outstanding (2011 – 43,086,834)    43,116    43,087 
Additional paid-in capital    527,915    526,910 
Accumulated other comprehensive income    152,463    130,392 
Retained earnings    1,969,903    1,893,576 
Total shareholders’ equity    2,710,597    2,611,165 
Total liabilities and shareholders’ equity   $ 8,794,972   $8,292,615 

See accompanying notes to the consolidated financial statements.
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ENDURANCE SPECIALTY HOLDINGS LTD.
CONSOLIDATED STATEMENTS OF INCOME (LOSS) AND COMPREHENSIVE INCOME (LOSS)

FOR THE YEARS ENDED DECEMBER 31, 2012, 2011, AND 2010
(In thousands of United States dollars, except share and per share amounts)

 
   2012   2011   2010  
Revenues     

Gross premiums written   $ 2,549,026  $ 2,467,114  $ 2,053,236 
Ceded premiums written    (519,531)   (487,293)   (289,492) 
Net premiums written    2,029,495   1,979,821   1,763,744 
Change in unearned premiums    (15,595)   (48,428)   (22,631) 
Net premiums earned    2,013,900   1,931,393   1,741,113 
Net investment income    173,326   147,037   200,358 
Net realized and unrealized investment gains    72,139   31,671   22,488 
Total other-than-temporary impairment losses    (364)   (2,659)   (2,695) 
Portion of loss recognized in other comprehensive income    (483)   (861)   (1,249) 
Net impairment losses recognized in earnings (losses)    (847)   (3,520)   (3,944) 
Other underwriting loss    (2,183)   (3,547)   (1,636) 

Total revenues    2,256,335   2,103,034   1,958,379 
Expenses     

Net losses and loss expenses    1,520,995   1,632,666   1,038,100 
Acquisition expenses    303,179   282,911   264,228 
General and administrative expenses    235,689   264,152   241,920 
Amortization of intangibles    10,347   11,213   10,460 
Net foreign exchange gains    (15,911)   (7,422)   (2,989) 
Interest expense    36,174   36,254   34,762 

Total expenses    2,090,473   2,219,774   1,586,481 
Income (loss) before income taxes    165,862   (116,740)   371,898 

Income tax (expense) benefit    (3,346)   23,006   (7,160) 
Net income (loss)    162,516   (93,734)   364,738 

Preferred dividends    (32,750)   (24,125)   (15,500) 
Net income (loss) available (attributable) to common and participating     
common shareholders   $ 129,766  $ (117,859)  $ 349,238 
Comprehensive income (loss)     

Net income (loss)   $ 162,516  $ (93,734)  $ 364,738 
Other comprehensive income     
Net unrealized holding gains on investments arising during the period (net of applicable deferred

income taxes in 2012—$6,155; 2011—($6,914); 2010—($4,482))    88,987   39,805   108,862 
Portion of other-than-temporary impairment losses recognized in other comprehensive income (net

of applicable deferred income taxes in 2012—$16; 2011—$69; 2010—nil)    467   792   1,249 
Reclassification adjustment for net realized gains and net impairment losses included in net income

(loss)    (70,538)   (27,438)   (18,544) 
Foreign currency translation adjustments    3,067   (1,268)   (5,232) 
Reclassification adjustment for net losses on derivatives designated as cash flow hedge included in

net income (loss)    88   88   88 
Other comprehensive income    22,071   11,979   86,423 
Comprehensive income (loss)   $ 184,587  $ (81,755)  $ 451,161 
Per share data     

Basic earnings (losses) per common share   $ 3.00  $ (2.95)  $ 6.73 
Diluted earnings (losses) per common share   $ 3.00  $ (2.95)  $ 6.38 
Dividend per common share   $ 1.24  $ 1.20  $ 1.00 

See accompanying notes to the consolidated financial statements.
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ENDURANCE SPECIALTY HOLDINGS LTD.
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY

FOR THE YEARS ENDED DECEMBER 31, 2012, 2011 AND 2010
(In thousands of United States dollars)

 
   2012   2011   2010  
Preferred shares     

Balance, beginning of year    17,200   8,000   8,000 
Issuance of series B, non-cumulative preferred shares    —     9,200   —   
Balance, end of year   $ 17,200  $ 17,200  $ 8,000 

Common shares     
Balance, beginning of year    43,087   47,218   55,116 
Issuance of common shares, net of forfeitures    280   3,360   775 
Repurchase of common shares    (251)   (7,491)   (8,673) 
Balance, end of year    43,116   43,087   47,218 

Additional paid-in capital     
Balance, beginning of year    526,910   613,915   929,577 
Issuance of common shares, net of forfeitures    2,820   23,329   6,606 
Issuance of series B, non-cumulative preferred shares    —     214,822   —   
Issuance of restricted share units in lieu of dividends    —     —     (65) 
Public offering and registration costs    —     (586)   63 
Repurchase of common shares and share equivalents    (9,754)   (333,313)   (329,394) 
Settlement of equity awards    (3,272)   (6,074)   (5,209) 
Stock-based compensation expense    11,211   14,817   12,337 
Balance, end of year    527,915   526,910   613,915 

Accumulated other comprehensive income     
Cumulative foreign currency translation adjustments:     

Balance, beginning of year    9,609   10,877   16,109 
Foreign currency translation adjustments    3,067   (1,268)   (5,232) 
Balance, end of year    12,676   9,609   10,877 

Unrealized holding gains on investments, net of deferred taxes:     
Balance, beginning of year    122,815   109,656   18,089 
Net unrealized holding gains arising during the period, net of reclassification adjustment    18,449   12,367   90,318 
Other-than-temporary impairment losses during the year    467   792   1,249 
Balance, end of year    141,731   122,815   109,656 

Accumulated derivative loss on cash flow hedging instruments:     
Balance, beginning of year    (2,032)   (2,120)   (2,208) 
Net change from current period hedging transactions, net of reclassification adjustment    88   88   88 
Balance, end of year    (1,944)   (2,032)   (2,120) 

Total accumulated other comprehensive income    152,463   130,392   118,413 
Retained earnings     

Balance, beginning of year    1,893,576   2,060,607   1,762,600 
Net income (loss)    162,516   (93,734)   364,738 
Issuance of restricted share units in lieu of dividends    —     —     6 5 
Dividends on preferred shares    (32,750)   (24,125)   (15,500) 
Dividends on common shares    (53,439)   (49,172)   (51,296) 
Balance, end of year    1,969,903   1,893,576   2,060,607 

Total shareholders’ equity   $ 2,710,597  $2,611,165  $ 2,848,153 

See accompanying notes to the consolidated financial statements.
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ENDURANCE SPECIALTY HOLDINGS LTD.
CONSOLIDATED STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED DECEMBER 31, 2012, 2011 AND 2010
(In thousands of United States dollars)

 
   2012   2011   2010  
Cash flows provided by operating activities:   

Net income (loss)   $ 162,516  $ (93,734)  $ 364,738 
Adjustments to reconcile net income (loss) to net cash provided by operating activities:     

Amortization of net premium on investments    26,077   17,878   9,365 
Amortization of other intangibles and depreciation    22,678   24,023   20,565 
Net realized and unrealized investment gains    (72,139)   (31,671)   (22,488) 
Net impairment losses recognized in earnings (losses)    847   3,520   3,944 
Deferred taxes    (5,828)   (9,324)   (20,707) 
Stock-based compensation expense    11,211   14,817   12,337 
Equity in (earnings) losses of other investments    (49,059)   694   (40,281) 
Premiums receivable, net    (57,935)   251,710   (243,510) 
Insurance and reinsurance balances receivable    (12,953)   (60,828)   (18,751) 
Deferred acquisition costs    (2,203)   (11,565)   (7,505) 
Prepaid reinsurance premiums    (17,032)   (41,693)   12,964 
Losses recoverable    (108,014)   (347,579)   148,315 
Accrued investment income    2,542   3,226   (2,567) 
Other assets    8,830   5,690   7,918 
Reserve for losses and loss expenses    416,652   504,297   162,901 
Reserve for unearned premiums    33,136   89,954   9,593 
Deposit liabilities    (4,667)   (5,618)   (10,133) 
Reinsurance balances payable    (78,645)   (39,904)   8,425 
Other liabilities    (3,180)   7,392   12,051 

Net cash flows provided by operating activities    272,834   281,285   407,174 
Cash flows provided by investing activities     

Proceeds from sales of available for sale investments    4,143,528   3,034,880   3,422,539 
Proceeds from maturities and calls on available for sale investments    943,445   1,086,854   1,302,183 
Proceeds from the redemption of other investments    79,225   14,493   15,183 
Purchases of available for sale investments    (4,964,345)   (3,870,547)   (4,733,421) 
Purchases of other investments    (115,054)   (71,193)   (202) 
Net settlements of other assets    (15,123)   (457)   —   
Purchases of fixed assets    (13,221)   (11,254)   (6,160) 
Change in securities lending collateral received    —     59,886   7,027 
Net cash paid for subsidiary acquisition    (1,519)   (4,557)   (964) 

Net cash flows provided by investing activities    56,936   238,105   6,185 
Cash flows used in financing activities     

Issuance of common shares    2,935   26,489   7,209 
Issuance of series B, non-cumulative preferred shares    —     224,022   —   
Repurchase of common shares    (10,005)   (344,272)   (338,510) 
Change in securities lending payable    —     (59,886)   (7,082) 
Settlement of equity awards    (3,272)   (6,074)   (5,209) 
Offering and registration costs paid    —     (586)   (2,064) 
Proceeds from issuance of debt    972   847   81,872 
Repayments and repurchases of debt    (2,017)   (1,345)   (1,277) 
Dividends on preferred shares    (32,750)   (24,125)   (15,500) 
Dividends on common shares    (53,439)   (49,172)   (51,301) 

Net cash flows used in financing activities    (97,576)   (234,102)   (331,862) 
Effect of exchange rate changes on cash and cash equivalents    911   (4,226)   (589) 
Net increase in cash and cash equivalents    233,105   281,062   80,908 
Cash and cash equivalents, beginning of year    890,914   609,852   528,944 
Cash and cash equivalents, end of year   $ 1,124,019  $ 890,914  $ 609,852 

See accompanying notes to the consolidated financial statements.
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ENDURANCE SPECIALTY HOLDINGS LTD.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(Amounts in tables expressed in thousands of United States dollars, except

for ratios, share and per share amounts)
 
1. Organization

Endurance Specialty Holdings Ltd. (“Endurance Holdings”) was organized as a Bermuda holding company on June 27, 2002. Endurance Holdings
writes specialty lines of insurance and reinsurance on a global basis through its wholly-owned operating subsidiaries:

 
Operating Subsidiaries   Domicile
Endurance Specialty Insurance Ltd. (“Endurance Bermuda”)   Bermuda
Endurance Worldwide Insurance Limited (“Endurance U.K.”)   England
Endurance Reinsurance Corporation of America (“Endurance U.S. Reinsurance”)   Delaware
Endurance American Insurance Company (“Endurance American”)   Delaware
Endurance American Specialty Insurance Company (“Endurance American Specialty”)   Delaware
Endurance Risk Solutions Assurance Co. (“Endurance Risk Solutions”)   Delaware
American Agri-Business Insurance Company (“American Agri-Business”), managed by ARMtech Insurance Services, Inc. (together with

American Agri-Business, “ARMtech”)   

Texas

 
2. Summary of significant accounting policies

The consolidated financial statements have been prepared on the basis of accounting principles generally accepted in the United States (“U.S. GAAP”)
and include the accounts of Endurance Holdings and its wholly-owned subsidiaries, which are collectively referred to herein as the “Company.” All
intercompany transactions and balances have been eliminated in consolidation. The following are significant accounting and reporting policies adopted
by the Company:

 

 (a) Premiums and related expenses

The Company’s insurance premiums are earned pro rata over the terms of the applicable risk period specified in the insurance policy. The
Company’s insurance policies cover losses occurring or claims made during the term of the policy. Generally, the Company receives a fixed
premium which is identified in the policy and is recorded on the inception date of the contract or when premiums are determinable and earned
evenly over the policy term. This premium will only adjust if the underlying insured values adjust. Accordingly, the Company monitors the
underlying insured values and records additional or return premiums in the period in which amounts are reasonably determinable.

The Company’s reinsurance premiums are earned in proportion to the amount of reinsurance protection provided over the applicable risk period
established in the reinsurance contract. Reinsurance contracts written on a losses occurring basis cover losses which occur during the term of the
reinsurance contract, typically 12 months. Accordingly, the Company earns the premium on a losses occurring reinsurance contract evenly over
the reinsurance contract term. Reinsurance contracts written on a policies attaching basis cover losses from the underlying insurance policies
incepting during the terms of the reinsurance contracts. Losses under a policies attaching reinsurance contract may occur after the end date of the
reinsurance contract, so long as they are losses from policies which began during the reinsurance contract period. The Company typically earns
the premiums for policies attaching reinsurance contracts over a 24-month period in proportion to the amount of reinsurance protection provided to
reflect the extension of the risk period past the term of the contract and the varying levels of reinsurance protection provided during the reinsurance
contract period.

In addition to the applicable risk period, the Company’s estimate of its reinsurance premiums written is based on the type of reinsurance contracts
underwritten. For excess of loss reinsurance contracts, the deposit premium, as defined in the contract, is generally considered to be the best
estimate of the reinsurance contract’s written premium at inception. The Company earns reinstatement premiums upon the occurrence of a loss
under the reinsurance contract. Reinstatement premiums are calculated in accordance with the contract terms based upon the ultimate loss estimate
associated with each contract. For proportional reinsurance contracts, the Company estimates premium, commissions and related expenses based
on broker and ceding company estimates and also utilizes judgment in establishing proportional reinsurance contract estimates.
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ENDURANCE SPECIALTY HOLDINGS LTD.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(Amounts in tables expressed in thousands of United States dollars, except

for ratios, share and per share amounts)
 
2. Summary of significant accounting policies, cont’d.
 
 (a) Premiums and related expenses, cont’d.
 

Premiums on the Company’s excess of loss and proportional reinsurance contracts are estimated at the time the business is underwritten.
Accordingly, this is the amount the Company records as written premium in the period the reinsurance contract is underwritten. As actual
premiums are reported by the ceding companies, management evaluates the appropriateness of the original premium estimates and any
adjustments to these estimates are recorded in the period in which they become known.

Acquisition expenses are costs that vary with and are directly related to the successful production of new and renewal business, and consist
principally of commissions and brokerage expenses. Acquisition and general and administrative expenses are shown net of commissions, other
fees and expense allowances associated with and earned on ceded business. These costs are deferred and amortized over the periods in which the
related premiums are earned. Deferred acquisition costs are limited to their estimated realizable value based on the related unearned premiums.
Anticipated net investment income is considered in determining the recoverability of deferred acquisition costs.

 

 (b) Reserve for losses and loss expenses

The Company’s reserve for losses and loss expenses includes case reserves and reserves for losses incurred but not reported (referred to as “IBNR
reserves”). Case reserves are established for losses that have been reported, but not yet paid. IBNR reserves represent the estimated ultimate cost of
events or conditions that have not been reported to or specifically identified by the Company, but have occurred. Case reserves and IBNR reserves
are established by management based on reports from reinsurance intermediaries, ceding companies and insureds, and consultations with
independent legal counsel. In addition, reserves for IBNR losses and loss expenses are established by management based on reported losses and
loss expenses, and actuarially determined estimates of ultimate losses and loss expenses.

The Company uses a variety of actuarial methods to estimate the ultimate losses and loss expenses incurred by the Company. One actuarial
method used by the Company to estimate reserves for losses and loss expenses is the expected loss ratio approach, which is based on expected
results independent of current loss reporting activity. This approach is typically used for immature loss periods (i.e., the current accident year).
Another actuarial method used by the Company to estimate reserves for losses and loss expenses is known as the Bornhuetter-Ferguson method.
The Bornhuetter-Ferguson method uses an initial loss estimate (expected loss technique) for each accident year by business line and type of
contract. Under this method, IBNR is set equal to the initial loss estimate multiplied by the expected percent of loss yet to be reported at each
valuation date. In a given quarter, if reported losses are less than expected, then the difference would result in a decrease in estimated ultimate
losses. If losses are greater than expected, then the difference would result in an increase in estimated ultimate losses. A third actuarial method used
by the Company to estimate reserves for losses and loss expenses is known as the loss development method. The loss development method
extrapolates the current value of reported losses to ultimate expected losses by using selected reporting patterns of losses over time. The selected
reporting patterns are based on historical information (organized into loss development triangles) and are adjusted to reflect the changing
characteristics of the book of business written by the Company. Management uses these multiple actuarial methods, supplemented with
professional judgment, to establish the best estimate of reserves for losses and loss expenses.
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ENDURANCE SPECIALTY HOLDINGS LTD.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(Amounts in tables expressed in thousands of United States dollars, except

for ratios, share and per share amounts)
 
2. Summary of significant accounting policies, cont’d.
 
 (b) Reserve for losses and loss expenses, cont’d.
 

The Company’s loss and loss expense reserves are reviewed regularly, and adjustments, if any, are reflected in earnings in the period in which
they become known. The establishment of new loss and loss expense reserves or the adjustment of previously recorded loss and loss expense
reserves could result in significant positive or negative changes to the Company’s financial condition for any particular period. While management
believes the Company’s estimate of loss and loss expense reserves is reasonable, the ultimate loss experience may not be reliably predicted, and it
is possible losses and loss expenses may be materially different than the total reserve for losses and loss expenses recorded by the Company.

 

 (c) Reinsurance

Losses recoverable represent estimates of losses and loss expenses that will be recovered from reinsurers. Amounts recoverable from reinsurers are
estimated in a manner consistent with the provisions of the reinsurance agreements and consistent with the establishment of the Company’s
reserve for losses and loss expenses. Ceding commissions earned on ceded business are classified as an offset to acquisition and general and
administrative expenses.

 

 (d) Investments

The Company currently classifies its fixed maturity investments, short-term investments and equity securities as “available for sale” and,
accordingly, they are carried at estimated fair value, with related net unrealized gains or losses excluded from earnings and included in
shareholders’ equity as a component of accumulated other comprehensive income. The Company determines the fair value of its available-for-sale
investments in accordance with current accounting guidance, which defines fair value and establishes a fair value hierarchy based on inputs to
the various valuation techniques used for each fair value measurement. The use of valuation techniques for any given investment requires a
significant amount of judgment and consideration of factors specific to the underlying investment. Fair value measurements determined by the
Company seek to maximize observable inputs and minimize the use of unobservable inputs. Current accounting guidance establishes three levels
as follows:

Level 1: Unadjusted quoted prices in active markets for identical assets or liabilities.

Level 2: Quoted prices for similar assets in markets that are active, quoted prices for identical or similar assets in markets that are not
active or inputs that are observable either directly or indirectly. Level 2 inputs include quoted prices for similar assets or liabilities other
than quoted prices in Level 1; quoted prices in markets that are not active; or other inputs that are observable or can be derived
principally from or corroborated by observable market data for substantially the full term of the assets or liabilities.

Level 3: Unobservable inputs that are supported by little or no market activity and are significant to the fair value of the assets or
liabilities. Unobservable inputs reflect the Company’s own views about the assumptions that market participants would use in pricing the
asset or liability. Level 3 assets and liabilities include financial instruments whose values are determined using pricing models, discounted
cash flow methodologies, or similar techniques, as well as instruments for which the determination of fair value requires significant
judgment or estimation.
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ENDURANCE SPECIALTY HOLDINGS LTD.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(Amounts in tables expressed in thousands of United States dollars, except

for ratios, share and per share amounts)
 
2. Summary of significant accounting policies, cont’d.
 
 (d) Investments, cont’d.
 

The Company determines the estimated fair value of each individual security utilizing the highest level inputs available. Transfers between levels
are assumed to occur at the end of each period.

If the Company has the intent to sell an available for sale security or it is more likely than not that the Company will be required to sell the
security, the Company deems the security to be other-than-temporarily impaired and writes down the value to fair value, thereby establishing a
new cost basis. The amount of the write-down is recognized in earnings as an other-than-temporary impairment (“OTTI”) loss.

For fixed maturity and short-term investments in an unrealized loss position for which a decision to sell has not been made and it is not more
likely than not that the Company will be required to sell the security, the Company performs additional reviews to determine whether the
investment will recover its amortized cost.

If the amortized cost of the Company’s fixed maturity and short-term investments is, based upon the judgment of management, unlikely to be
recovered, the Company writes down the investment by the amount representing the credit related portion of the decline in value, thereby
establishing a new cost basis. The amount of the write-down is recognized in earnings as an OTTI loss. The new cost basis is not changed for
subsequent recoveries in fair value.

To the extent the Company determines that the amortized cost of the Company’s fixed maturity and short-term investments is likely to be
recovered and the decline in value is related to non-credit factors (such as interest rates, market conditions, etc.) and not due to credit related
factors, that remaining non-credit portion of the unrealized loss is recorded as a part of accumulated other comprehensive income in the
shareholders’ equity section of the Company’s balance sheet.

For equity securities in an unrealized loss position for which a decision to sell has not been made and it is not more likely than not that the
Company will be required to sell the equity security, the Company considers its ability and intent to hold the equity security in an unrealized loss
position for a reasonable period of time to allow for a full recovery. When the Company determines that the decline in value of an equity security is
other-than-temporary, the Company reduces the cost of the equity security to its fair value and recognizes the loss in the Consolidated Statements
of Income (Loss) and Comprehensive Income (Loss). The new cost basis is not changed for subsequent recoveries in fair value.

Other investments within the Company’s investment portfolio, which are comprised of (i) hedge funds and private investment funds that
generally invest in senior secured bank debt, high yield debt securities, distressed debt, distressed real estate, derivatives and equity long/short
strategies (“alternative funds”) and (ii) high yield loan and convertible debt funds (“specialty funds”) are accounted for using the equity method of
accounting whereby the initial investment is recorded at cost. The carrying values of these investments are increased or decreased to reflect the
Company’s share of income or loss, which is included in net investment income, and are decreased for dividends. Due to the timing of the
delivery of the final valuations reported by the managers of certain of our alternative and specialty funds, our investments in those funds are
estimated based on the most recently available information including period end valuation statements, period end estimates, or, in some cases,
prior month or quarter valuation statements.
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ENDURANCE SPECIALTY HOLDINGS LTD.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(Amounts in tables expressed in thousands of United States dollars, except

for ratios, share and per share amounts)
 
2. Summary of significant accounting policies, cont’d.
 
 (d) Investments, cont’d.
 

The Company participated in a securities lending program until July 2011. Under this program fixed maturity investments were loaned by the
Company to third parties, primarily major brokerage firms and commercial banks. The Company retained all economic interest in the securities
it lent, retained the earnings and cash flows associated with the loaned securities and received a fee from the borrower for the temporary use of the
securities. The borrowers of the Company’s securities provided the Company with collateral, typically cash, which the Company separately
maintained. The Company typically invested such collateral in overnight repurchase agreements. All securities on loan were issued on a term or
overnight basis and were subject to daily recall at the Company’s discretion. Upon the termination of the securities lending program, the
Company recalled all securities on loan and refunded all collateral previously held as part of the program.

 

 (e) Cash equivalents

Cash equivalents include highly liquid short-term deposits and securities with maturities of ninety days or less at the time of purchase. Cash
equivalents are valued at amortized cost, which approximates fair value due to the short-term, liquid nature of these securities.

 

 (f) Intangible assets

Identifiable intangible assets are amortized in accordance with their useful lives. Goodwill and intangible assets with indefinite useful lives are not
amortized but are tested for impairment annually or more often if impairment indicators arise. In making an assessment of the value of its
goodwill, the Company uses both market based and non-market based valuations.

Assumptions underlying these valuations include forecasts of discounted future cash flows and future profits in addition to an analysis of the
Company’s stock price relative to both its book value and its net income (loss).

 

 (g) Offering and registration costs

Offering and registration costs incurred in connection with equity offerings, including investment banking fees and legal fees, are deducted from
the proceeds of the offerings.

 

 (h) Foreign exchange

Assets and liabilities of foreign operations whose functional currency is not the United States dollar are translated at exchange rates in effect at the
balance sheet date. Revenues and expenses of such foreign operations are translated at weighted average exchange rates during the year. The effect
of the translation adjustments for foreign operations is included in accumulated other comprehensive income, net of applicable deferred income
taxes. Other monetary assets and liabilities denominated in foreign currencies are revalued at the exchange rates in effect at the balance sheet date
with the resulting net foreign exchange gains and losses included in earnings (losses). Revenues and expenses denominated in foreign currencies
are translated at the prevailing exchange rate on the transaction date.
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2. Summary of significant accounting policies, cont’d.
 
 (i) Derivatives

Current accounting guidance requires the recognition of all derivative financial instruments including embedded derivative instruments, as either
assets or liabilities in the Consolidated Balance Sheets at fair value.

The Company may use various derivative instruments such as foreign exchange forward, future and option contracts; interest rate futures,
swaps, swaptions, and options; credit default swaps; commodity futures and options; weather swaps and options; and to-be-announced
mortgage-backed securities to manage exposure to interest rate and currency risk, to enhance the efficiency of the investment portfolio, to
economically hedge certain risks, and as part of its weather risk management business. These contracts do not qualify, and are not designated, as
hedges. Thus, changes in fair value and any realized gains (losses) are recognized in net realized and unrealized gains, net foreign exchange gains,
or other underwriting loss in the Consolidated Statements of Income (Loss) and Comprehensive Income (Loss). Margin balances required of
counterparties are included in cash and cash equivalents. Where the Company has entered into master netting agreements with counterparties, or
the Company has the legal and contractual right to offset positions, the derivative positions are generally netted by the counterparty and are
reported accordingly in other assets and other liabilities in the Consolidated Balance Sheets.

 

 (j) Income taxes

The Company accounts for income taxes for its subsidiaries operating in taxable jurisdictions. Deferred income taxes reflect the net tax effect of
temporary differences between the carrying amounts of assets and liabilities for financial reporting purposes and the amounts used for income tax
purposes. A valuation allowance is provided when it is more likely than not that some portion of the deferred tax assets will not be realized. The
accounting guidance allows for the recognition of tax benefits of uncertain tax positions only where the position is more likely than not to be
sustained assuming examination by tax authorities. A liability is established for any tax benefit claimed in a tax return in excess of this threshold.
Income tax related interest and penalties are included as income tax expense (benefit).

 

 (k) Stock compensation and other stock plans

The Company has a stock-based employee and non-employee director equity incentive plan (“2007 Equity Incentive Plan”) and other stock plans
which are described more fully in Note 15. The fair value of the compensation cost incurred under these plans is measured at the grant date and
is expensed over the period for which the employee is required to provide services in exchange for the award. Forfeiture benefits are estimated at the
time of grant and incorporated in the determination of share-based compensation costs. Awards under the 2007 Equity Incentive Plan vest over
four years for employees and one year for non-employee directors.

 

 (l) Earnings per share

The two-class method utilized by the Company is an earnings allocation formula that determines earnings (losses) per share for the holders of
Endurance Holdings’ ordinary shares (also referred to as “common shares”) and participating common shares, which includes unvested
restricted shares that receive cash dividends, according to dividends declared (or accumulated) and participation rights in undistributed earnings.
Net income (loss) available (attributable) to common and participating common shareholders is reduced by the amount of dividends declared in
the current period and by the contractual amount of dividends that must be paid for the current period related to the Company’s common and
participating common shares. Any remaining undistributed earnings are allocated to the common and participating common shareholders to the
extent that each security may share in earnings as if all of the earnings for the period had been distributed. In periods of loss, no losses are
allocated to participating common shareholders. Instead, all such losses are allocated solely to the common shareholders.
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2. Summary of significant accounting policies, cont’d.
 
 (l) Earnings per share, cont’d.
 

Basic earnings (losses) per common share are calculated by dividing net income (loss) available (attributable) to common shareholders by the
weighted average number of common shares outstanding. The weighted average number of common shares excludes any dilutive effect of
outstanding warrants, options and convertible securities such as unvested restricted shares.

Diluted earnings (losses) per common share are based on the weighted average number of common shares and assumes the exercise of all dilutive
stock warrants and options and the vesting or conversion of all convertible securities such as unvested restricted shares using the two-class
method described above.

 

 (m) Use of estimates

The preparation of financial statements in conformity with U.S. GAAP requires management to make estimates and assumptions that affect the
reported and disclosed amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements
and the reported amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates.

 

 (n) Variable interest entity

Entities that do not have sufficient equity at risk to allow the entity to finance its activities without additional financial support or in which the
equity investors, as a group, do not have the characteristic of a controlling financial interest are referred to as variable interest entities (“VIE”). A
VIE is consolidated by the variable interest holder that is determined to have the controlling financial interest (primary beneficiary) as a result of
having both the power to direct the activities of a VIE that most significantly impact the VIE’s economic performance and the obligation to absorb
losses or right to receive benefits from the VIE that could potentially be significant to the VIE. The Company determines whether it is the primary
beneficiary of an entity subject to consolidation based on a qualitative assessment of the VIE’s capital structure, contractual terms, nature of the
VIE’s operations and purpose and the Company’s relative exposure to the related risks of the VIE on the date it becomes initially involved in the
VIE. The Company reassesses its VIE determination with respect to an entity on an ongoing basis. See also Note 3.

 

 (o) Reclassifications

Certain comparative information has been reclassified to conform to current year presentation. The Company identified immaterial mis-
classifications of certain tax and foreign exchange effects on the Company’s investment portfolio in the 2008 and 2009 financial statements. The
Company reclassified these tax and foreign exchange effects on the investment portfolio between accumulated other comprehensive income and
retained earnings within the Condensed Consolidated Balance Sheet for the year ended December 31, 2011. The reclassifications had no impact
on earnings or total shareholders’ equity for the year ended December 31, 2011.
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2. Summary of significant accounting policies, cont’d.
 
 (p) Recent accounting pronouncements

In July 2012, the Financial Accounting Standards Board (the “FASB”) issued Accounting Standards Update (“ASU”) 2012-02 “Intangibles –
Goodwill and Other (Topic 350): Testing Indefinite-Lived Intangible Assets for Impairment” (“ASU 2012-02”). Under ASU 2012-02, an entity
has the option to first assess qualitative factors to determine whether the existence of events or circumstances leads to a determination that it is
more likely than not that the indefinite-lived intangible asset is impaired. If, after assessing the totality of events or circumstances, an entity
determines it is not more likely than not that the fair value of the indefinite-lived intangible asset is impaired, then the entity is not required to take
further action. In addition, an entity has the option to bypass the qualitative assessment for any indefinite-lived intangible asset in any period and
proceed directly to performing a quantitative impairment test.

ASU 2012-02 was effective for annual and interim impairment tests performed for fiscal years beginning after September 15, 2012, with early
adoption permitted. The Company adopted this standard prospectively on October 1, 2012. This standard did not have a material impact on the
Company’s consolidated financial statements.

In February 2013, the FASB issued ASU 2013-02 “Comprehensive Income (Topic 220): Reporting of Amounts Reclassified Out of Accumulated
Other Comprehensive Income” (“ASU 2013-02”). ASU 2013-02 requires entities to report, in one location, information about reclassifications out
of accumulated other comprehensive income (“AOCI”). ASU 2013-02 also requires companies to report changes in AOCI balances. For significant
items reclassified out of AOCI into net income in their entirety in the same reporting period, reporting (either on the face of the statement where net
income is presented or in the notes to the financial statements) is required about the effect of the reclassifications on the respective line items in the
statement where net income is presented. For items that are not reclassified into net income in their entirety in the same reporting period, a cross
reference to other disclosures currently required under US GAAP is required in the notes. The above information must be presented in one place
(parenthetically on the face of the financial statements by income statement line item or in a note to the financial statements).

ASU 2013-02 will be effective for fiscal years and interim periods beginning after December 15, 2012, with early adoption permitted.
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3. Investments

Composition of Net Investment Income and Invested Assets
The components of net investment income for the years ended December 31, 2012, 2011 and 2010 are as follows:

 
   2012   2011   2010  
Available for sale investments   $ 135,841  $160,580  $ 174,491 
Other investments    49,059   (694)   40,281 
Cash and cash equivalents    1,616   924   490 

  $186,516  $ 160,810  $215,262 
Investment expenses    (13,190)   (13,773)   (14,904) 
Net investment income   $ 173,326  $ 147,037  $ 200,358 

The following table summarizes the composition of the investment portfolio by investment type at December 31, 2012 and 2011:
 

   December 31, 2012   December 31, 2011  
Type of Investment   Fair Value    Percentage  Fair Value    Percentage 
Fixed maturity securities   $ 4,868,150    74.2 %  $ 4,831,966    76.6 % 
Cash and cash equivalents    1,051,694    16.0 %   913,492    14.5 % 
Other investments    517,546    7.9 %   432,658    6.9 % 
Short term investments    42,230    0.6 %   67,802    1.1 % 
Equity securities    86,997    1.3 %   59,767    0.9 % 
Total   $6,566,617    100.0 %  $6,305,685    100.0 % 

 
(1) Includes net receivable on sales of investments and net payable on purchases of investments.
(2) Consists of investments in alternative funds and specialty funds.
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3. Investments, cont’d.
 

The following table summarizes the composition by investment rating of the fixed maturity and short-term investments at December 31, 2012 and 2011.
In some cases, where bonds are unrated, the rating of the issuer has been applied.

 
   December 31, 2012   December 31, 2011  
Ratings   Fair Value    Percentage  Fair Value    Percentage 
U.S. government and agencies securities   $ 737,535    15.0 %  $ 1,269,123    25.9 % 
AAA/Aaa    993,277    20.2 %   941,500    19.2 % 
AA/Aa    1,821,250    37.1 %   1,665,593    34.0 % 
A/A    993,307    20.2 %   776,251    15.8 % 
BBB    219,017    4.5 %   130,864    2.7 % 
Below BBB    143,198    2.9 %   114,716    2.3 % 
Not rated    2,796    0.1 %   1,721    0.1 % 
Total   $ 4,910,380    100.0 %  $ 4,899,768    100.0 % 

 
(1) The credit rating for each asset reflected above was determined based on the rating assigned to the individual security by Standard & Poor’s Financial

Services LLC (“Standard & Poor’s”). If a rating is not supplied by Standard & Poor’s, the equivalent rating supplied by either Moody’s Investors
Service, Inc. (“Moody’s”) or Fitch Ratings is used.

Contractual maturities of the Company’s fixed maturity and short-term investments are shown below as of December 31, 2012 and 2011. Expected
maturities may differ from contractual maturities because borrowers may have the right to call or prepay obligations with or without call or prepayment
penalties.

 
   December 31, 2012    December 31, 2011  
   Amortized        Amortized      
   Cost    Fair Value    Cost    Fair Value  
Due within one year   $ 136,283   $ 137,567   $ 517,156   $ 520,755 
Due after one year through five years    1,725,927    1,765,662    1,732,335    1,773,553 
Due after five years through ten years    410,755    429,099    584,107    612,052 
Due after ten years    29,654    33,803    45,837    50,803 
Residential mortgage-backed securities    1,252,468    1,280,579    1,053,078    1,079,681 
Commercial mortgage-backed securities    759,930    800,581    520,067    547,290 
Asset-backed securities    455,803    463,089    316,212    315,634 
Total   $ 4,770,820   $ 4,910,380   $4,768,792   $4,899,768 
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3. Investments, cont’d.
 

In addition to the Company’s fixed maturity, short-term and equity investments, the Company invests in (i) hedge funds and private investment funds
that generally invest in senior secured bank debt, high yield debt securities, distressed debt, distressed real estate, derivatives and equity long/short
strategies (“alternative funds”) and (ii) high yield loan and convertible debt funds (“specialty funds”). The Company’s alternative funds and specialty
funds are recorded on the Company’s balance sheet as “other investments”. At December 31, 2012 and 2011, the Company had invested, net of capital
returned, a total of $394.5 million and $336.3 million, respectively, in other investments. At December 31, 2012 and 2011, the carrying value of other
investments was $517.5 million and $432.7 million, respectively. The following table summarizes the composition and redemption restrictions of other
investments as of December 31, 2012 and 2011:

 

December 31, 2012   Market Value   
Unfunded

Commitments   
Ineligible for

Redemption in 2013 
Alternative funds       

Hedge funds   $ 337,200   $ —     $ 61,161 
Private investment funds    35,219    29,483    35,219 

Total alternative funds    372,419    29,483    96,380 
Specialty funds       

High yield loan funds    105,886    —      —   
Convertible debt funds    39,241    —      —   

Total specialty funds    145,127    —      —   
Total other investments   $517,546   $ 29,483   $ 96,380 

 

December 31, 2011   
Market

Value    
Unfunded

Commitments   
Ineligible for

Redemption in 2012 
Alternative funds       

Hedge funds   $ 293,418   $ —     $ 43,250 
Private investment funds    16,408    18,061    16,408 

Total alternative funds    309,826    18,061    59,658 
Specialty funds       

High yield loan funds    97,894    —      23,940 
Convertible debt funds    24,938    —      —   

Total specialty funds    122,832   $ —     $ 23,940 
Total other investments   $432,658   $ 18,061   $ 83,598 

Hedge funds – The redemption frequency of the hedge funds range from monthly to biennially with notice periods from 30 to 90 days. Over one year, it
is estimated that the Company can liquidate approximately 82% of the hedge fund portfolio, with the remainder over the following two years.
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3. Investments, cont’d.
 

Private investment funds – The Company generally has no right to redeem its interest in any of these private investment partnerships in advance of
dissolution of the applicable partnership. Instead, the nature of these investments is that distributions are received by the Company in connection with
the liquidation of the underlying assets of the applicable limited partnership. It is estimated that the majority of the underlying assets of the limited
partnerships would liquidate over 5 to 10 years from inception of the limited partnership.

High yield loan funds – There are generally no restrictions on the Company’s right to redeem its interest in high yield loan funds with the exception of
certain redemption frequency and notice requirements. The redemption frequency of these funds ranges from monthly to quarterly with notice periods
from 30 to 90 days.

Convertible debt funds – There are generally no restrictions on the Company’s right to redeem its interest in convertible debt funds with the exception of
certain redemption frequency and notice requirements. The redemption frequency of these funds is monthly with a required notice period of 5 days.

Net Realized and Unrealized Investment Gains
Realized and unrealized investment gains and losses are recognized in earnings (losses) using the first in and first out method. The analysis of net
realized and unrealized investment gains for the years ended December 31, 2012, 2011 and 2010 are as follows:

 
   2012   2011   2010  
Gross realized gains on investment sales   $ 77,474  $ 50,884  $ 33,788 
Gross realized losses on investment sales    (6,164)   (18,500)   (11,300) 
Change in fair value of derivative financial instruments    829   (713)   —   
Net realized and unrealized investment gains   $72,139  $ 31,671  $ 22,488 

(1) For additional information on the Company’s derivative financial instruments, see Note 8.
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3. Investments, cont’d.
 

Unrealized Gains and Losses and Other-than-temporary Impairments
The Company classifies its investments in fixed maturity investments, short-term investments and equities as available for sale. The amortized cost,
fair value and related gross unrealized gains and losses and non-credit OTTI losses on the Company’s securities classified as available for sale at
December 31, 2012 and 2011 are as follows:

 
       Gross    Gross         
   Amortized    Unrealized    Unrealized       Non-Credit 
December 31, 2012   Cost    Gains    Losses   Fair Value    OTTI  
U.S. government and agencies securities   $ 718,992   $ 18,596   $ (53)  $ 737,535   $ —   
U.S. state and municipal securities    37,952    1,119    (177)   38,894    —   
Foreign government securities    106,218    3,264    (145)   109,337    —   
Government guaranteed corporate securities    62,782    1,682    —     64,464    —   
Corporate securities    1,334,451    40,555    (1,335)   1,373,671    —   
Residential mortgage-backed securities    1,252,468    30,426    (2,315)   1,280,579    (5,884) 
Commercial mortgage-backed securities    759,930    42,187    (1,536)   800,581    (53) 
Asset-backed securities    455,803    7,985    (699)   463,089    —   
Total fixed maturity investments   $4,728,596   $145,814   $(6,260)  $ 4,868,150   $(5,937) 
Short-term investments    42,224    6    —     42,230    —    
Total fixed income investments   $ 4,770,820   $145,820   $(6,260)  $ 4,910,380   $(5,937) 
Equity securities   $ 76,997   $ 10,621   $ (621)  $ 86,997   $ —   
 
(1) Balances include amounts related to collateralized debt obligations held with total fair values of $27.7 million.
(2) Represents total OTTI recognized in accumulated other comprehensive income. It does not include the change in fair value subsequent to the impairment

measurement date. At December 31, 2012, the gross unrealized loss related to fixed income investments for which a non-credit OTTI was recognized in
accumulated other comprehensive income was $0.4 million.
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3. Investments, cont’d.
 
       Gross    Gross         
   Amortized    Unrealized    Unrealized       Non-Credit 
December 31, 2011   Cost    Gains    Losses   Fair Value    OTTI  
U.S. government and agencies securities   $1,218,069   $ 51,140   $ (86)  $ 1,269,123   $ —    
U.S. state and municipal securities    52,274    1,262    (19)   53,517    —    
Foreign government securities    73,361    1,820    (184)   74,997    —    
Government guaranteed corporate securities    349,447    2,531    (153)   351,825    —    
Corporate securities    1,118,481    31,526    (10,108)   1,139,899    —    
Residential mortgage-backed securities    1,053,078    33,250    (6,647)   1,079,681    (7,932) 
Commercial mortgage-backed securities    520,067    30,293    (3,070)   547,290    (75) 
Asset-backed securities    316,212    2,336    (2,914)   315,634    —    
Total fixed maturity investments   $ 4,700,989   $154,158   $ (23,181)  $ 4,831,966   $ (8,007) 
Short-term investments    67,803    4    (5)   67,802    —    
Total fixed income investments   $4,768,792   $154,162   $(23,186)  $4,899,768   $ (8,007) 
Equity securities   $ 56,381   $ 4,162   $ (776)  $ 59,767   $ —    
 
(1) Balances include amounts related to collateralized debt obligations held with total fair values of $17.2 million.
(2) Represents total OTTI recognized in accumulated other comprehensive income. It does not include the change in fair value subsequent to the impairment

measurement date. At December 31, 2011, the gross unrealized loss related to fixed income investments for which a non-credit OTTI was recognized in
accumulated other comprehensive income was $1.5 million.
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3. Investments, cont’d.
 

The following tables summarize, for all available for sale securities in an unrealized loss position at December 31, 2012 and 2011, the aggregate fair
value and gross unrealized loss by length of time the security has continuously been in an unrealized loss position.

 
   Less than 12 months    12 months or greater    Total  
   Unrealized   Fair    Unrealized   Fair    Unrealized   Fair  
December 31, 2012   Losses   Value    Losses   Value    Losses   Value  
U.S. government and agencies securities   $ (53)  $ 48,570   $ —    $ —     $ (53)  $ 48,570 
U.S. state and municipal securities    (177)   6,905    —     —      (177)   6,905 
Foreign government securities    (139)   23,157    (6)   4,870    (145)   28,027 
Corporate securities    (1,305)   245,232    (30)   1,849    (1,335)   247,081 
Residential mortgage-backed securities    (1,920)   327,473    (395)   7,511    (2,315)   334,984 
Commercial mortgage-backed securities    (474)   79,125    (1,062)   11,625    (1,536)   90,750 
Asset-backed securities    (94)   53,471    (605)   8,123    (699)   61,594 
Total fixed maturity investments   $(4,162)  $ 783,933   $(2,098)  $ 33,978   $(6,260)  $817,911 
Short-term investments    —     —      —     —      —     —   
Total fixed income investments   $(4,162)  $ 783,933   $(2,098)  $ 33,978   $(6,260)  $817,911 
Equity securities   $ (581)  $ 9,384   $ (40)  $ 387   $ (621)  $ 9,771 
 
(1) Gross unrealized losses include unrealized losses on non-OTTI and non-credit OTTI securities recognized in accumulated other comprehensive income

at December 31, 2012.

As of December 31, 2012, 403 available for sale securities were in an unrealized loss position aggregating $6.9 million. Of those, 55 securities with
aggregated unrealized losses of $2.1 million at December 31, 2012 had been in a continuous unrealized loss position for twelve months or greater.
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3. Investments, cont’d.
 
   Less than 12 months    12 months or greater    Total  
   Unrealized   Fair    Unrealized   Fair    Unrealized   Fair  
December 31, 2011   Losses   Value    Losses   Value    Losses   Value  
U.S. government and agencies securities   $ (86)  $ 23,488   $ —    $ —     $ (86)  $ 23,488 
U.S. state and municipal securities    (19)   6,146    —     —      (19)   6,146 
Foreign government securities    (114)   12,565    (70)   4,592    (184)   17,157 
Government guaranteed corporate securities    (70)   25,157    (83)   8,232    (153)   33,389 
Corporate securities    (9,949)   233,894    (159)   5,784    (10,108)   239,678 
Residential mortgage-backed securities    (734)   77,079    (5,913)   93,170    (6,647)   170,249 
Commercial mortgage-backed securities    (2,381)   45,156    (689)   10,624    (3,070)   55,780 
Asset-backed securities    (2,361)   165,455    (553)   10,235    (2,914)   175,690 
Total fixed maturity investments   $ (15,714)  $ 588,940   $ (7,467)  $132,637   $ (23,181)  $ 721,577 
Short-term investments    (5)   6,740    —     —      (5)   6,740 
Total fixed income investments   $(15,719)  $595,680   $ (7,467)  $132,637   $(23,186)  $ 728,317 
Equity securities   $ (707)  $ 10,993   $ (69)  $ 776   $ (776)  $ 11,769 
 
(1) Gross unrealized losses include unrealized losses on non-OTTI and non-credit OTTI securities recognized in accumulated other comprehensive income

at December 31, 2011.

As of December 31, 2011, 556 available for sale securities were in an unrealized loss position aggregating $24.0 million. Of those, 94 securities with
aggregated unrealized losses of $7.5 million at December 31, 2011 had been in a continuous unrealized loss position for twelve months or greater.

The analysis of OTTI for the years ended December 31, 2012, 2011 and 2010 is as follows:
 

   2012   2011   2010  
Total other-than-temporary impairment losses   $(364)  $(2,659)  $(2,695) 
Portion of loss recognized in other comprehensive income    (483)   (861)   (1,249) 
Net impairment losses recognized in earnings (losses)   $(847)  $ (3,520)  $ (3,944) 

 
121

(1) (1) (1)



Table of Contents

ENDURANCE SPECIALTY HOLDINGS LTD.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(Amounts in tables expressed in thousands of United States dollars, except

for ratios, share and per share amounts)
 
3. Investments, cont’d.
 

Of the $0.8 million (2011—$3.5 million; 2010—$3.9 million) of OTTI losses recognized by the Company for the year ended December 31, 2012, the
majority of it was related to reductions in expected recovery values on mortgage-backed securities during the period. At December 31, 2012, the
Company did not have the intent to sell securities in an unrealized loss position and determined that it was unlikely that the Company would be required
to sell securities in an unrealized loss position.

The following table provides a roll-forward of the amount related to credit losses for the Company’s available for sale investments recognized in earnings
(losses) for which a portion of an OTTI loss was recognized in accumulated other comprehensive income for the years ended December 31, 2012, 2011
and 2010:

 
   2012   2011   2010  
Beginning balance   $(2,225)  $(10,214)  $(13,122) 
Addition for the amount related to the credit loss for which an other-than- temporary

impairment was not previously recognized    (3)   (46)   —   
Addition for the amount related to the credit loss for which an other-than- temporary

impairment was previously recognized    (502)   (1,226)   (1,249) 
Reductions for increases in cash flows expected to be collected that are recognized over

the remaining life of the security    —     —     —   
Reductions for securities sold during the year    730   9,261   4,157 
Ending balance at December 31   $ (2,000)  $ (2,225)  $ (10,214) 

Variable Interest Entities
The Company is involved in the normal course of business with VIEs primarily as a passive investor in residential and commercial mortgage-backed
securities and through its interests in various other investments that are structured as limited partnerships considered to be third party VIEs. The
Company determined that it was not the primary beneficiary for any of these investments as of December 31, 2012 and 2011. The Company believes its
exposure to loss with respect to these investments is generally limited to the investment carrying amounts reported in the Company’s consolidated
balance sheet and any unfunded investment commitments.
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4. Fair value measurement

The Company determines the fair value of the fixed maturity investments, short-term investments, equity securities, other investments, debt, and other
assets and liabilities in accordance with current accounting guidance, which defines fair value and establishes a fair value hierarchy based on inputs to
the various valuation techniques used for each fair value measurement. The Company determines the estimated fair value of each individual security
utilizing the highest level inputs available. Valuation inputs by security type may include the following:

 

 

•  Government and agencies fixed maturity securities – These securities are generally priced by pricing services or index providers. The pricing
services or index providers may use current market trades for securities with similar quality, maturity and coupon. If no such trades are
available, the pricing service typically uses analytical models which may incorporate option adjusted spreads, daily interest rate data and
market/sector news. The Company generally classifies the fair values of government and agencies securities in Level 2. Current issue U.S.
government securities are generally valued based on Level 1 inputs, which use the market approach valuation technique.

 

 

•  Government guaranteed corporate fixed maturity securities – These securities are generally priced by pricing services or index providers. The
pricing service or index providers may use current market trades for securities with similar quality, maturity and coupon. If no such trades are
available, the pricing service typically uses analytical spread models which may incorporate inputs from the U.S treasury curve or LIBOR. The
Company generally classifies the fair values of its government guaranteed corporate securities in Level 2.

 

 

•  Corporate fixed maturity securities – These securities are generally priced by pricing services or index providers. The pricing services or index
providers typically use discounted cash flow models that incorporate benchmark curves for treasury, swap and high issuance credits. Credit
spreads are developed from current market observations for like or similar securities. The Company generally classifies the fair values of its
corporate securities in Level 2.

 

 

•  Preferred equity securities – These securities are generally priced by pricing services or index providers. The pricing services or index providers
typically use discounted cash flow models that incorporate benchmark curves for treasury, swap and high issuance credits. Credit spreads are
developed from current market observations for like or similar securities. The Company generally classifies the fair values of its preferred equity
securities in Level 2.

 

 
•  Common equity securities – The Company invests in equity securities through an equity investment manager and exchange traded funds. These

funds and underlying securities are generally priced by pricing services based on quoted market prices in active markets. The Company generally
classifies the fair values of its common equity securities in Level 1.
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4. Fair value measurement, cont’d.
 

 

•  Other assets and liabilities – These securities consist of a variety of derivative instruments used to enhance the efficiency of the investment
portfolio and economically hedge certain risks. These instruments are generally priced by pricing services, broker/dealers and/or recent trading
activity. The market value approach valuation technique is used to estimate the fair value for these derivatives based on significant observable
market inputs. Certain derivative instruments are priced by pricing services based on quoted market prices in active markets. These derivative
instruments are generally classified in Level 1. Other derivative instruments are priced using industry valuation models and are considered Level
2, as the inputs to the valuation model are based on observable market inputs. Also included in this line item are proprietary, non-exchange traded
derivative-based risk management products primarily used to address weather and energy risks. The trading market for these weather derivatives
are generally linked to energy and agriculture commodities, weather and other natural phenomena. In instances where market prices are not
available, the Company uses industry or internally developed valuation techniques such as spread option, Black Scholes, quanto and simulation
modeling to determine fair value and classifies these in Level 3. These models may reference prices for similar instruments.

 

 

•  Structured securities including agency and non-agency, residential and commercial mortgage and asset-backed securities – These securities are
generally priced by broker/dealers. Broker/dealers may use current market trades for securities with similar qualities. If no such trades are
available, inputs such as bid and offer, prepayment speeds, the U.S. treasury curve, swap curve and cash settlement may be used in a
discounted cash flow model to determine the fair value of a security. The Company generally classifies the fair values of its structured securities
in Level 2.

 

 

•  Other investments – Other investments are comprised of alternative funds and specialty funds, are generally priced on net asset values (“NAV”)
received from the fund managers or administrators. Due to the timing of the delivery of the final NAV by certain of the fund managers, valuations
of certain alternative funds and specialty funds are estimated based on the most recently available information, including period end NAVs,
period end estimates, or, in some cases, prior month or prior quarter NAVs. As this valuation technique incorporates both observable and
significant unobservable inputs, the Company generally classifies the fair value of its other investments in Level 3.

 

 

•  Debt – Outstanding debt consists of the Company’s 6.15% Senior Notes due October 15, 2015 and the 7.0% Senior Notes due July 15, 2034
(the “Senior Notes”). The fair values of these securities were obtained from a third party pricing service and pricing was based on the spread
above the risk-free yield curve. These spreads are generally obtained from the new issue market, secondary trading and broker-dealer quotes. As
these spreads and the yields for the risk-free yield curve are observable market inputs, the fair values of the Senior Notes are classified in Level 2.

The carrying values of cash and cash equivalents, accrued investment income, net receivable on sales of investments, net payable on purchases of
investments, and other financial instruments not described above approximated their fair values at December 31, 2012 and 2011.
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4. Fair value measurement, cont’d.
 

The following table sets forth the Company’s available for sale investments, other investments, other assets and liabilities and debt categorized by the
level within the hierarchy in which the fair value measurements fall at December 31, 2012:

 
       Fair Value Measurements at December 31, 2012  
       Quoted          
       Prices in          
       Active    Significant      
       Markets for    Other    Significant  
   Total at    Identical    Observable    Unobservable  
   December 31,    Assets    Inputs    Inputs  
   2012    (Level 1)    (Level 2)    (Level 3)  
Assets         
U.S. government and agencies securities   $ 737,535   $ 39,889   $ 697,646   $ —    
U.S. state and municipal securities    38,894    —      38,894    —    
Foreign government securities    109,337    —       109,337    —    
Government guaranteed corporate securities    64,464    —       64,464    —    
Corporate securities    1,373,671    —       1,373,671    —    
Residential mortgage-backed securities    1,280,579    —       1,280,223    356 
Commercial mortgage-backed securities    800,581    —       796,761    3,820 
Asset-backed securities    463,089    —       458,768    4,321 
Total fixed maturity investments   $ 4,868,150   $ 39,889   $4,819,764   $ 8,497 
Short term investments    42,230    —       42,230    —    
Equity securities    86,997    66,312    20,685    —    
Other investments    517,546    —       —      517,546 
Other assets (see Note 8)    23,649    —       20,688    2,961 
Total assets   $5,538,572   $106,201   $ 4,903,367   $ 529,004 
Liabilities         
Other liabilities (see Note 8)   $ 10,660   $ —      $ 7,699   $ 2,961 
Debt    592,677    —       592,677    —    
Total liabilities   $ 603,337   $ —      $ 600,376   $ 2,961 

During 2012, there were no transfers into Level 1; however, the Company purchased current issue U.S. government securities and exchange traded
equity securities, which are classified as Level 1 securities. Short-term investments were transferred from Level 1 to Level 2 as they no longer qualified
as on the run U.S. treasury securities.

During 2012, fixed maturity investments were transferred from Level 3 to Level 2. The reclassifications were largely related to collateralized debt
obligation securities. During the year, the market activity for these securities increased and observable inputs became available. In addition, the
Company purchased asset-backed securities, which are classified as Level 3 securities, as no observable price was available. The Company used
pricing models with significant unobservable inputs in order to determine the fair value of these securities.

During 2012, the Company included its other investments within the fair value hierarchy as required by ASU 2011-04, which the Company adopted on
January 1, 2012. These securities are generally priced on NAV received from the fund managers or administrators. As this valuation technique
incorporates both observable and significant unobservable inputs, these investments are classified in Level 3.
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4. Fair value measurement, cont’d.
 

During 2012, the Company included its Senior Notes within the fair value hierarchy as required by ASU 2011-04. The fair value of the Senior Notes is
obtained from a third party pricing service and pricing is based on the spread above the risk-free yield curve. As the spreads and the yields for the risk-
free yield curve are observable market inputs, the fair value of the Senior Notes are classified as Level 2 securities.

During 2012, the Company wrote derivative-based risk management products used to address weather and energy risks. The trading market for these
weather derivatives are generally linked to energy and agriculture commodities, weather and other natural phenomena. In instances where market prices
are not available, the Company uses industry or internally developed valuation techniques to determine fair value, and therefore these products were
classified in Level 3.

The following table sets forth the Company’s available for sale investments and derivative instruments categorized by the level within the hierarchy in
which the fair value measurements fall at December 31, 2011:

 
       Fair Value Measurements at December 31, 2011  
       Quoted          
       Prices in          
       Active    Significant      
       Markets for    Other    Significant  
   Total at    Identical    Observable    Unobservable 
   December 31,    Assets    Inputs    Inputs  
   2011    (Level 1)    (Level 2)    (Level 3)  
Assets         
U.S. government and agencies securities   $ 1,269,123   $ —      $ 1,269,123   $ —    
U.S. state and municipal securities    53,517    —       53,517    —    
Foreign government securities    74,997    —       74,997    —    
Government guaranteed corporate securities    351,825    —       351,825    —    
Corporate securities    1,139,899    —       1,139,899    —    
Residential mortgage-backed securities    1,079,681    —       1,079,172    509 
Commercial mortgage-backed securities    547,290    —       537,405    9,885 
Asset-backed securities    315,634    —       315,634    —    
Total fixed maturity investments   $ 4,831,966   $ —      $ 4,821,572   $ 10,394 
Short term investments    67,802    9,800    58,002    —    
Equity securities    59,767    34,681    25,086    —    
Other assets (see Note 8)    513    —       513    —    
Total assets   $ 4,960,048   $ 44,481   $ 4,905,173   $ 10,394 
Liabilities         
Other liabilities (see Note 8)   $ 891   $ —      $ 891   $ —    

At December 31, 2011, the carrying value of the Company’s other investments was $432.7 million, which approximates fair value. At December 31,
2011, the carrying value of the Company’s Senior Notes was $528.0 million, and the fair value was $535.3 million.

Level 3 assets represented 9.55% and 0.21% of the Company’s total available for sale investments, other investments and derivative instruments at
December 31, 2012 and 2011, respectively. Level 3 securities are primarily comprised of non-agency commercial mortgage-backed securities, asset-
backed securities, investments in alternative and specialty funds, and weather derivatives. The NAV used to fair value the Company’s other
investments are generally derived from the underlying investments held within the funds. Although the Company does not have direct access to detailed
financial information related to the underlying investments of the funds, the Company obtains and reviews fund financial statements, internal control
review reports, and industry benchmarking reports to determine the reasonability of the NAV of the funds.
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4. Fair value measurement, cont’d.
 

Impairment losses on Level 3 securities of $0.1 million were recognized in earnings for the year ended December 31, 2012. Impairment losses of $0.6
million were recognized for the year ended December 31, 2011, representing realized losses due to OTTI.

There were no material changes in the Company’s valuation techniques for the year ended December 31, 2012.

The following tables present a reconciliation of the beginning and ending balances for all available for sale investments, other investments and derivative
instruments measured at fair value on a recurring basis using Level 3 inputs during the years ended December 31, 2012 and 2011.

 

December 31, 2012   
Fixed maturity

investments   
Other

investments   
Other
assets    Total assets   

Other
liabilities  

Level 3, beginning of year   $ 10,394  $ —    $ —     $ 10,394  $ —   
Total equity income and realized gains included in earnings    5 9   47,907   —      47,966   —   
Total equity losses and losses included in earnings    (22)   (21,974)   —      (21,996)   —   
Change in unrealized gains included in other comprehensive income    2,241   —     —      2,241   —   
Change in unrealized losses included in other comprehensive income    (308)   —     —      (308)   —   
Purchases    (38)   113,380   2,961    116,303   2,961 
Sales    (3,721)   (54,195)   —      (57,916)   —   
Transfers into Level 3    7,771   432,428    —      440,199   —   
Transfers out of Level 3    (7,879)   —     —      (7,879)   —   
Level 3, end of year   $ 8,497  $517,546  $2,961   $ 529,004  $2,961 
 
(1) As required by ASU 2011-04, the fair value of the Company’s other investments was transferred into Level 3 at March 31, 2012.
 

December 31, 2011   
Fixed maturity

investments   
Other

investments   Other assets   Total assets   
Other

liabilities 
Level 3, beginning of year   $ 9,639  $ —     $ —     $ 9,639  $ —   
Total equity income and realized gains included in earnings    41   —      —      41   —   
Total equity losses and losses included in earnings    (497)   —      —      (497)   —   
Change in unrealized gains included in other comprehensive income    2,484   —      —      2,484   —   
Change in unrealized losses included in other comprehensive income    (2,477)   —      —      (2,477)   —   
Purchases    —     —      —      —     —   
Sales    (3,287)   —      —      (3,287)   —   
Transfers into Level 3    39,057   —      —      39,057   —   
Transfers out of Level 3    (34,566)   —      —      (34,566)   —   
Level 3, end of year   $ 10,394  $ —     $ —     $ 10,394  $ —   
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5. Reserve for losses and loss expenses

Activity in the reserve for losses and loss expenses for the years ended December 31, 2012, 2011 and 2010 is summarized as follows:
 

   2012   2011   2010  
Gross reserve for losses and loss expenses, January 1   $ 3,824,224  $ 3,319,927  $ 3,157,026 
Losses and loss expenses recoverable    666,928   319,349   467,664 
Net reserve for losses and loss expenses, January 1    3,157,296   3,000,578   2,689,362 
Incurred related to:     

Current year    1,641,152   1,812,644   1,164,902 
Prior years    (120,157)   (179,978)   (126,802) 

Total incurred    1,520,995   1,632,666   1,038,100 
Paid related to:     

Current year    (608,251)   (850,132)   (299,560) 
Prior years    (599,660)   (620,131)   (417,696) 

Total paid    (1,207,911)   (1,470,263)   (717,256) 
Foreign currency translation    (4,446)   (5,685)   (9,628) 
Net reserve for losses and loss expenses, December 31    3,465,934   3,157,296   3,000,578 
Losses and loss expenses recoverable    774,942   666,928   319,349 
Gross reserve for losses and loss expenses, December 31   $ 4,240,876  $ 3,824,224  $ 3,319,927 

During 2012, the Company’s estimated ultimate losses for prior accident years were reduced by $120.2 million (2011 – $180.0 million; 2010 – $126.8
million) due to lower claims emergence than originally estimated by the Company. During 2012, the Company experienced favorable development in the
Reinsurance segment of $74.0 million in the catastrophe, casualty and other specialty lines of business. In the Insurance segment, the Company
experienced $46.2 million of favorable development across the agriculture, casualty and other specialty, professional lines, and property lines of
business. During 2011, the Company experienced favorable development in the Reinsurance segment of $109.2 million in the catastrophe, property,
casualty and other specialty lines of business. In the Insurance segment, the Company experienced $70.8 million of favorable development across the
agriculture, casualty and other specialty, professional lines, and property lines of business. During 2010, the Company experienced favorable
development in the Reinsurance segment of $79.9 million in the catastrophe, property, and casualty and other specialty lines of business. In the
Insurance segment, the Company experienced $46.9 million of favorable development across the agriculture, casualty and other specialty, professional
lines, and property lines of business during 2010.

Reserves for losses and loss expenses are based in part upon the estimation of losses resulting from catastrophic events. Estimation of these losses and
loss expenses are based upon the Company’s historical claims experience and is inherently difficult because of the Company’s short operating history
and the possible severity of catastrophe claims. Therefore, the Company uses both proprietary and commercially available models, as well as historical
reinsurance industry catastrophe claims experience in addition to its own historical data for purposes of evaluating trends and providing an estimate of
ultimate claims costs.

A significant portion of the Company’s contracts and policies cover excess layers for high severity exposures. Underwriting results and ultimate claims
payments for this type of coverage are therefore not typically reported to the Company until later in the contract and policy lives. As a result, the level of
losses paid to date is not necessarily indicative of expected future results.
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6. Reinsurance

The effects of reinsurance on premiums earned and written during the years ended December 31, 2012, 2011 and 2010 are as follows:
 
   Year Ended   Year Ended   Year Ended  
   December 31, 2012   December 31, 2011   December 31, 2010  
   Earned   Written   Earned   Written   Earned   Written  
Direct   $1,428,765  $ 1,429,930  $ 1,408,230  $1,469,798  $1,116,559  $1,112,192 
Assumed    1,087,702   1,119,096   968,773   997,316   926,812   941,044 
Ceded    (502,567)   (519,531)   (445,610)   (487,293)   (302,258)   (289,492) 

  $ 2,013,900  $ 2,029,495  $1,931,393  $1,979,821  $ 1,741,113  $ 1,763,744 

The Company purchases reinsurance to reduce its exposure to risk of loss in certain insurance and reinsurance lines of business. Loss recoverables are
recorded as assets if the reinsurer is deemed able to meet its obligations. Ceded reinsurance contracts do not relieve the Company from its obligations to
policyholders. The Company remains primarily liable to its policyholders for the portion reinsured to the extent that any reinsurer does not meet the
obligations assumed under the reinsurance agreements.

During the year ended December 31, 2012, the Company recorded ceded losses of $737.8 million (2011 – $667.0 million; 2010 – $139.1 million). At
December 31, 2012, the Company has an allowance for estimated uncollectible premiums receivable of $3.4 million (2011 – $3.4 million) and an
allowance for estimated uncollectible losses recoverable of $0.1 million (2011 – $0.1 million). The balance of losses recoverable at December 31, 2012
was distributed as follows based on the ratings of the reinsurers:

 
Rating   December 31, 2012   December 31, 2011 
U.S. government sponsored program   $ 423,803   $ 364,773 
A+ and above    214,358    152,439 
A    125,694    124,037 
A- and below    1,486    23,229 
Not rated    9,601    2,450 
Total   $ 774,942   $ 666,928 

 
7. Debt and financing arrangements

On April 19, 2012, the Company and certain designated subsidiaries of the Company entered into a $700.0 million four-year revolving credit facility
with JPMorgan Chase Bank, N.A. (“JPMorgan”) as administrative agent (“Credit Facility”). Upon entering into the Credit Facility, the Company
terminated its existing $1,175.0 million amended and restated credit agreement dated May 8, 2007 with JPMorgan as administrative agent. As of
December 31, 2012, there were no borrowings under the Credit Facility and letters of credit outstanding under the Credit Facility were $320.4 million.
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7. Debt and financing arrangements, cont’d.
 

The Credit Facility consists of two tranches: (i) a tranche 1 secured credit facility in an aggregate principal amount of $560.0 million (the “Tranche 1
Facility”), which is secured on a several basis by the respective entity incurring such obligation by cash and securities deposited into collateral accounts
from time to time with Deutsche Bank Trust Company Americas and (ii) a tranche 2 unsecured facility in an aggregate principal amount of $140.0
million (the “Tranche 2 Facility”). The proceeds of the Credit Facility may be used for general corporate purposes, to finance potential acquisitions and
for the repurchase of the Company’s outstanding publicly or privately issued securities. So long as the Company is not in default under the terms of the
Credit Facility, the Company may request that the size of the Credit Facility be increased by $350.0 million, provided that no participating lender is
obligated to increase its commitments under the Credit Facility.

For letters of credit issued on a collateralized basis under the Tranche 1 Facility, the Company is required to pay a fee of 0.45% on the daily stated
amount of such letters of credit. For letters of credit issued on an uncollateralized basis under the Tranche 2 Facility, the Company is required to pay a
fee ranging from 1.125% to 1.750% over LIBOR on the daily stated amount of such letters of credit based upon the Company’s debt ratings as issued
by Moody’s or Standard & Poor’s. The interest rate for revolving loans under the Tranche 2 Facility is (a) the highest of (i) 0.5% in excess of the federal
funds effective rate, (ii) the prime rate as announced by JP Morgan and (iii) the Eurodollar rate applicable for an interest period of one month plus 1%,
plus a margin ranging from 0.125% to 0.750% depending upon the type of loan and the Company’s ratings as issued by Moody’s and Standard &
Poor’s or (b) LIBOR plus a margin ranging from 1.125% to 1.750%. In addition, the Credit Facility required the Company to pay to the lenders a
commitment fee.

The Credit Facility requires the Company’s compliance with certain customary restrictive covenants. These include certain financial covenants, such as
maintaining a leverage ratio (no greater than 0.35:1.00 at any time) and a consolidated tangible net worth (no less than $1.8 billion at any time). In
addition, each of the Company’s regulated insurance subsidiaries that has a claims paying rating from A.M. Best must maintain a rating of at least B++
at all times. The terms of the Credit Facility restrict the declaration or payment of dividends if the Company is already in default or the payment or
declaration would cause a default under the terms of the Credit Facility.

The Credit Facility also contains customary event of default provisions, including failure to pay principal or interest under the Credit Facility,
insolvency of the Company, a change in control of the Company, a breach of the Company’s representations or covenants in the Credit Facility or a
default by the Company under its other indebtedness. Upon the occurrence of an event of default under the Credit Facility, the lenders can terminate their
commitments under the Credit Facility, require repayment of any outstanding revolving loans, give notice of termination of any outstanding letters of
credit in accordance with their terms, require the delivery of cash collateral for outstanding letters of credit and foreclose on any security held by the
lenders under the Credit Facility.

On March 23, 2010, the Company issued an additional $85.0 million principal amount of 7% Senior Notes due July 15, 2034 (the “7% Senior
Notes”), $250.0 million of which were initially issued on July 15, 2004 at a price of 94.976% of their principal amount, providing an effective yield to
investors of 7.449%. On the closing of the additional issuance, the Company had a total par value of $335.0 million of the 7% Senior Notes
outstanding. The additional 7% Senior Notes issued have terms identical to the previously issued notes in the series, other than the date of issue, the
initial purchase price to the public and the first interest payment date. The additional 7% Senior Notes trade interchangeably with and vote together with
the previously issued 7% Senior Notes. The Company used the proceeds from the additional 7% Senior Notes for general corporate purposes.

On October 17, 2005, Endurance Holdings issued $200.0 million principal amount of 6.15% Senior Notes due 2015 (the “6.15% Senior Notes”). The
6.15% Senior Notes were offered by the underwriters at a price of 99.639% of their principal amount, providing an effective yield to investors of
6.199%, and, unless previously redeemed, will mature on October 15, 2015. Endurance Holdings used the net proceeds from the offering to repay the
$143.5 million then outstanding under Endurance Holdings’ revolving credit facility as well as to provide additional capital to its subsidiaries and for
other general corporate purposes.
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7. Debt and financing arrangements, cont’d.
 

The 6.15% Senior Notes and the 7% Senior Notes (collectively, the “Senior Notes”) are senior unsecured obligations of Endurance Holdings and rank
equally with all of Endurance Holdings’ existing and future unsecured and unsubordinated debt. The Senior Notes are also effectively junior to claims
of creditors of Endurance Holdings’ subsidiaries, including policyholders, trade creditors, debt holders, and taxing authorities.

The indentures governing each of the Senior Notes contain customary covenants and events of default for senior unsecured indebtedness, including
events of default for non-payment of principal or interest, breaches of covenants, insolvency of the Company or a default by the Company under other
outstanding indebtedness. The Company was in compliance with all covenants contained within the indentures governing the Senior Notes as of
December 31, 2012.

The Company made aggregate interest payments of $35.7 million during the year ended December 31, 2012 (2011 – $35.8 million, 2010 – $32.8
million).

 
8. Derivatives

In 2004, prior to the issuance of the 7% Senior Notes, the Company entered into an interest rate lock on a notional amount of $125.0 million to protect
against interest rate increases before the anticipated issuance of the Senior Notes. The objective of the interest rate lock was to protect 50% of the
forecasted receipt of proceeds from the issuance of the 7% Senior Notes offering, which was subject to change prior to issuance due to fluctuations in the
benchmark 30 year U.S. Treasury rate. Upon issuance of the 7% Senior Notes, the interest rate lock was settled through payment by the Company of
$2.7 million. The interest rate lock agreement was designated as a “cash flow hedge” under the current accounting guidance and accordingly, the fair
value of the derivative was recorded in other comprehensive income and is being recognized as a component of interest expense in the statement of income
as the interest expense related to the 7% Senior Notes affects earnings. The net income effect of the interest rate lock was not material.

The Company invests a portion of its fixed maturity assets with a third party investment manager with investment guidelines that permit the use of
derivative instruments.

During 2012, the Company entered into the weather risk management business through its newly formed unit, Endurance Global Weather. Endurance
Global Weather regularly transacts in certain derivative-based risk management products primarily to address weather and energy risks. The trading
markets for these derivatives are generally linked to energy and agriculture commodities, weather and other natural phenomena. Generally, the
Company’s current portfolio of such derivative contracts is of short duration and such contracts are predominantly seasonal in nature.

None of the Company’s derivatives are designated as hedges under current accounting guidance, with the exception of the interest rate lock. The
Company may enter derivative transactions directly or as part of strategies employed by its external investment managers. The Company’s objectives for
holding these derivatives are as follows:

Interest Rate Futures, Swaps, Swaptions and Options— to manage exposure to interest rate risk, which can include increasing or decreasing its
exposure to this risk through modification of the portfolio composition and duration.
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8. Derivatives, cont’d.
 

Foreign Exchange Forwards, Futures and Options—as part of its overall currency risk management and investment strategies.
Credit Default Swaps—to manage market exposures. The Company may assume or economically hedge credit risk through credit default swaps to
replicate or hedge investment positions. The original term of these credit default swaps is generally five years or less.

Commodity Futures and Options— to economically hedge certain underwriting risks.

To-Be-Announced Mortgage-backed Securities (“TBAs”)—to enhance investment performance and as part of overall investment strategy. TBAs
represent commitments to purchase or sell a future issuance of agency mortgage-backed securities. For the period between purchase of a TBA and
issuance of the underlying securities, the Company’s position is accounted for as a derivative.

Energy and Weather Contracts—to address weather and energy risks. The Company may purchase or sell contracts with financial settlements based
on the performance of an index linked to a quantifiable weather element, such as temperature, precipitation, snowfall or windspeed, or combinations
thereof.

The fair values and the related notional values of derivatives at December 31, 2012 and 2011 are noted below.
 

   December 31, 2012    December 31, 2011  
       Notional       Notional  
   Fair    Principal    Fair   Principal  
   Value    Amount    Value   Amount  
Foreign exchange forward contracts   $ 23   $ 1,652   $ 216  $ 8,412 
Credit default swaps    9    410    15   850 
Interest rate swaps    76    5,000    223   3,000 
Interest rate swaptions    57    2,200    36   1,100 
Interest rate futures    —      —      23   200,000 
TBAs    20,523    19,000    —     —   
Energy and weather contracts    2,961    15,573    —     —   

Total recorded in other assets   $ 23,649     $ 513  
Foreign exchange forward contracts   $ 60   $ 5,296   $199  $ 8,216 
Credit default swaps    —      —      71   1,800 
Interest rate swaps    —      —      594   2,000 
Interest rate swaptions    133    14,500    27   5,500 
TBAs    7,506    7,000    —     —   
Energy and weather contracts    2,961    15,573    —     —   

Total recorded in other liabilities   $ 10,660     $ 891  
Net derivative asset (liability)   $12,989     $(378)  
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8. Derivatives, cont’d.
 

The gains and losses on the Consolidated Statements of Income (Loss) and Comprehensive Income (Loss) for derivatives for the years ended
December 31, 2012 and 2011 were as follows:

 
   2012   2011  
Total included in net foreign exchange gains from foreign exchange forward contracts   $ 98  $ (122) 

Credit default swaps   $ 48  $ (51) 
Interest rate swaps    85   (1,531) 
Interest rate swaptions    29   52 
Interest rate futures    87   817 
TBAs    580   —   

Total included in net realized and unrealized investment gains   $ 829  $ (713) 
Total included in other underwriting loss from commodity put options   $ (2,684)  $(3,365) 
Total losses from derivatives   $(1,757)  $ (4,200) 

 
9. Segment reporting

The determination of the Company’s business segments is based on how the Company monitors the performance of its underwriting operations. The
Company has two reportable business segments, Insurance and Reinsurance.

 

 

•  Insurance – This segment is comprised of four lines of business: agriculture, casualty and other specialty, professional lines, and
property. The agriculture line of business is comprised of multi-peril crop insurance, crop hail, livestock risk protection and other
agriculture risk management products. The casualty and other specialty line of business is comprised of the insurance and facultative
reinsurance of third party liability exposures, including casualty and healthcare liability. The professional line of business includes
directors’ and officers’ liability, errors and omissions, employment practices liability, environmental liability and pension trust liability
insurance. The property line of business is comprised of the insurance and facultative reinsurance of commercial properties. The types of
risks insured are generally properties with sufficiently large values to require multiple insurers and reinsurers to accommodate their
insurance capacity needs.

 

 

•  Reinsurance – This segment is comprised of four lines of business: catastrophe, casualty, property, and other specialty. Catastrophe
coverages include reinsurance for catastrophic perils on a treaty basis. The casualty line of business is comprised of third party liability
exposures, clash and workers’ compensation coverages. The property line of business includes proportional and excess of loss
reinsurance of personal and commercial exposures. The other specialty line coverages include the reinsurance of aviation and space
business and proportional and non-proportional reinsurance of hull and cargo insurance business, and proportional and excess of loss
coverages of contract and commercial surety business, personal accident coverages, political risk coverages and agriculture coverages for
weather related perils as well as protection from yield and price risks.

Management measures segment results on the basis of the combined ratio, which is obtained by dividing the sum of the net losses and loss expenses,
acquisition expenses and general and administrative expenses by net premiums earned. When purchased across multiple lines of business, ceded
reinsurance and recoveries are allocated to the lines of business in proportion to the related risks assumed. The Company does not manage its assets by
segment; accordingly, investment income and total assets are not allocated to the individual business segments. General and administrative expenses
incurred by segments are allocated directly. Remaining general and administrative expenses not directly incurred by the segments are allocated primarily
based on estimated consumption and other variables deemed relevant to the allocation of such expenses.
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9. Segment reporting, cont’d .
 

The following table provides a summary of the segment revenues and results for the year ended December 31, 2012, reserve for losses and loss expenses
as of December 31, 2012 and the carrying value of goodwill as of December 31, 2012:

 
   Insurance   Reinsurance   Total  
Revenues     

Gross premiums written   $ 1,429,930  $1,119,096  $ 2,549,026 
Ceded premiums written    (487,573)   (31,958)   (519,531) 
Net premiums written    942,357   1,087,138   2,029,495 
Net premiums earned    955,089   1,058,811   2,013,900 
Other underwriting (loss) income    (2,684)   501   (2,183) 

   952,405   1,059,312   2,011,717 
Expenses     

Net losses and loss expenses    855,941   665,054   1,520,995 
Acquisition expenses    75,597   227,582   303,179 
General and administrative expenses    125,108   110,581   235,689 

   1,056,646   1,003,217   2,059,863 
Underwriting (loss) income   $ (104,241)  $ 56,095  $ (48,146) 
Net loss ratio    89.6%   62.8%   75.5% 
Acquisition expense ratio    7.9%   21.5%   15.1% 
General and administrative expense ratio    13.1%   10.4%   11.7% 
Combined ratio    110.6%   94.7%   102.3% 
Reserve for losses and loss expenses   $ 2,287,052  $ 1,953,824  $ 4,240,876 
Goodwill   $ 47,925  $ 43,014  $ 90,939 
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9. Segment reporting, cont’d.
 

The following table provides a summary of the segment revenues and results for the year ended December 31, 2011, reserve for losses and loss expenses
as of December 31, 2011 and the carrying value of goodwill as of December 31, 2011:

 
   Insurance   Reinsurance   Total  
Revenues     

Gross premiums written   $1,469,798  $ 997,316  $ 2,467,114 
Ceded premiums written    (464,308)   (22,985)   (487,293) 
Net premiums written    1,005,490   974,331   1,979,821 
Net premiums earned    981,592   949,801   1,931,393 
Other underwriting loss    (3,368)   (179)   (3,547) 

   978,224   949,622   1,927,846 
Expenses     

Net losses and loss expenses    765,119   867,547   1,632,666 
Acquisition expenses    71,295   211,616   282,911 
General and administrative expenses    146,115   118,037   264,152 

   982,529   1,197,200   2,179,729 
Underwriting loss   $ (4,305)  $ (247,578)  $ (251,883) 
Net loss ratio    77.9%   91.3%   84.6% 
Acquisition expense ratio    7.3%   22.3%   14.6% 
General and administrative expense ratio    14.9%   12.4%   13.7% 
Combined ratio    100.1%   126.0%   112.9% 
Reserve for losses and loss expenses   $ 1,937,543  $1,886,681  $ 3,824,224 
Goodwill   $ 47,925  $ 42,529  $ 90,454 
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9. Segment reporting, cont’d.
 

The following table provides a summary of the segment revenues and results for the year ended December 31, 2010, reserve for losses and loss expenses
as of December 31, 2010 and the carrying value of goodwill as of December 31, 2010:

 
   Insurance   Reinsurance   Total  
Revenues     

Gross premiums written   $ 1,112,192  $ 941,044  $ 2,053,236 
Ceded premiums written    (282,328)   (7,164)   (289,492) 
Net premiums written    829,864   933,880   1,763,744 
Net premiums earned    821,828   919,285   1,741,113 
Other underwriting income (loss)    475   (2,111)   (1,636) 

   822,303   917,174   1,739,477 
Expenses     

Net losses and loss expenses    558,040   480,060   1,038,100 
Acquisition expenses    63,556   200,672   264,228 
General and administrative expenses    123,335   118,585   241,920 

   744,931   799,317   1,544,248 
Underwriting income   $ 77,372  $ 117,857  $ 195,229 
Net loss ratio    67.9%   52.2%   59.6% 
Acquisition expense ratio    7.7%   21.8%   15.2% 
General and administrative expense ratio    15.0%   12.9%   13.9% 
Combined ratio    90.6%   86.9%   88.7% 
Reserve for losses and loss expenses   $1,729,593  $1,590,334  $3,319,927 
Goodwill   $ 45,217  $ 41,831  $ 87,048 

The following table reconciles total segment results to income (loss) before income tax (expense) benefit for the years ended December 31, 2012, 2011 and
2010:

 
   2012   2011   2010  
Total underwriting (loss) income   $ (48,146)  $(251,883)  $195,229 
Net investment income    173,326   147,037   200,358 
Net foreign exchange gains    15,911   7,422   2,989 
Net realized and unrealized investment gains    72,139   31,671   22,488 
Net impairment losses recognized in earnings (losses)    (847)   (3,520)   (3,944) 
Amortization of intangibles    (10,347)   (11,213)   (10,460) 
Interest expense    (36,174)   (36,254)   (34,762) 
Income (loss) before income taxes   $165,862  $ (116,740)  $ 371,898 
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9. Segment reporting, cont’d.
 

The following table provides gross premiums written by line of business for the years ended December 31, 2012, 2011 and 2010:
 

Business Segment   2012    2011    2010  
Insurance       

Agriculture   $ 903,730   $ 901,746   $ 567,461 
Casualty and other specialty    296,325    289,421    252,475 
Professional lines    169,815    169,319    170,146 
Property    60,060    109,312    122,110 

Total Insurance    1,429,930    1,469,798    1,112,192 
Reinsurance       

Catastrophe    378,387    346,021    309,886 
Property    349,579    266,562    224,544 
Casualty    283,313    277,495    294,030 
Other specialty    107,817    107,238    112,584 

Total Reinsurance    1,119,096    997,316    941,044 
Total   $ 2,549,026   $ 2,467,114   $ 2,053,236 

The following table provides the geographic distribution of gross premiums written for the years ended December 31, 2012, 2011 and 2010:
 

   2012    2011    2010  
United States   $ 2,023,082   $ 2,001,117   $1,598,335 
Worldwide    291,545    259,707    239,912 
Europe    121,363    106,070    102,574 
Japan    36,392    37,610    40,608 
Canada    17,248    17,103    17,674 
Australasia    22,497    15,364    19,325 
Other    36,899    30,143    34,808 
Total gross premiums written   $2,549,026   $2,467,114   $ 2,053,236 

The Company attributes gross premiums written to the geographic region in which the risks originate.
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10. Goodwill and intangible assets

The following table shows an analysis of goodwill and intangible assets for the years ended December 31, 2012 and 2011:
 

       Intangible    Intangible     
       assets with    assets with     

   Goodwill    
indefinite

lives    
finite
lives   Total  

Net balance at December 31, 2010   $ 87,048   $17,229   $ 77,677  $181,954 
Additions    3,406    —      7,681   11,087 
Amortization    —      —      (11,213)   (11,213) 

Net balance at December 31, 2011   $ 90,454   $17,229   $ 74,145  $ 181,828 
Additions    485    —      34   519 
Amortization    —      —      (10,347)   (10,347) 

Net balance at December 31, 2012   $90,939   $17,229   $ 63,832  $ 172,000 
Gross balance   $90,939   $17,229   $137,990  $246,158 
Accumulated Amortization    —      —      (74,158)   (74,158) 
Net balance   $90,939   $17,229   $ 63,832  $ 172,000 

On January 21, 2011, ARMtech Insurance Services, Inc., a wholly-owned subsidiary of Endurance Holdings, acquired all outstanding stock of
American Omni Crop LLC (“AOC”). AOC is a managing general agency located in Florida. In connection with the acquisition of AOC, the Company
recorded a total of $2.7 million of goodwill and $7.6 million of intangible assets. The intangible assets acquired consisted of a non-compete agreement
and customer relationships with expected lives of four and fifteen years, respectively.

No impairment of the Company’s goodwill or intangible assets was noted following the annual impairment review for the years ended December 31,
2012 and 2011. No changes were made in the methodologies and assumptions used in the Company’s application of its impairment testing. The
Company expects the amortization of the intangible assets with finite lives to approximate $7.0 million in 2013, $6.5 million in 2014, $6.3 million in
each of 2015 to 2017 and $31.4 million in all years thereafter.

 
11. Commitments and contingencies

Concentrations of credit risk. The areas where significant concentrations of credit risk may exist include loss recoverables, investments and cash and
cash equivalents. The Company’s reinsurance recoverables at December 31, 2012 and 2011 amounted to $774.9 million and $666.9 million,
respectively, and resulted from reinsurance arrangements entered into in the normal course of operations. A credit exposure exists with respect to
reinsurance recoverables as they may become uncollectible. The Company manages its credit risk in its reinsurance relationships by transacting with
reinsurers that it considers financially sound and, if necessary, the Company may hold collateral in the form of cash, trust accounts and/or irrevocable
letters of credit. This collateral can be drawn on for amounts that remain unpaid beyond specified time periods on an individual reinsurer basis. As of
December 31, 2012, $341.5 million of losses recoverable (2011 – $299.7 million) was due from reinsurers rated A- or better by A.M. Best or
Standard & Poor’s. An additional $423.8 million (2011 – $364.8 million) of losses recoverable was due from a U.S. government sponsored reinsurance
program as of December 31, 2012.

As of December 31, 2012, substantially all the Company’s cash and investments were held by three custodians.
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11. Commitments and contingencies, cont’d
 

The Company’s investment guidelines limit the amount of credit exposure to any one issuer other than the U.S. Treasury and certain other foreign
government obligations rated AAA.

Major production sources. The following table shows the percentage of net premiums written generated through the Company’s largest brokers for the
years ended December 31, 2012, 2011 and 2010:

 
Broker   2012   2011   2010  
Aon Benfield    17.4%   18.2%   21.3% 
Marsh & McLennan Companies, Inc.    16.9%   16.1%   20.2% 
Willis Companies    15.8%   12.7%   12.6% 
Total of largest brokers    50.1%   47.0%   54.1% 

Letters of credit. As of December 31, 2012, the Company had issued letters of credit of $320.4 million (2011 – $447.3 million) under its credit facility
in favor of certain ceding companies to collateralize obligations.

Investment commitments.  As of December 31, 2012 and 2011, the Company had pledged cash and cash equivalents and fixed maturity investments of
$224.4 million and $171.4 million, respectively, in favor of certain ceding companies to collateralize obligations. As of December 31, 2012 and 2011,
the Company had also pledged $380.0 million and $517.2 million of its cash and fixed maturity investments as required to meet collateral obligations
for $320.4 million and $447.3 million in secured letters of credit outstanding under its credit facility, respectively. In addition, at December 31, 2012
and 2011, cash and fixed maturity investments with fair values of $280.0 million and $370.4 million were on deposit with U.S. state regulators,
respectively, and cash and fixed maturity investments with fair values of nil and $7.6 million were on deposit with Canadian regulators, respectively.

The Company is subject to certain commitments with respect to other investments at December 31, 2012 and 2011. See Note 3.

Reinsurance commitments . In the ordinary course of business, the Company enters into reinsurance agreements that may include terms which could
require the Company to collateralize certain of its obligations.

Employment agreements. The Company has entered into employment agreements with certain officers that provide for equity incentive awards,
executive benefits and severance payments under certain circumstances.
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11. Commitments and contingencies, cont’d
 

Operating leases. The Company leases office space and office equipment under operating leases. Future minimum lease commitments at December 31,
2012 are as follows:

 
Year ending December 31,   Amount  
2013   $ 16,332 
2014    14,259 
2015    13,250 
2016    10,382 
2017    9,971 
2018 and thereafter    53,738 

  $117,932 

Total lease expense under operating leases for the year ended December 31, 2012 was $15.2 million (2011 – $12.2 million; 2010 – $11.1 million).

Legal Proceedings. The Company is party to various legal proceedings generally arising in the normal course of its business. While any proceeding
contains an element of uncertainty, the Company does not believe that the eventual outcome of any litigation or arbitration proceeding to which it is
presently a party could have a material adverse effect on its financial condition, results of operations or business. Pursuant to the Company’s insurance
and reinsurance agreements, disputes are generally required to be finally settled by arbitration.

 
12. Shareholders’ equity

The Company’s share capital at December 31, 2012 and 2011 is comprised as follows:
 

   2012    2011  
Preferred shares     

Authorized – $1.00 par value each    17,200,000    17,200,000 
Issued, outstanding and fully paid:     

Series A preferred shares – $1.00 par value each; aggregate liquidation
preference $200,000 (2011—$200,000)    8,000,000    8,000,000 

Series B preferred shares – $1.00 par value each; aggregate liquidation
preference $230,000 (2011—$230,000)    9,200,000    9,200,000 

   17,200,000    17,200,000 
Common shares     

Authorized – $1.00 par value each    120,000,000    120,000,000 
Issued, outstanding and fully paid:     

Ordinary common shares – $1.00 par value each    43,116,394    43,086,834 

During 2012, the Company issued restricted shares under its equity compensation plans (Note 15). The common shares issued, outstanding and fully
paid for 2012 includes 684,805 restricted shares.
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12. Shareholders’ equity, cont’d.
 

On October 10, 2005, Endurance Holdings issued 8,000,000 shares of its 7.75% Non-Cumulative Preferred Shares, Series A (the “Series A Preferred
Shares”) and on June 1, 2011, Endurance Holdings issued 9,200,000 shares of its 7.5% Non-Cumulative Preferred Shares, Series B (the “Series B
Preferred Shares”). The Series A Preferred Shares and Series B Preferred Shares sold were registered under the Securities Act of 1933, as amended, and
are traded on the New York Stock Exchange. The Series A Preferred Shares and Series B Preferred Shares were both issued at a price to the public of
$25.00 per share. Endurance Holdings received net proceeds of $193.5 million from its offering of Series A Preferred Shares and $224.0 million from
its offering of Series B Preferred Shares, in each case after expenses and underwriting discounts. The proceeds from both offerings were used to provide
additional capital to Endurance Holdings’ subsidiaries and for other general corporate purposes.

The Series A Preferred Shares and Series B Preferred Shares have no stated maturity date and are redeemable in whole or in part at the option of
Endurance Holdings any time after December 15, 2015 (in the case of the Series A Preferred Shares) and after June 1, 2016 (in the case of the Series B
Preferred Shares) in each case at a redemption price of $25.00 per share plus any declared and unpaid dividends, without accumulation of any
undeclared dividends. Endurance Holdings may redeem all but not less than all of the Series A Preferred Shares or Series B Preferred Shares before their
respective redemption dates at a redemption price of $26.00 per share, plus any declared and unpaid dividends to the date of redemption, if Endurance
Holdings is required to submit a proposal to the holders of the Series A Preferred Shares or Series B Preferred Shares concerning an amalgamation,
consolidation, merger, similar corporate transaction or change in Bermuda law.

Dividends on the Series A Preferred Shares and Series B Preferred Shares, when, as and if declared by the Board of Directors of Endurance Holdings or
a duly authorized committee of the board, accrue and are payable on the liquidation preference amount from the original issue date, quarterly in arrears
on each dividend payment date, at an annual rate of 7.75% in the case of the Series A Preferred Shares and an annual rate of 7.5% in the case of the
Series B Preferred Shares. Dividends on the Series A Preferred Shares and Series B Preferred Shares are not cumulative.

Upon any voluntary or involuntary liquidation, dissolution or winding-up of Endurance Holdings, holders of the Series A Preferred Shares, Series B
Preferred Shares and any parity shares are entitled to receive out of Endurance Holdings’ assets available for distribution to shareholders, before any
distribution is made to holders of Endurance Holdings’ common equity securities, a liquidating distribution in the amount of $25.00 per Series A
Preferred Share and Series B Preferred Share, plus any declared and unpaid dividends, without accumulation of any undeclared dividends.
Distributions will be made pro rata as to the Series A Preferred Shares, Series B Preferred Shares and any parity shares and only to the extent of
Endurance Holdings’ assets, if any, that are available after satisfaction of all liabilities to creditors.

In conjunction with the issuance by the Company of the Series A Preferred Shares, the Company entered into a “Declaration of Covenant” for the benefit
of the holders of the 7% Senior Notes. The Covenant states that the Company will redeem its Series A Preferred Shares only if the total redemption price
is less than or equal to the proceeds Endurance Holdings or its subsidiaries have received during the six months prior to the date of such redemption
from the sale of certain qualifying securities that, among other things, are, with limited exceptions, pari passu with or junior to the Series A Preferred
Shares upon the Company’s liquidation, dissolution or winding-up; perpetual, or have a mandatory redemption or maturity date that is not less than
sixty years after the initial issuance of such securities; and provide for dividends or other income distributions that are non-cumulative.

Holders of the Series A Preferred Shares and the Series B Preferred Shares have no voting rights, except with respect to certain fundamental changes in
the terms of the Series A Preferred Shares or the Series B Preferred Shares and in the case of certain dividend non-payments or as otherwise required by
Bermuda law or Endurance Holdings’ bye-laws.
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12. Shareholders’ equity, cont’d.
 

On November 9, 2011, the Company’s Board of Directors authorized for repurchase up to 7.0 million ordinary shares or share equivalents through
November 30, 2013. This authorization superseded previous authorizations. During 2012 and 2011, under programs authorized by the Company’s
Board of Directors, the Company repurchased 251,309 and 7,563,469 of its ordinary shares and share equivalents in open market and privately
negotiated transactions at an average price of $39.81 and $45.06 per share, respectively. Common shares repurchased by the Company are not
cancelled and are classified as treasury shares. The Company’s treasury shares are recorded at cost as a reduction in common shares and additional
paid-in capital within shareholders’ equity. Total authorized repurchases remaining at December 31, 2012 was 6,748,691 shares (2011 – 7,000,000).

At December 31, 2012 and 2011, no warrants were outstanding. During 2011, the Company repurchased 90,000 outstanding warrants at an average
price of $36.72, net of the average warrant strike price of $12.87 per warrant. During 2011, 2,895,527 warrants with an exercise price of $11.97
were exercised for the purchase of the Company’s ordinary shares at an average price of $36.44. The holders of 2,308,482 warrants elected the net
settlement option, and thus the Company delivered 2,143,396 ordinary shares in settlement of all exercises.

 
13. Earnings per share

The following table sets forth the computation of basic and diluted earnings (losses) per share for the years ended December 31, 2012, 2011 and 2010:
 

   2012   2011   2010  
Numerator:     

Net income (loss) available (attributable) to common and
participating common shareholders   $ 129,766  $ (117,859)  $ 349,238 

Less amount allocated to participating common
shareholders    (2,113)   (961)   (6,595) 

Net income (loss) allocated to common shareholders   $ 127,653  $ (118,820)  $ 342,643 
Denominator:     

Weighted average shares – basic     
Outstanding    42,567,736   40,214,979   50,880,148 
Vested restricted share units    —     —     1,990 

Weighted average shares – basic    42,567,736   40,214,979   50,882,138 
Share equivalents:     

Warrants    —     —     2,004,422 
Options    31,833   —     830,219 
Restricted share units    2,266   —     11,680 

Weighted average shares – diluted    42,601,835   40,214,979   53,728,459 
Basic earnings (losses) per common share   $ 3.00  $ (2.95)  $ 6.73 
Diluted earnings (losses) per common share   $ 3.00  $ (2.95)  $ 6.38 

 
(1) Represents earnings and dividends attributable to holders of unvested restricted shares issued under the Company’s stock compensation plans that are

considered participating. In periods of loss, no losses are allocated to participating common shareholders (unvested restricted shares).
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13. Earnings per share, cont’d.
 

The following table sets forth dividends declared in the years ended December 31, 2012, 2011 and 2010, respectively:
 

   2012    2011    2010  
Dividends declared per Series A preferred share   $1.9375   $1.9375   $1.9375 
Dividends declared per Series B preferred share   $ 1.8750   $ 0.9375   $ —    
Dividends declared per common share   $ 1.24   $ 1.20   $ 1.00 

 
14. Related party transactions

Since 2002, subsidiaries of BlackRock Inc. (“BlackRock”) have provided the Company and its subsidiaries with various investment management,
investment accounting and risk analysis services. BlackRock owned 2.2 million or 5.2% of Endurance Holdings’ ordinary shares outstanding at
December 31, 2012 and were therefore considered a related party. The Company incurred expenses totaling $3.1 million (2011-$3.2 million; 2010 - $3.3
million) of which $1.5 million was accrued in relation to investment services rendered by BlackRock at December 31, 2012 (2011 - $2.1 million). At
December 31, 2012, the Company owned BlackRock common shares with a fair value of $0.8 million (2011 - $0.5 million). As of January 31, 2013,
BlackRock is no longer considered a related party as a result of reducing its ownership below 5% of the Company’s ordinary shares outstanding.

Pyramis Global Advisors, a subsidiary of FMR, LLC (“Fidelity”), provides investment management services to the Company. Fidelity and its affiliates
owned 2.6 million or 6.0% of Endurance Holdings’ ordinary shares outstanding at December 31, 2012 and were therefore considered a related party.
The Company incurred investment management fees totaling $1.4 million (2011—$1.5 million; 2010—$2.0 million) to this investment manager of
which $0.3 million was accrued at December 31, 2012 (2011—$0.4 million).

Richard C. Perry, a former Director of the Company, is President of Perry Corp. Investment funds managed by Perry Corp. collectively owned
7,143,056 ordinary shares and options to purchase an additional 10,000 ordinary shares or approximately 15% of the Company’s common shares
outstanding at December 31, 2010. As a non-employee director of the Company, Mr. Perry received from the Company the customary non-employee
director compensation, consisting of $77,500 per annum and $70,000 in restricted shares per annum in 2010. The investment funds managed by Perry
Corp. sold all of their ordinary shares and options to the Company on January 28, 2011.

On February 28, 2011, the Company entered into an agreement with Robert A. Spass, a member of the Board of Directors of the Company, to purchase
from Mr. Spass warrants exercisable for 90,000 ordinary shares of the Company having an exercise price on the date of the agreement of $12.87 per
ordinary share (the “Warrant Purchase Agreement”). The Warrant Purchase Agreement provided that the Company would purchase the warrants from
Mr. Spass at a purchase price of $36.72 per warrant, which represented the closing price for the Company’s ordinary shares on the New York Stock
Exchange on February 28, 2011, less the exercise price of the warrants. The transactions contemplated bye the Warrant Purchase Agreement closed on
March 1, 2011.
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15. Stock-based employee compensation and other stock plans

At its meeting on February 28, 2007, the Company’s Board of Directors adopted the 2007 Equity Incentive Plan (“2007 Plan”) to allow for the issuance
of equity incentives to non-employee directors of the Company and eligible employees of the Company and its subsidiaries. The 2007 Plan was
approved by the Company’s shareholders at the Annual General Meeting of Shareholders held on May 9, 2007. At that time, the Company’s existing
Amended and Restated 2002 Stock Option Plan and the Amended and Restated 2003 Non-Employee Director Incentive Plan were merged into the new
2007 Plan.

The 2007 Plan allows the Company to grant to employees and non-employee directors restricted shares, restricted share units, stock appreciation rights,
share bonuses, options to purchase the Company’s ordinary shares and other forms of equity incentive awards, as determined by the Compensation
Committee of the Company’s Board of Directors.

Under the terms of the 2007 Plan as amended, and after the consolidation of the Company’s previous plans, a total of 2,100,000 ordinary shares were
reserved for issuance. At a meeting on February 11, 2010, the Company’s Board of Directors adopted a resolution to add 1,795,000 ordinary shares to
the 2007 Plan. The addition of 1,795,000 ordinary shares to the 2007 Plan was approved by the Company’s shareholders at the Annual General Meeting
of Shareholders held on May 13, 2010. After the approval of the additional shares, a total of 3,895,000 ordinary shares were reserved for issuance. The
Company issues new ordinary shares upon the issuance of share based equity incentives, such as restricted shares, or the exercise or settlement of
outstanding derivative equity incentives, such as options or restricted share units. As of December 31, 2012, 2,339,707 (2011—2,592,134) ordinary
shares remained available for issuance under the 2007 and prior Plans.

Stock Options
Prior to 2005, the Company issued stock options to employees and non-employee directors, with exercise prices equal to the fair market values of the
Company’s ordinary shares on the grant dates. Options generally vested at a rate of 20% per year over a five-year term. Option awards have a 10-year
contractual life.

A summary of option activity, including options held by employees and non-employee directors, during the year ended December 31, 2012 is presented
below:

 
   For the year ended December 31, 2012  
           Weighted Average     
       Weighted    Remaining      
   Number of    Average    Contractual Life    Aggregate  
Options Outstanding   Options    Exercise Price   (years)    Intrinsic Value 
Beginning of year    114,801   $ 23.14     
Granted    —      —       
Exercised    75,300    20.41     
Forfeited    —      —       
Outstanding, end of year    39,501   $ 27.78    0.80   $ 470 
Exercisable and vested options, end of year    39,501   $ 27.78    0.80   $ 470 
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15. Stock-based employee compensation and other stock plans, cont’d.
 

No options were granted, expired or vested during the years ended December 31, 2012, 2011 and 2010. The total intrinsic value of options exercised
during the years ended December 31, 2012, 2011 and 2010 was $1.4 million, $32.5 million, and $9.9 million, respectively. The Company received
proceeds of $1.5 million from the exercise of options during the year ended December 31, 2012. The Company issued new ordinary shares in
connection with the exercise of the above options.

There were no unrecognized stock-based compensation expenses related to unvested stock options at December 31, 2012.

Restricted Shares and Restricted Share Units
The Company has issued restricted shares and restricted share units to employees and non-employee directors. The fair value of the restricted shares
and restricted share units granted was equal to the fair market value of the Company’s ordinary shares on the grant date. Compensation equal to the fair
market value of the restricted shares and restricted share units at the measurement date was amortized and charged to income over the vesting period.
Restricted shares granted to employees generally vest pro rata over a four-year period. Restricted shares are forfeited upon departure from the Company
for any reason prior to the applicable vesting date other than in cases where an employee meets certain retirement eligibility criteria which allow for
continuing post-employment vesting of restricted shares, subject to compliance with certain non-competition obligations.

Restricted shares granted to non-employee directors vest twelve months following the date of grant and are forfeited upon departure from the Board of
Directors for any reason prior to the applicable vesting date.

The Company grants restricted share units in an amount equal to the dividends that would have been paid on the notional amount of certain options held
by employees of the Company. These restricted share units vest and settle on the first March 1  following the six-month anniversary of the date of
issuance of the unit.

The Company generally withholds an amount sufficient to satisfy any federal, state or local withholding tax requirements associated with the vesting of
the restricted shares and the restricted share units held by employees.

A summary of the restricted share and restricted share unit activity during the year ended December 31, 2012, is presented below:
 

   Number of   Aggregate  
   Shares/Units   Intrinsic Value 
Unvested, beginning of year    730,054  
Granted    437,284  
Settled    (303,636)  
Forfeited    (177,069)  
Unvested, end of year    686,633  

Outstanding, end of year    686,633  $ 27,252 
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15. Stock-based employee compensation and other stock plans, cont’d.
 

During the years ended December 31, 2012, 2011 and 2010, the Company granted an aggregate of 437,284, 305,806 and 532,964 restricted shares and
restricted share units with weighted average grant date fair values of $16.8 million, $14.8 million and $20.4 million, respectively. During the years
ended December 31, 2012, 2011 and 2010, the aggregate fair value of restricted shares and restricted share units that vested was $11.7 million, $14.4
million and $13.5 million, respectively.

For the years ended December 31, 2012, 2011 and 2010, compensation costs recognized in earnings for all restricted shares and restricted share units
were $11.2 million, $14.8 million, and $12.9 million, respectively. At December 31, 2012, compensation costs not yet recognized related to non-vested
awards was $8.8 million (2011 – $9.9 million). This expense is expected to be recognized between 2013 and 2016, with approximately 68.6% expected
to be recognized during 2013.

Employee Share Purchase Plan
On October 26, 2005, Endurance Holdings’ shareholders approved the Employee Share Purchase Plan (the “ESPP”). The ESPP is not subject to any
provisions of the Employee Retirement Income Security Act of 1974 as amended, and is not a qualified plan within the meaning of Section 402(a) of the
Internal Revenue Code of 1986, as amended (the “Code”). The ESPP is a qualified plan under 423 of the Code.

Following approval by the Company’s shareholders in 2005, 200,000 of Endurance Holdings’ ordinary shares were reserved for issuance under the
ESPP. At a meeting on February 23, 2011, the Company’s Board of Directors adopted a resolution to add 200,000 ordinary shares to the ESPP. The
addition of 200,000 ordinary shares to the ESPP was approved by the Company’s shareholders at the Annual General Meeting of Shareholders held on
May 11, 2011. After approval of the additional ordinary shares, a total of 400,000 ordinary shares were reserved for issuance under the ESPP.

Under the terms of the ESPP, employees of Endurance Holdings and certain of its subsidiaries may purchase Endurance Holdings’ ordinary shares at a
15% discount to the closing market price on the purchase date. Participants are eligible to receive dividends on the shares purchased in the ESPP and are
entitled to vote such shares at any Annual General or Special Meeting of Shareholders. These shares are restricted from sale, transfer or certification for
one year from the purchase date.

Total expenses related to this plan for the year ended December 31, 2012 was approximately $165,000 (2011 – $200,000; 2010– $172,000).
 
16. Pension Plan

The Company provides pension benefits to eligible employees through various defined contribution plans sponsored by the Company. Under the
Company’s defined contribution plans, the Company makes contributions to its employees’ accounts in amounts ranging from 4% to 12% of its
employees’ eligible earnings. In addition, under certain defined contribution plans, employee contributions may be supplemented by matching
contributions made by the Company based on the level of employee contribution. Lastly, the Company may provide additional contributions, depending
on its annual financial performance. The employee and Company contributions in the defined contribution plans are invested at the election of each
employee in one or more of several investment portfolios offered by third party investment advisors. Company contributions for the year ended
December 31, 2012 resulted in an expense of $7.4 million being recorded in earnings (2011 – $7.5 million; 2010 – $8.4 million).
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17. Statutory requirements and dividend restrictions

Our insurance and reinsurance operations are subject to insurance and/or reinsurance laws and regulations in the jurisdictions in which they operate, the
most significant of which are Bermuda, the United States and the United Kingdom. These regulations include certain restrictions on the amount of
dividends or other distributions, such as loans or cash advances, available to shareholders without prior approval of the insurance regulatory
authorities.

The combined statutory capital and combined statutory net income (loss) for our principal operating subsidiaries in their respective jurisdictions were as
follows:

 
Statutory capital   Bermuda   United States    Other  
   2012   2011   2012    2011    2012    2011  
Required statutory capital   $1,127,969  $1,255,735  $ 235,454   $210,159   $ 44,113   $ 41,327 
Actual statutory capital    2,492,307    2,422,398    612,127    620,833    243,188    232,547 
 

Statutory net income (loss)   Bermuda    United States   Other  
For the year ended December 31, 2012   $355,118   $(147,325)    $ 1,192 
For the year ended December 31, 2011    51,101    (77,374)     (9,913) 
For the year ended December 31, 2010    370,136    27,544     (16,664) 

 
(1) Bermuda statutory capital includes an investment in affiliate asset, which represents its interest in the remaining insurance and reinsurance operations

of the Company included in the United States and Other columns above.
(2) Includes Endurance U.K. and Endurance Bermuda’s Singapore branch.

Bermuda
As a Bermuda holding company, Endurance Holdings is subject to the Companies Act 1981 which limits the Company’s ability to pay dividends and
make distributions to its shareholders. The Company’s retained earnings are unrestricted; however, the Company is not permitted to declare or pay a
dividend, or make a distribution out of contributed surplus, if it is, or would after the payment be, unable to pay its liabilities as they come due, or if
the realizable value of its assets would be less than its liabilities. Endurance Holdings had, as of December 31, 2012, $2.0 billion in retained earnings,
$0.2 billion in accumulated other comprehensive income and an additional $0.5 billion in contributed surplus available to declare or pay a dividend, or
make a distribution out of contributed surplus, so long as Endurance Holdings remained in compliance with the Companies Act 1981 following such
dividend or distribution. Endurance Holdings relies on dividends from Endurance Bermuda to provide cash flow required for debt service and
dividends to shareholders.

Endurance Bermuda is a registered Class 4 insurer under the Insurance Act 1978 and related regulations. Endurance Bermuda is required to maintain
minimum solvency standards and to hold available statutory capital and surplus equal to or exceeding the Enhanced Capital Requirement as determined
by the Bermuda Monetary Authority based upon a standard mathematical model that correlates the risk underwritten to the capital that is dedicated to
the business. The required capital noted in the table above has been based on the Enhanced Capital Requirement. In addition to the Enhanced Capital
Requirement, Endurance Bermuda is required to maintain a minimum statutory liquidity ratio and solvency margin. For all periods presented herein,
Endurance Bermuda materially exceeded these minimum requirements.
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17. Statutory requirements and dividend restrictions, cont’d.
 

Endurance Bermuda’s ability to pay dividends and make capital distributions is subject to certain regulatory restrictions based on the Enhanced Capital
Requirement, limits on the amount of Endurance Bermuda’s premiums written and net reserves for losses and loss expenses and a minimum general
capital and surplus requirement of $100.0 million. At December 31, 2012, Endurance Bermuda can pay dividends of $623.1 million (2011—$605.6
million) to Endurance Holdings without prior approval under Bermuda law.

United States
Endurance U.S. Reinsurance, Endurance American, Endurance American Specialty and Endurance Risk Solutions are subject to regulation by the
Delaware Department of Insurance. American Agri-Business is subject to regulation by the Texas Department of Insurance. Endurance’s Delaware and
Texas domiciled entities must maintain a minimum level of statutory capital as established by such jurisdictions. The amount of required capital is
determined through the use of the Risk Based Capital model established by the National Association of Insurance Commissioners and adopted by
Delaware and Texas. The required capital noted in the table above has been based on the Risk Based Capital model and represents the authorized control
level risk based capital for these entities.

Dividends for each U.S. operating subsidiary are limited to the greater of 10% of policyholders’ surplus or statutory net income, excluding realized
capital gains for Endurance’s Delaware domiciled entities. In addition, dividends may only be declared or distributed out of earned surplus. At
December 31, 2012, Endurance U.S. Reinsurance, Endurance American, Endurance Risk Solutions, and Endurance American Specialty did not have
earned surplus and thus were precluded from declaring or distributing dividends during 2013 without the prior approval of the applicable insurance
regulator. If the parent company is also an insurer, as is the case with Endurance American, Endurance American Specialty and Endurance Risk
Solutions, the parent company or companies must also meet their own dividend eligibility requirements in order to pass along any dividends received
from subsidiary insurance companies. At December 31, 2012, American Agri-Business (with notice to the Texas Department of Insurance) could pay
dividends of $4.3 million (2011—$3.9 million) without prior regulatory approval.

Other Jurisdictions
The required and actual statutory capital amounts in the “Other” category in the table above include amounts related to Endurance U.K. and Endurance
Bermuda’s Singapore branch (“Singapore Branch”). Under the jurisdiction of the United Kingdom’s Financial Services Authority (“FSA”), Endurance
U.K. must maintain a margin of solvency at all times, which is determined based on the type and amount of insurance business written. Insurers are
required to calculate their required minimum solvency margin and to report it to the FSA. The FSA also mandates calculation of an Enhanced Capital
Requirement for Endurance U.K. At December 31, 2012 and 2011, the actual capital for Endurance U.K. exceeded the capital requirements currently
promulgated by the FSA.

The Singapore Branch is subject to Fund Solvency and Capital Adequacy requirements by the Monetary Authority of Singapore as a foreign company
in Singapore and is regulated by the Monetary Authority of Singapore pursuant to the Insurance Act in Singapore. At December 31, 2012 and 2011, the
Singapore Branch complied with the capital requirements promulgated by the Monetary Authority of Singapore.

The required capital noted in the table above as “Other” represents the combined capital requirements for Endurance U.K. and the Singapore Branch.

The FSA regulatory requirements impose no explicit restrictions on Endurance U.K.’s ability to pay a dividend, but Endurance U.K. would have to
notify the FSA 28 days prior to any proposed dividend payment. Dividends may only be distributed from profits available for distribution. At
December 31, 2012 Endurance U.K did not have retained profits available for distribution.
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18. Taxes

The Company has operating subsidiaries and branch operations in the United States, United Kingdom, Switzerland and Singapore, which are subject
to the relevant taxes in those jurisdictions. During 2012, the Internal Revenue Service (“IRS”), the Canada Revenue Agency, the Inland Revenue
Authority of Singapore and Her Majesty’s Revenue and Customs in the United Kingdom conducted audits and inquiries of income tax returns of the
Company’s U.S. subsidiary, former Canadian branch, Singapore branch, and U.K. subsidiary, respectively. The audit and inquiry results were
immaterial to the operations of the Company. None of the Company’s other operating subsidiaries or branch operations were under examination in any of
the jurisdictions in which they operate. The Company remains subject to examination for tax years 2008 – 2012.

Endurance Holdings and Endurance Bermuda are not required to pay any income or capital gains taxes in Bermuda. Endurance Bermuda has received
written assurance dated May 16, 2011 and Endurance Holdings has received written assurance dated May 17, 2011 from the Minister of Finance of
Bermuda under the Exempted Undertakings Tax Protection Act of 1966 of Bermuda, as amended, that in the event any legislation is enacted in
Bermuda imposing any tax computed on profits or income, or computed on any capital asset, gain or appreciation or any tax in the nature of estate duty
or inheritance tax, such tax shall not be applicable to the Company until March 31, 2035 provided that the assurance is subject to the condition that it
will not prevent the application of any taxes payable by the Company in respect of real property or leasehold interests in Bermuda held by it. Endurance
Holdings and Endurance Bermuda intend to operate in a manner such that they will owe no United States tax other than premium excise tax and
withholding taxes on certain investments.

The income tax (expense) benefit was as follows for the years ended December 31, 2012, 2011 and 2010, respectively:
 

   2012   2011    2010  
Current income tax (expense) benefit   $(5,029)  $13,518   $(28,556) 
Deferred income tax benefit    1,683   9,488    21,396 
Income tax (expense) benefit   $ (3,346)  $ 23,006   $ (7,160) 

Of the 2012 current income tax (expense) benefit, $(4.6) million related to taxes incurred in the United States (2011 – $12.7 million; 2010 – $(27.7)
million). Of the deferred income tax benefit, $1.6 million related to deferred income tax benefits in the United States (2011 – $9.6 million; 2010 – $21.4
million). A full valuation allowance has been recorded against the net asset position of Endurance Bermuda’s foreign branches and Endurance U.K.

The actual income tax (expense) benefit attributable to income (losses) for the years ended December 31, 2012, 2011 and 2010 differed from the amount
computed by applying the combined effective rate of 0% under Bermuda law to income (loss) before income taxes, as a result of the following:

 
   2012   2011   2010  
Computed expected tax expense   $ —    $ —    $ —   
Tax benefit (expense) effect on foreign taxes    51,059   40,808   (3,169) 
Change in valuation allowance    (54,405)   (17,802)   (3,991) 

  $ (3,346)  $ 23,006  $ (7,160) 
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18. Taxes, cont’d.
 

Deferred income taxes represent the tax effect of the differences between the book and tax bases of assets and liabilities. Net deferred income tax assets
and liabilities consisted of the following as of December 31, 2012 and 2011:

 
   2012   2011  
Deferred income tax assets:    

Unearned premiums   $ 21,940  $ 21,446 
Loss reserves    36,990   31,927 
Net operating loss carry forward    72,502   41,645 
Deferred compensation    10,191   11,537 
Deferred interest    41,474   36,071 
Start up costs    (297)   126 
Realized investment losses    6 5   1,266 
Other    5,418   6,125 

Total deferred income tax assets    188,283   150,143 
Deferred income tax liabilities:    

Deferred acquisition costs    (16,787)   (18,727) 
Unrealized investment gains    (11,512)   (16,902) 
Unrealized foreign exchange gain    (138)   (12,048) 
Temporary differences related to acquisition    (23,706)   (26,437) 
Other    (6,866)   (11,306) 

Total deferred income tax liabilities    (59,009)   (85,420) 
Valuation allowance    (85,773)   (31,368) 
Net deferred income tax asset   $ 43,501  $ 33,355 

Net income taxes paid in 2012 totaled $1.6 million. The Company received net refunds and paid net income taxes totaling $15.7 million and $24.3
million for the years ended December 31, 2011 and 2010, respectively. Net operating loss carryforwards in the amount of $161.4 million, $25.5
million, $39.0 million and $28.9 million are available for application against future taxable income in the United States, United Kingdom, Singapore
and Switzerland, respectively. These net operating loss carry forwards have no expiration date in the United Kingdom and Singapore. In Switzerland
and the United States the net operating loss carry forwards expire through 2019 and 2032, respectively.
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18. Taxes, cont’d.
 

A valuation allowance is provided when it is more likely than not that some portion of the deferred tax assets will not be realized. At December 31, 2012,
management has established a valuation allowance of $85.8 million (2011 – $31.4 million) against net operating loss carryforwards in the Company’s
United States subsidiaries, United Kingdom subsidiary and non-U.S. branches. The valuation allowance in 2011 was established against net operating
loss carryforwards in the Company’s United States subsidiaries, United Kingdom subsidiary and non-U.S. branches.
The Company’s income (loss) before income taxes was distributed as follows for the years ended December 31, 2012, 2011 and 2010, respectively:

 
   2012   2011   2010  
U.S. (domestic)   $(186,882)  $(125,752)  $ 88,147 
Non-U.S. (foreign)    352,744   9,012   283,751 
Income (loss) before income taxes   $ 165,862  $ (116,740)  $371,898 

 
(1) The Company’s non-U.S. (foreign) operating subsidiaries write business that is exposed to risks originating in the United States.

As of December 31, 2012 and 2011, the Company had no uncertain tax positions.
 
19. Condensed unaudited quarterly financial data

The following is a summary of the unaudited quarterly data for the year ended December 31, 2012:
 

   Quarter Ended  Quarter Ended   Quarter Ended  Quarter Ended 
   March 31,   June 30,   September 30,   December 31,  
   2012   2012   2012   2012  
Net premiums earned   $ 411,635  $ 519,340  $ 551,872  $ 531,053 
Net investment income    57,075   31,766   45,882   38,603 
Net realized and unrealized investment gains    5,203   14,958   10,097   41,881 
Net impairment losses recognized in earnings (losses)    (219)   (407)   (131)   (90) 
Subtotal   $ 473,694  $565,657  $ 607,720  $ 611,447 
Net losses and loss expenses   $ 262,767  $ 345,897  $ 407,523  $ 504,808 
Acquisition and general and administrative expenses   $ 134,530  $ 134,737  $ 141,497  $ 128,104 
Net foreign exchange (gains) losses   $ (18,137)  $ (336)  $ 3,774  $ (1,212) 
Net income (loss)   $ 82,542  $ 72,483  $ 40,118  $ (32,627) 
Preferred dividends    (8,188)   (8,188)   (8,188)   (8,186) 
Net income (loss) available (attributable) to common and

participating common shareholders   $ 74,354  $ 64,295  $ 31,930  $ (40,813) 
Basic earnings (losses) per share   $ 1.72  $ 1.48  $ 0.74  $ (0.96) 
Diluted earnings (losses) per share   $ 1.72  $ 1.48  $ 0.74  $ (0.96) 
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19. Condensed unaudited quarterly financial data, cont’d .
 

The following is a summary of the unaudited quarterly data for the year ended December 31, 2011:
 

   Quarter Ended  Quarter Ended  Quarter Ended  Quarter Ended 
   March 31,   June 30,   September 30,   December 31,  
   2011   2011   2011   2011  
Net premiums earned   $ 382,833  $ 486,578  $ 561,493  $ 500,489 
Net investment income    52,501   39,842   14,100   40,594 
Net realized and unrealized investment gains    3,775   21,532   1,033   5,331 
Net impairment losses recognized in earnings (losses)    (1,647)   (932)   (240)   (701) 
Subtotal   $ 437,462  $ 547,020  $ 576,386  $ 545,713 
Net losses and loss expenses   $ 401,853  $ 361,970  $ 456,691  $ 412,152 
Acquisition and general and administrative expenses   $ 131,579  $ 133,773  $ 130,823  $ 150,888 
Net foreign exchange (gains) losses   $ (6,918)  $ 3,348  $ (4,085)  $ 233 
Net (loss) income   $ (87,417)  $ 41,077  $ (20,018)  $ (27,376) 
Preferred dividends    (3,875)   (3,875)   (8,188)   (8,187) 
Net (loss) income (attributable) available to common and

participating common shareholders   $ (91,292)  $ 37,202  $ (28,206)  $ (35,563) 
Basic (losses) earnings per share   $ (2.25)  $ 0.92  $ (0.71)  $ (0.88) 
Diluted (losses) earnings per share   $ (2.25)  $ 0.87  $ (0.71)  $ (0.88) 
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure
There were no changes in or disagreements with accountants on accounting and financial disclosure during the course of the year.

Item 9A. Controls and Procedures
The Company’s management, with the participation of the Chief Executive Officer and Chief Financial Officer, has evaluated the effectiveness of the

Company’s disclosure controls and procedures (as such term is defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as
amended) as of the end of the period covered by this report. Based upon such evaluation, the Company’s Chief Executive Officer and Chief Financial Officer
have concluded that, as of the end of such period, the Company’s disclosure controls and procedures are effective in recording, processing, summarizing and
reporting, on a timely basis, the information required to be disclosed by the Company in the reports that it files or submits under the Securities Exchange Act
of 1934, as amended.

The management of Endurance Specialty Holdings Ltd. (the “Company”) is responsible for establishing and maintaining effective internal control over
financial reporting (as defined in Rules 13a-15(f) and 15d-15(f) under the Securities Exchange Act of 1934, as amended). This internal control provides
monitoring mechanisms, and actions are taken to correct deficiencies identified.

There are inherent limitations in any internal control over financial reporting, including the possibility of human error and the circumvention or
overriding of controls. Accordingly, even effective internal controls can provide only reasonable assurance with respect to financial statement preparation.
Further, because of changes in conditions, controls may become inadequate or the degree of compliance with policies or procedures may deteriorate over time.

Management assessed the Company’s internal control over financial reporting as of December 31, 2012. In making this assessment, management used
the criteria set forth in “Internal Control – Integrated Framework” issued by the Committee of Sponsoring Organizations of the Treadway Commission. Based
on this assessment, management concluded that, as of December 31, 2012, the Company maintained effective internal control over financial reporting.

Ernst & Young Ltd., an independent registered public accounting firm, has issued their attestation report on the Company’s internal control over
financial reporting.

There have not been any changes in the Company’s internal control over financial reporting (as such term is defined in Rules 13a-15(f) and 15d-15(f)
under the Exchange Act) during the Company’s fourth fiscal quarter that have materially affected, or are reasonably likely to materially affect, the Company’s
internal control over financial reporting.

Item 9B. Other Information

Information required to be disclosed in a report on Form 8-K during the three months ended December 31, 2012 was so reported.
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PART III

Item 10. Directors, Executive Officers and Corporate Governance
The information called for by Item 10 is incorporated herein by reference to the sections captioned “Board of Directors,” “Management” and “Section

16(a) Beneficial Ownership Reporting Compliance” of our Proxy Statement for our 2013 Annual General Meeting of Shareholders.

Our Board of Directors has adopted a code of ethics entitled “Code of Business Conduct and Ethics” which applies to all of our employees, officers and
directors, including our chief executive officer and chief financial officer. Copies of this code can be found at www.endurance.bm and may be obtained in
print, without cost, by writing Endurance Specialty Holdings Ltd., Attention: Secretary, Wellesley House, 90 Pitts Bay Road, Pembroke HM08, Bermuda.

Item 11. Executive Compensation
The information called for by Item 11 is incorporated herein by reference to the sections captioned “Compensation Discussion and Analysis,”

“Compensation Committee Report” and “Executive Compensation” of our Proxy Statement for our 2013 Annual General Meeting of Shareholders.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Shareholder Matters
The information called for by Item 12 relating to the security ownership of certain beneficial owners and management is incorporated herein by reference

to the sections captioned “Security Ownership of Certain Beneficial Owners” and “Security Ownership of Directors and Executive Officers” of our Proxy
Statement for our 2013 Annual General Meeting of Shareholders.

Information required by this item relating to securities authorized for issuance under the equity compensation plans is included in the following table:

Equity Compensation Plan Information
 

  

Number of
securities  to be

issued upon
exercise of

outstanding
options,

warrants
and rights   

Weighted-average
exercise price of

outstanding
options, warrants

and rights   

Number of
securities  remaining
available for future

issuance under
equity compensation

plans (excluding
securities reflected in

the first column)  
Plan category    
Equity compensation plans approved by security holders   41,328  $ 27.78   2,578,737 
Equity compensation plans not approved by security holders   —     —     —   
Total   41,328  $ 27.78   2,578,737 

 
(1) Weighted average exercise price does not include $0 exercise price of 1,828 restricted share units included in the number of securities to be issued upon

exercise.

Item 13. Certain Relationships and Related Transactions, and Director Independence
The information called for by Item 13 is incorporated herein by reference to the sections captioned “Transactions with Related Persons, Promoters and

Certain Control Persons” and “Board of Directors” of our Proxy Statement for our 2013 Annual General Meeting of Shareholders.
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Item 14. Principal Accountant Fees and Services
The information called for by Item 14 is incorporated herein by reference to the section captioned “Audit Fees” of our Proxy Statement for our 2013

Annual General Meeting of Shareholders.

PART IV

Item 15. Exhibits and Financial Statement Schedules
 

 (a) The following is a list of certain documents filed as a part of this report:
 

 (1) Financial Statements. See Index to Consolidated Financial Statements on page 100 hereof.
 

 (2) Financial Statement Schedules. See Index to Consolidated Financial Statement Schedules on page 157 hereof.
 

 (3) Exhibits. See Exhibit Index beginning on page 168 hereof.
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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.
 
 

 ENDURANCE SPECIALTY HOLDINGS LTD.

Date: February 28, 2013  /s/ David Cash
 Name: David Cash
 Title: Chief Executive Officer

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 as on the dates indicated.
 
Signature   Title   Date

/s/ David Cash     
David Cash

  

Chief Executive Officer and Director
(Principal Executive Officer)   

February 28, 2013

/s/ Michael J. McGuire     
Michael J. McGuire

  

Chief Financial Officer
(Principal Accounting Officer)   

February 28, 2013

/s/ John T. Baily     
John T. Baily   Director   February 28, 2013

/s/ Norman Barham     
Norman Barham   Director   February 28, 2013

/s/ Galen R. Barnes     
Galen R. Barnes   Director   February 28, 2013

/s/ William H. Bolinder     
William H. Bolinder   Director   February 28, 2013

/s/ Steven W. Carlsen     
Steven W. Carlsen   Director   February 28, 2013

/s/ Susan S. Fleming     
Susan S. Fleming   Director   February 28, 2013

/s/ Scott D. Moore     
Scott D. Moore   Director   February 28, 2013

/s/ Brendan R. O’Neill     
Brendan R. O’Neill   Director   February 28, 2013

/s/ William J. Raver     
William J. Raver   Director   February 28, 2013

/s/ Robert A. Spass     
Robert A. Spass   Director   February 28, 2013
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Index to Consolidated Financial Statement Schedules
   Pages  
Report of Independent Registered Public Accounting Firm on Schedules    158  

I. Summary of Investments other than Investments in Related Parties at December 31, 2012    159  

II. Condensed Financial Statement Information of the Registrant    160  

III. Supplementary Insurance Information for the years ended December 31, 2012, 2011 and 2010    163  

IV. Reinsurance for the years ended December 31, 2012, 2011 and 2010    165  

VI. Supplementary Information for Property and Casualty Insurance Underwriters for the years ended December 31, 2012, 2011 and 2010    166  

All other financial statement schedules are not required under the related instructions or are inapplicable and therefore have been omitted.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

TO THE BOARD OF DIRECTORS AND SHAREHOLDERS OF ENDURANCE SPECIALTY HOLDINGS LTD.

We have audited the consolidated financial statements of Endurance Specialty Holdings Ltd. as of December 31, 2012 and 2011, and for each of the three
years in the period ended December 31, 2012, and have issued our report thereon dated February 28, 2013 (such financial statements and our report thereon
are included elsewhere in this Annual Report on Form 10-K). Our audits also included the financial statement schedules listed in Item 15 of this Annual Report
on Form 10-K for the year ended December 31, 2012. These schedules are the responsibility of the Company’s management. Our responsibility is to express
an opinion based on our audits.

In our opinion, the financial statement schedules referred to above, when considered in relation to the basic financial statements taken as a whole, present
fairly in all material respects the information set forth therein.

/s/ Ernst & Young Ltd.

Hamilton, Bermuda

February 28, 2013
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SCHEDULE I
ENDURANCE SPECIALTY HOLDINGS LTD. AND SUBSIDIARIES

SUMMARY OF INVESTMENTS OTHER THAN INVESTMENTS IN RELATED PARTIES
AT DECEMBER 31, 2012

(In thousands of United States dollars)
 

   Cost    Market Value    

Amount at
Which Shown on
the Balance Sheet  

Type of Investment:       
Fixed Maturity Investments       

U.S. government and government agencies and authorities   $ 718,992   $ 737,535   $ 737,535 
States, municipalities and political subdivisions    37,952    38,894    38,894 
Foreign governments    106,218    109,337    109,337 
Corporate bonds    1,397,233    1,438,135    1,438,135 
Mortgage-backed securities       

Agency mortgage-backed securities    1,195,448    1,223,472    1,223,472 
Non-agency mortgage-backed securities    816,950    857,688    857,688 

Asset-backed securities    455,803    463,089    463,089 
Total fixed maturity investments   $4,728,596   $ 4,868,150   $ 4,868,150 

Short-term investments    42,224    42,230    42,230 
Equity securities    76,997    86,997    86,997 
Other investments    394,542    517,546    517,546 

Total Investments   $ 5,242,359   $5,514,923   $5,514,923 
 

Investments in fixed maturity investments and short-term investments are shown at amortized cost.
 

159

(1)

(1)



Table of Contents

SCHEDULE II

ENDURANCE SPECIALTY HOLDINGS LTD.
CONDENSED FINANCIAL STATEMENT INFORMATION OF THE REGISTRANT

BALANCE SHEETS—PARENT ONLY
DECEMBER 31, 2012 AND 2011

(In thousands of United States dollars except share amounts)
 
   2012    2011  
ASSETS     
Investment in subsidiary   $ 3,033,650   $ 2,932,610 
Cash and cash equivalents    10,083    1,230 
Amounts due from subsidiaries    200,929    216,297 
Other assets    10,521    8,722 
Total assets   $ 3,255,183   $ 3,158,859 
LIABILITIES     
Debt    527,195    528,001 
Other liabilities    17,391    19,693 
Total liabilities    544,586    547,694 
SHAREHOLDERS’ EQUITY     
Preferred shares     

Series A and Series B, non-cumulative – 17,200,000 issued and outstanding (2011 – 17,200,000)    17,200    17,200 
Common shares     

Ordinary – 43,116,394 issued and outstanding (2011 – 43,086,834)    43,116    43,087 
Additional paid-in capital    527,915    526,910 
Accumulated other comprehensive income    152,463    130,392 
Retained earnings    1,969,903    1,893,576 
Total shareholders’ equity    2,710,597    2,611,165 
Total liabilities and shareholders’ equity   $ 3,255,183   $ 3,158,859 

See accompanying notes to the consolidated financial statements.
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SCHEDULE II

ENDURANCE SPECIALTY HOLDINGS LTD.
CONDENSED FINANCIAL STATEMENT INFORMATION OF THE REGISTRANT, Cont’d.

STATEMENTS OF INCOME (LOSS)—PARENT ONLY
YEARS ENDED DECEMBER 31, 2012, 2011, AND 2010

(In thousands of United States dollars)
 
   2012   2011   2010  
Revenues     

Net investment loss   $ (2)  $ (6)  $ —   
Net realized and unrealized losses    (74)   —     —   
Other income    11,083   8,303   20,758 

   11,007   8,297   20,758 
Expenses     

General and administrative expenses    17,923   22,670   23,945 
Net foreign exchange losses    2   —     —   
Interest expense    36,174   36,250   34,762 

Total expenses    54,099   58,920   58,707 
Net loss before equity in net income of subsidiaries    (43,092)   (50,623)   (37,949) 
Equity in net income (loss) of subsidiaries    205,608   (43,111)   402,687 
Net income (loss)    162,516   (93,734)   364,738 
Preferred dividends    (32,750)   (24,125)   (15,500) 
Net income (loss) available (attributable) to common and participating common shareholders   $129,766  $(117,859)  $ 349,238 

See accompanying notes to the consolidated financial statements
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SCHEDULE II

ENDURANCE SPECIALTY HOLDINGS LTD.
CONDENSED FINANCIAL STATEMENT INFORMATION OF THE REGISTRANT, Cont’d.

STATEMENTS OF CASH FLOWS—PARENT ONLY
YEARS ENDED DECEMBER 31, 2012, 2011, AND 2010

(In thousands of United States dollars)
 
   2012   2011   2010  
Cash flows used in operating activities:     

Net income (loss)   $162,516  $ (93,734)  $ 364,738 
Adjustments to reconcile net income (loss) to net cash used in operating activities:     
Depreciation and amortization    1,095   760   239 
Net realized and unrealized losses    74   —     —   
Stock-based compensation expense    4,819   8,292   5,828 
Equity in net (earnings) losses of subsidiary    (205,608)   43,111   (402,687) 
Other assets    (2,614)   (490)   5 5 
Other liabilities    (2,136)   (307)   (1,129) 

Net cash used in operating activities    (41,854)   (42,368)   (32,956) 
Cash flows provided by investing activities:     

Dividends received from subsidiary    126,550   107,100   346,091 
Net amounts received from (loaned to) subsidiaries    21,760   104,650   (7,811) 

Net cash provided by investing activities    148,310   211,750   338,280 
Cash flows used in financing activities:     

(Repayment) issuance of long term debt    (1,072)   (529)   80,730 
Issuance of common shares    2,935   26,489   7,209 
Issuance of series B, non-cumulative preferred shares    —     224,022   —   
Offering and registration costs paid    —     (586)   (2,064) 
Repurchase of common shares    (10,005)   (344,272)   (338,510) 
Settlement of restricted shares    (3,272)   (6,074)   (5,209) 
Dividends paid on preferred shares    (32,750)   (24,125)   (15,500) 
Dividends paid on common shares    (53,439)   (49,172)   (51,301) 

Net cash used in financing activities    (97,603)   (174,247)   (324,645) 
Net increase (decrease) in cash and cash equivalents    8,853   (4,865)   (19,321) 
Cash and cash equivalents, beginning of year    1,230   6,095   25,416 
Cash and cash equivalents, end of year   $ 10,083  $ 1,230  $ 6,095 

See accompanying notes to the consolidated financial statements
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SCHEDULE III

ENDURANCE SPECIALTY HOLDINGS LTD. AND SUBSIDIARIES
SUPPLEMENTARY INSURANCE INFORMATION

YEARS ENDED DECEMBER 31, 2012, 2011, AND 2010
(In thousands of United States dollars)

Year Ended December 31, 2012
 
   Insurance    Reinsurance    Total  
Deferred Acquisition Costs   $ 31,620   $ 136,632   $ 168,252 
Reserve for Losses and Loss Expenses    2,287,052    1,953,824    4,240,876 
Unearned Premiums    449,475    515,769    965,244 
Net Premiums Earned    955,089    1,058,811    2,013,900 
Net Investment Income    —      —      173,326 
Net Losses and Loss Expenses    855,941    665,054    1,520,995 
Amortization of Deferred Acquisition Costs    75,597    227,582    303,179 
Other Operating Expenses    125,108    110,581    235,689 
Net Premiums Written    942,357    1,087,138    2,029,495 
 
(1) Because the Company does not manage its assets by segment, investment income is not allocated to the individual segments.
(2) General and administrative expenses incurred by segments are allocated directly. Remaining corporate overhead is allocated to segments primarily based

on estimated consumption, headcount and other variables deemed relevant to the allocation of such expenses.

Year Ended December 31, 2011
 
   Insurance    Reinsurance    Total  
Deferred Acquisition Costs   $ 36,895   $ 129,154   $ 166,049 
Reserve for Losses and Loss Expenses    1,937,543    1,886,681    3,824,224 
Unearned Premiums    448,786    483,322    932,108 
Net Premiums Earned    981,592    949,801    1,931,393 
Net Investment Income    —      —      147,037 
Net Losses and Loss Expenses    765,119    867,547    1,632,666 
Amortization of Deferred Acquisition Costs    71,295    211,616    282,911 
Other Operating Expenses    146,115    118,037    264,152 
Net Premiums Written    1,005,490    974,331    1,979,821 
 
(1) Because the Company does not manage its assets by segment, investment income is not allocated to the individual segments.
(2) General and administrative expenses incurred by segments are allocated directly. Remaining corporate overhead is allocated to segments primarily based

on estimated consumption, headcount and other variables deemed relevant to the allocation of such expenses.
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SCHEDULE III

ENDURANCE SPECIALTY HOLDINGS LTD. AND SUBSIDIARIES
SUPPLEMENTARY INSURANCE INFORMATION, Cont’d

YEARS ENDED DECEMBER 31, 2012, 2011, AND 2010
(In thousands of United States dollars)

Year Ended December 31, 2010
 
   Insurance    Reinsurance    Total  
Deferred Acquisition Costs   $ 32,950   $ 121,534   $ 154,484 
Reserve for Losses and Loss Expenses    1,729,593    1,590,334    3,319,927 
Unearned Premiums    386,626    455,528    842,154 
Net Premiums Earned    821,828    919,285    1,741,113 
Net Investment Income    —      —      200,358 
Net Losses and Loss Expenses    558,040    480,060    1,038,100 
Amortization of Deferred Acquisition Costs    63,556    200,672    264,228 
Other Operating Expenses    123,335    118,585    241,920 
Net Premiums Written    829,864    933,880    1,763,744 
 
(1) Because the Company does not manage its assets by segment, investment income is not allocated to the individual segments.
(2) General and administrative expenses incurred by segments are allocated directly. Remaining corporate overhead is allocated to segments primarily based

on estimated consumption, headcount and other variables deemed relevant to the allocation of such expenses.
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SCHEDULE IV

ENDURANCE SPECIALTY HOLDINGS LTD. AND SUBSIDIARIES
REINSURANCE

FOR THE YEARS ENDED DECEMBER 31, 2012, 2011 AND 2010
(In thousands of United States dollars)

 
                   Percentage 

       Ceded to    Assumed        
of

Amount  
       Other    from Other        Assumed  
Premiums Written   Gross    Companies    Companies    Net Amount    to Net  
Year ended December 31, 2012:           

Property and liability insurance   $ 1,429,930   $519,531   $1,119,096   $ 2,029,495    55 % 
Year ended December 31, 2011:           

Property and liability insurance   $1,469,798   $ 487,293   $ 997,316   $1,979,821    50 % 
Year ended December 31, 2010:           

Property and liability insurance   $ 1,112,192   $ 289,492   $ 941,044   $ 1,763,744    53 % 
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SCHEDULE VI

ENDURANCE SPECIALTY HOLDINGS LTD. AND SUBSIDIARIES
SUPPLEMENTARY INFORMATION FOR PROPERTY AND CASUALTY

INSURANCE UNDERWRITERS
FOR THE YEARS ENDED DECEMBER 31, 2012, 2011, AND 2010

(In thousands of United States dollars)

Year Ended December 31, 2012
 
   Insurance   Reinsurance   Total  
Deferred Acquisition Costs   $ 31,620  $ 136,632  $ 168,252 
Reserve for Losses and Loss Expenses    2,287,052   1,953,824   4,240,876 
Discount if any, Reserve for Losses and Loss Expenses    —     —     —   
Unearned Premiums    449,475   515,769   965,244 
Net Premiums Earned    955,089   1,058,811   2,013,900 
Net Investment Income    —     —     173,326 
Net Losses and Loss Expenses     

Current Year    902,127   739,025   1,641,152 
Prior Year    (46,186)   (73,971)   (120,157) 

Amortization of Deferred Acquisition Costs    75,597   227,582   303,179 
Paid Losses and Loss Expenses    615,913   591,998   1,207,911 
Net Premiums Written    942,357   1,087,138   2,029,495 
 
(1) Because the Company does not manage its assets by segment, investment income is not allocated to the individual segments.

Year Ended December 31, 2011
 
   Insurance   Reinsurance   Total  
Deferred Acquisition Costs   $ 36,895  $ 129,154  $ 166,049 
Reserve for Losses and Loss Expenses    1,937,543   1,886,681   3,824,224 
Discount if any, Reserve for Losses and Loss Expenses    —     —     —   
Unearned Premiums    448,786   483,322   932,108 
Net Premiums Earned    981,592   949,801   1,931,393 
Net Investment Income    —     —     147,037 
Net Losses and Loss Expenses     

Current Year    835,898   976,746   1,812,644 
Prior Year    (70,779)   (109,199)   (179,978) 

Amortization of Deferred Acquisition Costs    71,295   211,616   282,911 
Paid Losses and Loss Expenses    889,521   580,742   1,470,263 
Net Premiums Written    1,005,490   974,331   1,979,821 
 
(1) Because the Company does not manage its assets by segment, investment income is not allocated to the individual segments.
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SCHEDULE VI

ENDURANCE SPECIALTY HOLDINGS LTD. AND SUBSIDIARIES
SUPPLEMENTARY INFORMATION FOR PROPERTY AND CASUALTY

INSURANCE UNDERWRITERS, Cont’d.
FOR THE YEARS ENDED DECEMBER 31, 2012, 2011 AND 2010

(In thousands of United States dollars)

Year Ended December 31, 2010
 
   Insurance   Reinsurance   Total  
Deferred Acquisition Costs   $ 32,950  $ 121,534  $ 154,484 
Reserve for Losses and Loss Expenses    1,729,593   1,590,334   3,319,927 
Discount if any, Reserve for Losses and Loss Expenses    —     —     —   
Unearned Premiums    386,626   455,528   842,154 
Net Premiums Earned    821,828   919,285   1,741,113 
Net Investment Income    —     —     200,358 
Net Losses and Loss Expenses     

Current Year    604,911   559,991   1,164,902 
Prior Year    (46,871)   (79,931)   (126,802) 

Amortization of Deferred Acquisition Costs    63,556   200,672   264,228 
Paid Losses and Loss Expenses    358,584   358,672   717,256 
Net Premiums Written    829,864   933,880   1,763,744 
 
(1) Because the Company does not manage its assets by segment, investment income is not allocated to the individual segments.
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EXHIBIT INDEX
 
Exhibit
Number   Description of Document

3.1
  

Memorandum of Association. Incorporated herein by reference to Exhibit 3.1 to Amendment No. 1 to the Registration Statement on Form S-1
filed on January 28, 2003.

3.2
  

Certificate of Deposit of Memorandum of Increase of Share Capital. Incorporated herein by reference to Exhibit 3.2 to the Annual Report on Form
10-K for the Year Ended December 31, 2004.

3.3   Amended and Restated Bye-laws, dated as of May 10, 2012.

4.1
  

Specimen Ordinary Share Certificate. Incorporated herein by reference to Exhibit 4.1 to Amendment No. 2 to the Registration Statement on Form
S-1 filed on February 10, 2003.

4.2
  

Certificate of Designations of 7.75% Non-Cumulative Preferred Shares, Series A. Incorporated herein by reference to Exhibit 4.1 to Form 8-A
filed on October 12, 2005.

4.3
  

Specimen 7.75% Non-Cumulative Preferred Share, Series A Certificate. Incorporated herein by reference to Exhibit 4.2 to Form 8-A filed on
October 12, 2005.

4.4
  

Certificate of Designations of 7.50% Non-Cumulative Preferred Shares, Series B. Incorporated herein by reference to Exhibit 4.1 to Form 8-A
filed on June 1, 2011.

4.5
  

Indenture, dated as of July 15, 2004, between the Company, as Issuer, and The Bank of New York, as Trustee. Incorporated herein by
reference to Exhibit 4.1 to the Current Report on Form 8-K filed on July 15, 2004.

4.6
  

First Supplemental Indenture, dated as of July 15, 2004, to the Indenture, dated as of July 15, 2004, between the Company, as Issuer, and The
Bank of New York, as Trustee. Incorporated herein by reference to Exhibit 4.2 to the Current Report on Form 8-K filed on July 15, 2004.

4.7
  

Form of 7% Senior Note due July 15, 2034 (included in Exhibit 4.2 to the Current Report on Form 8-K on July 15, 2004). Incorporated herein
by reference to Exhibit 4.3 to the Current Report on Form 8-K filed on July 15, 2004.

4.8

  

Second Supplemental Indenture, dated as of October 17, 2005, to the Indenture, dated as of July 15, 2004, between the Company, as Issuer,
and The Bank of New York, as Trustee. Incorporated herein by reference to Exhibit 1.2 to the Current Report on Form 8-K filed on October 18,
2005.

4.9
  

Form of 6.15% Senior Note due October 15, 2015 (included in Exhibit 1.2 to the Current Report on Form 8-K on July 15, 2004). Incorporated
herein by reference to Exhibit 1.2 to the Current Report on Form 8-K filed on October 18, 2005.

4.10

  

Third Supplemental Indenture, by and between Endurance Specialty Holdings Ltd. and The Bank of New York Mellon, formerly known as
the Bank of New York, dated March 26, 2010. Incorporated herein by reference to Exhibit 4.1 to the Current Report on Form 8-K filed on
March 29, 2010.

10.1

  

Credit Agreement, dated as of April 19, 2012, among the Company, various designated subsidiary borrowers, various lending institutions and
JPMorgan Chase Bank, N.A., as Administrative Agent. Incorporated herein by reference to Exhibit 10.1 to the Current Report on Form 8-K filed
on April 20, 2012.

10.2

  

Pledge and Security Agreement, dated as of April 19, 2012, by and among the Company, various designated subsidiary borrowers, Deutsche
Bank Trust Company Americas, as Collateral Agent, Deutsche Bank Trust Company Americas, as Custodian and JPMorgan Chase Bank,
N.A., as Administrative Agent. Incorporated herein by reference to Exhibit 10.2 to the Current Report on Form 8-K filed on April 20, 2012.

10.3

  

Account Control Agreement, dated as of April 19, 2012, by and among the Company, Endurance Specialty Insurance Ltd., Endurance U.S.
Holdings Corp., Endurance Worldwide Holdings Limited, Endurance Worldwide Insurance Limited, Endurance Reinsurance Corporation of
America, Endurance American Insurance Company, Endurance American Specialty Insurance Company, ARMtech Holdings, Inc. and
Deutsche Bank Trust Company Americas, as Custodian. Incorporated herein by reference to Exhibit 10.3 to the Current Report on Form 8-K
filed on April 20, 2012.

10.4

  

Underwriting Agreement, by and between Endurance Specialty Holdings Ltd. and Banc of America Securities LLC, as representative of the
several underwriters named therein, dated March 23, 2010. Incorporated herein by reference to Exhibit 1.1 to the Current Report on Form 8-K
filed on March 29, 2010.
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10.5

  

Underwriting Agreement, by and among Endurance Specialty Holdings Ltd. and Merrill Lynch Pierce, Fenner & Smith Incorporated and Wells
Fargo Securities LLC, as representatives of the several underwriters named herein, dated May 24, 2011. Incorporated herein by reference to Exhibit
1.1 to the Current Report on Form 8-K filed on May 26, 2011.

10.6
  

2002 Amended and Restated Stock Option Plan. Incorporated herein by reference to Exhibit 10.11 to Amendment No. 3 to the Registration Statement
on Form S-1 filed on February 27, 2003.**

10.7
  

Form of Share Option Agreement No. 2. Incorporated herein by reference to Exhibit 99.1 to the Current Report on Form 8-K filed on July 7,
2007.**

10.8
  

Form of Option Dividend Restricted Share Unit Agreement. Incorporated herein by reference to Exhibit 99.2 to the Current Report on Form 8-K
filed on July 7, 2007.**

10.9
  

2007 Equity Incentive Plan. Incorporated herein by reference to Exhibit 10.4 to the Quarterly Report on Form 10-Q for the Quarter ended March 31,
2007.**

10.10
  

Amendment No. 1 to 2007 Equity Incentive Plan. Incorporated herein by reference to Exhibit 10.1 to the Quarterly Report on Form 10-Q for the
quarter ended June 30, 2008.**

10.11
  

Amendment No. 2 to 2007 Equity Incentive Plan. Incorporated herein by reference to Exhibit 10.12 to the Annual Report on Form 10-K for the year
ended December 31, 2010.**

10.12
  

Form of Restricted Share Agreement. Incorporated herein by reference to Exhibit 10.5 to the Quarterly Report on Form 10-Q for the Quarter ended
March 31, 2007.**

10.13
  

Form of Long-Term Incentive Agreement. Incorporated herein by reference to Exhibit 10.14 to the Annual Report on Form 10-K for the year ended
December 31, 2010.**

10.14
  

Employee Share Purchase Plan. Incorporated herein by reference to Exhibit 4.2 of Registration Statement on Form S-8 filed on September 9,
2005.**

10.15
  

Non-Executive Chairman Employment Agreement, dated March 11, 2011, by and between Endurance Specialty Holdings Ltd. and William H.
Bolinder. Incorporated herein by reference to Exhibit 10.1 to the Current Report on Form 8-K filed on March 14, 2011. **

10.16
  

Amended and Restated Employment Agreement, dated February 18, 2010, by and between the Company and Mr. David Cash. Incorporated herein
by reference to Exhibit 10.1 to the Current Report on Form 8-K filed on March 1, 2010. **

10.17
  

Amended and Restated Employment Agreement, Dated February 18, 2010, by and between the Company and Mr. William Jewett. Incorporated
herein by reference to Exhibit 10.2 to the Current Report on Form 8-K filed on March 1, 2010. **

10.18
  

Severance Agreement and General Release, dated May 2, 2012, by and between the Company and Mr. William Jewett. Incorporated herein by
reference to Exhibit 10.1 to the Current Report on Form 8-K filed on May 3, 2012.**

10.19   Independent Contractor Agreement, effective as of May 12, 2012, by and between Endurance Services Limited and Shadowbrook Advising Inc. **

10.20   Employment Agreement, dated February 27, 2013, by and between the Company and John A. Kuhn.**

10.21
  

Form of Executive Employment Agreement. Incorporated herein by reference to Exhibit 10.1 to the Current Report on Form 8-K filed on October 1,
2007. **

10.22
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AMENDED AND RESTATED BYE—LAWS

of

ENDURANCE SPECIALTY HOLDINGS LTD.

INTERPRETATION
 
1.    (1) In these Bye-Laws unless the context otherwise requires –

“Affiliate” means, with respect to any specified person, a person that directly or indirectly controls, is controlled by or is under common
control with such person. For the purpose of this definition, the term “control” means the power to direct the management of an entity, directly
or indirectly, whether through the ownership of voting securities, by contract or otherwise; and the terms “controlled” and “controlling” have
meanings correlative to the foregoing.

“Alternate Director” means an Alternate Director appointed in accordance with Bye-Law 91.

“Bermuda” means the Islands of Bermuda.

“Board” means the Board of Directors of the Company or the Directors present at a meeting of Directors at which there is a quorum.

“Business Day” means any day except a Saturday, Sunday or other day on which banks in any of Hamilton, Bermuda, or New York, New
York are authorised or obligated by law or executive order to close.

“Code” means the United States Internal Revenue Code of 1986, as amended, or any United States federal statute then in effect that has
replaced such statute, and a reference to a particular section thereof shall be deemed to include a reference to the comparable section, if any, of
any such replacement United States federal statute.



“Commission” means the U. S. Securities and Exchange Commission, or its successor.

“Companies Acts”  means every Bermuda statute from time to time in force concerning companies insofar as the same applies to the
Company.

“Company” means the company incorporated in Bermuda under the name of Endurance Specialty Holdings Ltd. on 27 June 2002.

“Confidential Information” shall have meaning given to such term in Bye-Law 66(2).

“Control Group” means, with respect to any person, all Shares directly owned by such person and all Shares directly owned by each other
Shareholder any of whose Shares are included in the Controlled Shares of such person.

“Controlled Shares” in reference to any person means all Shares that such person is deemed to own directly, indirectly (within the meaning
of Section 958(a) of the Code) or, in the case of any U.S. Person, constructively (within the meaning of Section 958(b) of the Code).

“Designated Companies”  shall have the meaning given such term in Bye-Law 149.

“Designated Company Directors” shall have the meaning given such term in Bye-Law 149.

“Director” means such person or persons as shall be elected to the Board from time to time pursuant to Bye-Law 86 or appointed to the Board
from time to time to fill a casual vacancy pursuant to Bye-Law 87 and includes an Alternate Director.

“Exchange Act”  means the United States Securities Exchange Act of 1934, as amended, and the rules and regulations promulgated thereunder.

“Indemnified Person” means any Director, Officer, Resident Representative, member of a committee duly constituted under these Bye-Laws
and any liquidator, manager or trustee for the time being acting in relation to the affairs of the Company, and his heirs, executors and
administrators.
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”9.5% Shareholder” means a person that owns Shares (within the meaning of Section 958 (a) of the Code) and owns or is deemed to own
Controlled Shares which confer votes in excess of 9.5% (or such other percentage as determined under Bye-Law 63(3)) of the votes conferred
by all of the issued and outstanding Shares.

“Meeting Date” shall have the meaning given such term in Bye-Law 129.

“Memorandum” means the Memorandum of Association of the Company in its present form or as from time to time amended.

“Officer” means a person appointed by the Board pursuant to Bye-Law 113 and shall not include an auditor of the Company.

“Ordinary Shares” shall mean the ordinary shares, par value $1.00 per share, of the Company.

“paid up” means paid up or credited as paid up.

“Record Date” shall have the meaning given such term in Bye-Law 129.

“Record Date Holder” shall have the meaning given such term in Bye-Law 129.

“Register” means the Register of Shareholders.

“Registered Office” means the registered office for the time being of the Company.

“Related Group” means a group of Shareholders that are investment vehicles and are under common control or management.

“Relevant Shares” shall have the meaning given such term in Bye-Law 129.

“Removed Company Directors” share the meaning given such term in Bye-Law 149.

“Resident Representative”  means (if any) the individual (or, if permitted in accordance with the Companies Acts, a company) appointed to
perform the duties of resident representative set out in the Companies Acts and includes any assistant or deputy resident representative
appointed by the Board to perform any of the duties of the resident representative.
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“Resolution” means a resolution of the Shareholders passed in general meeting or, where required, of a separate class or separate classes of
Shareholders passed in a separate general meeting or in either case, adopted by resolution in writing, in accordance with the provisions of these
Bye-Laws.

“Seal” means the common seal of the Company and includes any duplicate thereof.

“Secretary” includes a temporary or assistant or deputy Secretary and any person appointed by the Board to perform any of the duties of the
Secretary.

“Service” means the U.S. Internal Revenue Service.

“Shareholder” means a shareholder or member of the Company.

“Shares” means any shares in the share capital of the Company and includes a fraction of a share.

“these Bye-Laws” means these Amended and Restated Bye-Laws in their present form or as from time to time amended.

“transfer” when used with respect to Shares, includes granting security interests in Shares, pledging Shares, granting voting interests in
Shares or otherwise directly or indirectly transferring or disposing of any interest in Shares.

“Treasury Shares” means a Share that was or is treated as having been acquired and held by the Company and has been held continuously
by the Company since it was so acquired and has not been cancelled.

“U.S. Person” means a “United States person” as defined in Section 957(c) of the Code.

“United States” means the United States of America and dependent territories or any part thereof.
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(2) For the purposes of these Bye-Laws a corporation which is a shareholder shall be deemed to be present in person at a general meeting, if, in

accordance with the Companies Acts, its authorised representative is present;
 

 (3) Words importing only the singular number include the plural number and vice versa;
 

 (4) Words importing only the masculine gender include the feminine and neuter genders respectively;
 

 
(5) Words importing persons include any individual, partnership, corporation, limited liability company, joint venture, joint stock company,

trust, unincorporated organization, government (or an agency or political subdivision thereof) or other entity;
 

 
(6) Reference to writing shall include typewriting, printing, lithography, photography, telecopy and other modes of representing or reproducing

words in a legible and non-transitory form, including an electronic record;
 

 
(7) Any words or expressions defined in the Companies Acts in force at the date when these Bye-Laws or any part thereof are adopted shall bear

the same meaning in these Bye-Laws or such part (as the case may be); and
 

 (8) Headings used in these Bye-Laws are for convenience only and are not to be used or relied upon in the construction hereof.
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REGISTERED OFFICE
 
2. The Registered Office shall be at such place in Bermuda as the Board shall from time to time appoint.

SHARE RIGHTS
 
3. Subject to any special rights conferred on the holders of any Share or class of Shares, any Share in the Company may be issued with or have attached

thereto such preferred, deferred, qualified or other special rights or such restrictions, whether in regard to dividend, voting, return of capital or
otherwise, as the Company may by Resolution determine or, if there has not been any such determination or so far as the same shall not make specific
provision, as the Board may determine.

 

4.    (1) Subject to the Companies Acts, any redeemable preference Shares may, with the sanction of a resolution of the Board, be issued on terms:
 

 (a) that they are to be redeemed on the happening of a specified event or on a given date; and/or,
 

 (b) that they are liable to be redeemed at the option of the Company; and/or,
 

 (c) if authorised by the Memorandum, that they are liable to be redeemed at the option of the holder.

The terms and manner of redemption shall be provided for in such resolution of the Board and shall be attached to but shall not form part of
these Bye-Laws.
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(2) The Board may, at its discretion and without the sanction of a Resolution, authorise the purchase by the Company of its own Shares, of any
class, at any price (whether at par or above or below par), and any Shares to be so purchased may be selected in any manner, upon such
terms as the Board may in its discretion determine PROVIDED ALWAYS that such purchase is effected in accordance with the provisions of
the Companies Acts. To the extent permitted by the Companies Acts, the whole or any part of the amount payable on any such purchase may
be paid or satisfied otherwise than in cash.

 

 

(3) The Board may, at its discretion and without the sanction of a Resolution, authorise the acquisition by the Company of its own Shares to be
held as Treasury Shares upon such terms as the Board may in its discretion determine, PROVIDED ALWAYS that such acquisition is
effected in accordance with the provisions of the Companies Acts. The Company shall be entered in the Register as a Shareholder in respect of
the Shares held by the Company as Treasury Shares and shall be a Shareholder but subject always to the provisions of the Companies Acts;
for the avoidance of doubt, the Company shall not exercise any rights and shall not enjoy or participate in any of the rights attaching to those
Treasury Shares, save as expressly provided for in the Companies Act.

MODIFICATION OF RIGHTS
 
5. Subject to the Companies Acts, all or any of the special rights for the time being attached to any class of Shares for the time being issued may from time

to time (whether or not the Company is being wound up) be altered or abrogated with the consent in writing of the holders of not less than seventy-five
percent (75%) of the issued Shares of that class or with the sanction of a resolution passed at a separate general meeting of the holders of such Shares
voting in person or by proxy. To any such separate general meeting, all the provisions of these Bye-Laws as to general meetings of the Company shall
mutatis mutandis apply, but so that the necessary quorum shall be two or more persons holding or representing by proxy more than fifty percent
(50%) of the aggregate voting power of the Shares of the relevant class, that every holder of Shares of the relevant class shall be entitled on a poll to one
vote for every such Share held by him (subject to any adjustments made to the voting power of the Shares of any Shareholder pursuant to Bye-Law 64)
and that any holder of Shares of the relevant class present in person or by proxy may demand a poll; PROVIDED, HOWEVER, that if the Company or
a class of Shareholders shall have only one Shareholder, one Shareholder present in person or by proxy shall constitute the necessary quorum.
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6. For the purpose of this Bye-Law, unless otherwise expressly provided by the rights attaching to or the terms of issue of such Shares or class of Shares,
such rights or terms, as the case may be, shall not be deemed to be altered by:

 

 (1) the creation or issue of further Shares ranking pari passu therewith;
 

 
(2) the creation or issue for full value (as determined by the Board) of further Shares ranking as regards participation in the profits or assets of the

Company or otherwise in priority to them; or
 

 (3) the purchase or redemption by the Company of any of its own Shares.

SHARES
 
7. The share capital of the Company shall consist of Ordinary Shares.
 

 (1) All Ordinary Shares shall have the voting power determined pursuant to Bye-Law 63.
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 (2) All Ordinary Shares shall be entitled to such dividends as the Board may from time to time declare.
 

 
(3) All Ordinary Shares shall be entitled to the surplus assets of the Company in the event of a winding-up or dissolution of the Company,

whether voluntary or involuntary or for the purpose of a reorganization or otherwise or upon any distribution of capital.
 

 
(4) All the rights attaching to Ordinary Shares that are Treasury Shares shall be suspended and shall not be exercised by the Company while it

holds such Treasury Shares and, except where required by the Companies Acts, all Treasury Shares shall be excluded from the calculation of
any percentage or fraction of the share capital, or Ordinary Shares, of the Company.

 

8.    (1) Subject to the provisions of these Bye-Laws, the unissued Shares (whether forming part of the original capital or any increased capital) shall
be at the disposal of the Board, which may offer, allot, grant options over or otherwise dispose of them to such persons, at such times and for
such consideration and upon such terms and conditions as the Board may determine.

 

 
(2) Subject to the provisions of these Bye-Laws, any Shares held by the Company as Treasury Shares shall be at the disposal of the Board,

which may hold all or any of such Treasury Shares, dispose of or transfer all or any of such Treasury Shares for cash or other consideration,
or cancel all or any of such Treasury Shares.

 

 
(3) The Board may, in connection with the issue of any Shares, exercise all powers of paying commission and brokerage fees conferred or

permitted by law.
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9. Shares may be issued in fractional denominations and in such event the Company shall deal with such fractions to the same extent as its whole shares,
so that a share in a fractional denomination shall have, in proportion to the fraction of a whole share that it represents, all the rights of a whole share,
including (but without limiting the generality of the foregoing) the right to vote (subject to any adjustments made pursuant to Bye-Law 63), to receive
dividends and distributions and to participate in a winding-up.

 

10. Except as ordered by a court of competent jurisdiction or as required by law, no person shall be recognised by the Company as holding any Share upon
trust and the Company shall not be bound by or required in any way to recognise (even when having notice thereof) any equitable, contingent, future or
partial interest in any Share or any interest in any fractional part of a Share or (except only as otherwise provided in these Bye-Laws, or by law) any
other right in respect of any Share except an absolute right to the entirety thereof in the registered holder.

CERTIFICATES
 
11. The preparation, issue and delivery of certificates shall be governed by the Companies Acts. In the case of a Share held jointly by several persons,

delivery of a certificate to one of several joint holders shall be sufficient delivery to all.
 

12. If a Share certificate is defaced, lost or destroyed it may be replaced without fee but on such terms (if any) as to evidence and indemnity and to payment
of the costs and out of pocket expenses of the Company in investigating such evidence and preparing such indemnity as the Board may think fit and, in
case of defacement, on delivery of the old certificate to the Company.
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13. All certificates for share or loan capital or other securities of the Company (other than letters of allotment, scrip certificates and other like documents)
shall, except to the extent that the terms and conditions for the time being relating thereto otherwise provide, be in such form as the Board may determine
and issued under the Seal or signed by a Director, the Secretary or any person authorised by the Board for that purpose. The Board may by resolution
determine, either generally or in any particular case, that any signatures on any such certificates need not be autographic but may be affixed to such
certificates by some mechanical means or may be printed thereon or that such certificates need not be signed by any persons, and may determine that a
representation of the Seal may be printed on any such certificates. If any person holding an office in the Company who has signed, or whose facsimile
signature has been used on any certificate, ceases for any reason to hold his office, such certificate may nevertheless be issued as though that person had
not ceased to hold such office.

 

14. Nothing in these Bye-Laws shall prevent title to any securities of the Company from being evidenced and/or transferred without a written instrument in
accordance with regulations made from time to time in this regard under the Companies Acts, and (i) the Board shall have power to implement any
arrangements which it may think fit for such evidencing and/or transfer which accord with those regulations and (ii) any such transfer shall be subject
to the applicable provisions of Bye-Law 36.

LIEN
 
15. The Company shall have a first and paramount lien on every Share (not being a fully paid Share) for all moneys, whether presently payable or not,

called or payable, at a date fixed by or in accordance with the terms of issue of such Share in respect of such Share, and the Company shall also have a
first and paramount lien on every Share (other than a fully paid Share) standing registered in the name of a Shareholder, whether singly or jointly with
any other person, for all the debts and liabilities of such Shareholder or his estate to the Company, whether the same shall have been incurred before or
after notice to the Company of any interest of any person other than such Shareholder, and whether the time for the payment or discharge of the same
shall have actually arrived or not, and notwithstanding that the same are joint debts or liabilities of such Shareholder or his estate and any other person,
whether a Shareholder or not. The Company’s lien on a Share shall extend to all dividends payable thereon. The Board may at any time, either generally
or in any particular case, waive any lien that has arisen or declare any Share to be wholly or in part exempt from the provisions of this Bye-Law.
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16. The Company may sell, in such manner as the Board may think fit, any Share on which the Company has a lien but no sale shall be made unless
some sum in respect of which the lien exists is presently payable nor until the expiration of fourteen (14) days after a notice in writing, stating and
demanding payment of the sum presently payable and giving notice of the intention to sell in default of such payment, has been served on the holder for
the time being of the Share.

 

17. The net proceeds of sale by the Company of any Shares on which it has a lien shall be applied in or towards payment or discharge of the debt or
liability in respect of which the lien exists so far as the same is presently payable, and any residue shall (subject to a like lien for debts or liabilities not
presently payable as existed upon the Share prior to the sale) be paid to the person who was the holder of the Share immediately before such sale. For
giving effect to any such sale the Board may authorise some person to transfer the Share sold to the purchaser thereof. The purchaser shall be registered
as the holder of the Share and he shall not be bound to see to the application of the purchase money, nor shall his title to the Share be affected by any
irregularity or invalidity in the proceedings relating to the sale.
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18.    (1) Whenever any law for the time being of any country, state or place imposes or purports to impose any immediate or future or possible liability
upon the Company to make any payment or empowers any government or taxing authority or government official to require the Company to
make any payment in respect of any shares registered in any of the Company’s registers as held either jointly or solely by any Shareholder or
in respect of any dividends, bonuses or other monies due or payable or accruing due or which may become due or payable to such Shareholder
by the Company on or in respect of any shares registered as aforesaid or for or on account or in respect of any Shareholder and whether in
consequence of:

 

 (a) the death of such Shareholder;
 

 (b) the non-payment of any income tax or other tax by such Shareholder;
 

 
(c) the non-payment of any estate, probate, succession, death, stamp, or other duty by the executor or administrator of such Shareholder

or by or out of his estate; or
 

 (d) any other act or thing;

in every such case (except to the extent that the rights conferred upon holders of any class of shares render the Company liable to make
additional payments in respect of sums withheld on account of the foregoing):

 

 (i) the Company shall be fully indemnified by such Shareholder or his executor or administrator from all liability;
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(ii) the Company shall have a lien upon all dividends and other monies payable in respect of the shares registered in any of the
Company’s registers as held either jointly or solely by such Shareholder for all monies paid or payable by the Company in
respect of such shares or in respect of any dividends or other monies as aforesaid thereon or for or on account or in respect of
such Shareholder under or in consequence of any such law together with interest thereon (at a rate not exceeding that permissible
under the Interest and Credit Charges (Regulation) Act 1975 of Bermuda) from the date of payment to the date of repayment and
may deduct or set off against such dividends or other monies payable as aforesaid any monies paid or payable by the Company
as aforesaid together with interest as aforesaid;

 

 
(iii) the Company may recover as a debt due from such Shareholder or his executor or administrator wherever constituted any monies

paid by the Company under or in consequence of any such law and interest thereon at the rate and for the period aforesaid in
excess of any dividends or other monies as aforesaid then due or payable by the Company; and

 

 

(iv) the Company may, if any such money is paid or payable by it under any such law as aforesaid, refuse to register a transfer of
any shares by any such Shareholder or his executor or administrator until such money and interest as aforesaid is set off or
deducted as aforesaid, or in case the same exceeds the amount of any such dividends or other monies as aforesaid then due or
payable by the Company, until such excess is paid to the Company.
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(2) Subject to the rights conferred upon the holders of any class of shares, nothing herein contained shall prejudice or affect any right or remedy
which any law may confer or purport to confer on the Company and as between the Company and every such Shareholder as aforesaid, his
estate representative, executor, administrator and estate wheresoever constituted or situate, any right or remedy which such law shall confer or
purport to confer on the Company shall be enforceable by the Company.

CALLS ON SHARES
 
19. The Board may from time to time make calls upon the Shareholders (for the avoidance of doubt, excluding the Company in respect of any nil or partly

paid Shares held by the Company as Treasury Shares) in respect of any moneys unpaid on their Shares (whether on account of the par value of the
Shares or by way of premium) and not by the terms of issue thereof made payable at a date fixed by or in accordance with such terms of issue, and
each Shareholder shall (subject to the Company serving upon him at least fourteen (14) days’ notice specifying the time or times and place of payment)
pay to the Company at the time or times and place so specified the amount called on his Shares. A call may be revoked or postponed as the Board may
determine.

 

20. A call may be made payable by instalments and shall be deemed to have been made at the time when the resolution of the Board authorising the call was
passed.
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21. The joint holders of a Share shall be jointly and severally liable to pay all calls in respect thereof.
 

22. If a sum called in respect of the Share shall not be paid before or on the day appointed for payment thereof the person from whom the sum is due shall
pay interest on the sum from the day appointed for the payment thereof to the time of actual payment at such rate as the Board may determine, but the
Board shall be at liberty to waive payment of such interest wholly or in part.

 

23. Any sum which, by the terms of issue of a Share, becomes payable on allotment or at any date fixed by or in accordance with such terms of issue,
whether on account of the nominal amount of the Share or by way of premium, shall for all the purposes of these Bye-Laws be deemed to be a call duly
made, notified and payable on the date on which, by the terms of issue, the same becomes payable and, in case of non-payment, all the relevant
provisions of these Bye-Laws as to payment of interest, forfeiture or otherwise shall apply as if such sum had become payable by virtue of a call duly
made and notified.

 

24. The Board may on the issue of Shares differentiate between the allottees or holders as to the amount of calls to be paid and the times of payment.

FORFEITURE OF SHARES
 
25. If a Shareholder fails to pay any call or instalment of a call on the day appointed for payment thereof, the Board may at any time thereafter during such

time as any part of such call or instalment remains unpaid serve a notice on him requiring payment of so much of the call or instalment as is unpaid,
together with any interest which may have accrued.

 

26. The notice shall name a further day (not being less than fourteen (14) days from the date of the notice) on or before which, and the place where, the
payment required by the notice is to be made and shall state that, in the event of non-payment on or before the day and at the place appointed, the Shares
in respect of which such call is made or instalment is payable will be liable to be forfeited. The Board may accept the surrender of any Share liable to be
forfeited hereunder and, in such case, references in these Bye-Laws to forfeiture shall include surrender.
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27. If the requirements of any such notice as aforesaid are not complied with, any Share in respect of which such notice has been given may at any time
thereafter, before payment of all calls or instalments and interest due in respect thereof has been made, be forfeited by a resolution of the Board to that
effect. Such forfeiture shall include all dividends declared in respect of the forfeited Shares and not actually paid before the forfeiture.

 

28. When any Share has been forfeited, notice of the forfeiture shall be served upon the person who was before forfeiture the holder of the Share; but no
forfeiture shall be in any manner invalidated by any omission or neglect to give such notice as aforesaid.

 

29. A forfeited Share shall be deemed to be the property of the Company and may be sold, re-offered or otherwise disposed of either to the person who was,
before forfeiture, the holder thereof or entitled thereto or to any other person upon such terms and in such manner as the Board shall think fit, and at any
time before a sale, re-allotment or disposition the forfeiture may be cancelled on such terms as the Board may think fit.

 

30. A person whose Shares have been forfeited shall thereupon cease to be a Shareholder in respect of the forfeited Shares but shall, notwithstanding the
forfeiture, remain liable to pay to the Company all moneys which at the date of forfeiture were presently payable by him to the Company in respect of the
Shares with interest thereon at such rate as the Board may determine from the date of forfeiture until payment, and the Company may enforce payment
without being under any obligation to make any allowance for the value of the Shares forfeited.
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31. An affidavit in writing that the deponent is a Director or the Secretary and that a Share has been duly forfeited on the date stated in the affidavit shall be
conclusive evidence of the facts therein stated as against all persons claiming to be entitled to the Share. The Company may receive the consideration (if
any) given for the Share on the sale, re-allotment or disposition thereof and the Board may authorise some person to transfer the Share to the person to
whom the same is sold, re-allotted or disposed of, and he shall thereupon be registered as the holder of the Share and shall not be bound to see to the
application of the purchase money (if any) nor shall his title to the Share be affected by any irregularity or invalidity in the proceedings relating to the
forfeiture, sale, re-allotment or disposal of the Share.

REQUIRED SALE OF SHARES
 
32. If the Board reasonably determines, upon the written advice of counsel, that Share ownership by any person may result in any non-de minimis adverse

tax, legal or regulatory consequences to the Company, any subsidiary of the Company, or any other holder of Shares (including if such consequence
arises as a result of any Person owning Controlled Shares of 9.5% or more of the value of the Company or the voting Shares (after giving effect to any
adjustment to voting power required by Bye-Law 63)), the Company will have the option but not the obligation to purchase or assign to a third party or
one or more other Shareholders the right to purchase the minimum number of Shares held by such person which is necessary to eliminate such non-de
minimis adverse tax, legal or regulatory consequence at a price determined in the good faith discretion of the Board to represent such Shares’ fair market
value; provided that if the Shares are traded on a securities exchange in or outside the United States, the fair market value per Share shall be determined
by the Board based on the average of the last sales price per Share or if there is none, the average of the bid and asked price per Share, in each case for
the ten business days prior to the repurchase date. The determinations by the Board pursuant to this Bye-Law shall be final and binding. The Board
will use reasonable efforts to ensure equal treatment to similarly situated Shareholders to the extent possible under the circumstances in connection with
the application of this Bye-Law.
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REGISTER OF SHAREHOLDERS
 
33. The Register shall be kept at the Registered Office or at such other place in Bermuda as the Board may from time to time direct, in the manner prescribed

by the Companies Acts. Subject to the provisions of the Companies Acts, the Company may keep one or more branch registers in any place, and the
Board may make, amend and revoke any resolutions as it may think fit respecting the keeping of such registers.

 

34. The Register or any branch register may be closed at such times and for such period as the Board may from time to time decide, subject to the
Companies Acts. Except during such time as it is closed, the Register and each branch register shall be open to inspection in the manner prescribed by
the Companies Acts between 10:00 a.m. and 12:00 noon (or between such other times as the Board from time to time determines) on every working day.
Unless the Board so determines, no Shareholder or intending Shareholder shall be entitled to have entered in the Register or any branch register any
indication of any trust or any equitable, contingent, future or partial interest in any Share or any interest in any fractional part of a Share and if any
such entry exists or is permitted by the Board it shall not be deemed to abrogate any of the provisions of Bye-Law 10.
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REGISTER OF DIRECTORS AND OFFICERS
 
35. The Secretary shall establish and maintain a register of the Directors and Officers as required by the Companies Acts. The register of Directors and

Officers shall be open to inspection in the manner prescribed by the Companies Acts between 10:00 a.m. and 12:00 noon on every working day.

TRANSFER OF SHARES
 
36.    (1) Subject to the Companies Acts and to such of the restrictions contained in these Bye-Laws as may be applicable, including, without limitation,

the provisions of this Bye-Law, any Shareholder may transfer all or any of his Shares by an instrument of transfer in the usual common
form, or in any other form or by any other method permissible under applicable law, in either case as may be approved by the Board.

 

 (2) The instrument of transfer of a Share shall be signed by or on behalf of the transferor and, where any Share is not fully-paid, the transferee.
 

 
(3) The Board may, in its absolute discretion and without assigning any reason therefor, decline to register any transfer of any Share which is not

a fully paid Share.
 

 
(4) The Board may refuse to recognise an instrument of transfer unless the instrument of transfer is duly stamped and lodged with the Company,

at such place as the Board shall appoint for the purpose, accompanied by the certificate for the Shares to which it relates and such other
evidence as the Board may reasonably require to show the right of the transferor to make the transfer.
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 (5) The Board may refuse to recognise an instrument of transfer unless the instrument of transfer is in respect of only one class of Share.
 

 (6) The Board may decline to register any transfer unless the instrument of transfer is in favour of less than five persons jointly.
 

 
(7) The Board may also decline to register any transfer unless it is satisfied that all applicable consents, authorisations, permissions or approvals

of any governmental body or agency in Bermuda or any other applicable jurisdiction required to be obtained under relevant law prior to such
transfer have been obtained.

 

 (8) All instruments of transfer when registered may be retained by the Company.
 

 
(9) No fee shall be charged by the Company for registering any transfer, probate, letters of administration, certificate of death or marriage, power

of attorney, stop notice, order of court or other instrument relating to or affecting the title to any Share, or otherwise making an entry in the
Register relating to any Share.

 

 
(10) Subject to any directions of the Board from time to time in force, the Secretary may exercise the powers and discretions of the Board under this

Bye-Law and under Bye-Law 37.
 

37. If the Board declines to register a transfer it shall, within thirty (30) days after the date on which the notice or instrument of transfer was delivered to the
Board, send to the transferee notice of such refusal.

 

38. The transferor of a Share shall be deemed to remain the holder of the Share until the name of the transferee is entered in the Register in respect thereof.
Any purported transfer of any Share in contravention of any of the restrictions on transfer contained in these Bye-Laws shall be void and of no effect
and shall not be entered in the Register.
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TRANSMISSION OF SHARES
 
39. In the case of the death of a Shareholder, the survivor or survivors, where the deceased was a joint holder, and the estate representative, where he was

sole holder, shall be the only person recognised by the Company as having any title to his Shares; but nothing herein contained shall release the estate of
a deceased holder (whether the sole or joint) from any liability in respect of any Share held by him solely or jointly with other persons. For the purpose of
this Bye-Law, estate representative means the person to whom probate or letters of administration has or have been granted in Bermuda or, failing any
such person, such other person as the Board may in its absolute discretion determine to be the person recognised by the Company for the purpose of this
Bye-Law. For greater certainty, where two or more persons are registered as joint holders of a Share or Shares, then in the event of the death of any joint
holder or holders the remaining joint holder or holders shall be absolutely entitled to the said Share or Shares and the Company shall recognise no claim
in respect of the estate of any joint holder except in the case of the last survivor of such joint holders.

 

40. Any person becoming entitled to a Share in consequence of the death of a Shareholder or otherwise by operation of applicable law may, subject as
hereafter provided and upon such evidence being produced as may from time to time be required by the Board as to his entitlement, either be registered
himself as the holder of the Share or elect to have some person nominated by him registered as the transferee thereof. If the person so becoming entitled
elects to be registered himself, he shall deliver or send to the Company a notice in writing signed by him stating that he so elects. If he shall elect to have
his nominee registered, he shall signify his election by signing an instrument of transfer of such Share in favour of his nominee. All the limitations,
restrictions and provisions of these Bye-Laws relating to the right to transfer and the registration of transfer of Shares shall be applicable to any such
notice or instrument of transfer as aforesaid as if the death of the Shareholder or other event giving rise to the transmission had not occurred and the
notice or instrument of transfer was an instrument of transfer signed by such Shareholder. The rights of any person becoming entitled to a Share under
Bye-Laws 39 through 41 shall be subject to the Company’s right to require a Shareholder to sell Shares in accordance with Bye-Law 32.
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41. A person becoming entitled to a Share in consequence of the death of a Shareholder or otherwise by operation of applicable law shall (upon such evidence
being produced as may from time to time be required by the Board as to his entitlement) be entitled to receive and may give a discharge for any
dividends or other moneys payable in respect of the Share, but he shall not be entitled in respect of the Share to receive notices of or to attend or vote at
general meetings of the Company or, save as aforesaid, to exercise in respect of the Share any of the rights or privileges of a Shareholder until he shall
have become registered as the holder thereof. The Board may at any time give notice requiring such person to elect either to be registered himself or to
transfer the Share and, if the notice is not complied with within sixty days, the Board may thereafter withhold payment of all dividends and other
moneys payable in respect of the Shares until the requirements of the notice have been complied with.

 

42. Subject to any directions of the Board from time to time in force, the Secretary may exercise the powers and discretions of the Board under Bye-Laws 39
through 41.
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INCREASE OF CAPITAL
 
43. The Company may from time to time increase its capital by such sum to be divided into Shares of such par value as the Company by Resolution shall

prescribe and in any manner permitted by the Companies Acts.
 

44. The Company may, by the Resolution increasing the capital, direct that the new Shares or any of them shall be offered in the first instance either at par
or at a premium or (subject to the provisions of the Companies Acts) at a discount to all the holders for the time being of Shares of any class or classes
in proportion to the number of such Shares held by them respectively or make any other provision as to the issue of the new Shares.

 

45. The new Shares shall be subject to all the provisions of these Bye-Laws with reference to lien, the payment of calls, forfeiture, transfer, transmission
and otherwise.

ALTERATION OF CAPITAL
 
46. The Company may from time to time by Resolution and in any manner permitted by the Companies Acts:
 

 
(1) divide its Shares into several classes and attach thereto respectively any preferential, deferred, qualified or special rights, privileges or

conditions;
 

 (2) consolidate and divide all or any of its share capital into Shares of larger par value than its existing Shares;
 

 
(3) sub-divide its Shares or any of them into Shares of smaller par value than is fixed by the Memorandum, so, however, that in the sub-division

the proportion between the amount paid and the amount, if any, unpaid on each reduced Share shall be the same as it was in the case of the
Share from which the reduced Share is derived;
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 (4) make provision for the issue and allotment of Shares which do not carry any voting rights;
 

 
(5) cancel Shares which, at the date of the passing of the Resolution in that behalf, have not been taken or agreed to be taken by any person, and

diminish the amount of its share capital by the amount of the Shares so cancelled; and
 

 (6) change the currency denomination of its share capital.

Where any difficulty arises in regard to any division, consolidation, or sub-division under this Bye-Law, the Board may settle the same as it thinks
expedient and, in particular, may arrange for the sale of the Shares representing fractions and the distribution of the net proceeds of sale in due
proportion amongst the Shareholders who would have been entitled to the fractions, and for this purpose the Board may authorise some person to
transfer the Shares representing fractions to the purchaser thereof, who shall not be bound to see to the application of the purchase money nor shall his
title to the Shares be affected by any irregularity or invalidity in the proceedings relating to the sale.

 

47. Subject to the Companies Acts and to any confirmation or consent required by law or these Bye-Laws, the Company may by Resolution from time to
time convert any preference Shares into redeemable preference Shares.

REDUCTION OF CAPITAL
 
48. Subject to the Companies Acts, the Memorandum and any confirmation or consent required by law or these Bye-Laws, the Company may from time to

time by Resolution authorise the reduction of its issued share capital or any share premium or contributed surplus account in any manner.
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49. In relation to any such reduction, the Company may by Resolution determine the terms upon which such reduction is to be effected including, in the
case of a reduction of part only of a class of Shares, those Shares to be affected.

GENERAL MEETINGS AND RESOLUTIONS IN WRITING
 
50.    (1) The Board shall convene and the Company shall hold general meetings as Annual General Meetings in accordance with the requirements of the

Companies Acts at such times and places as the Board shall appoint. The Board may, whenever it thinks fit, and shall, when required by the
Companies Acts, convene general meetings other than Annual General Meetings which shall be called Special General Meetings.

 

 

(2) Except in the case of the removal of auditors or Directors, anything which may be done by resolution in general meeting may, without a meeting
and without any previous notice being required, be done by resolution in writing, signed by all of the Shareholders or any class thereof or their
proxies, or in the case of a Shareholder that is a corporation (whether or not a company within the meaning of the Companies Acts) by its
representative on behalf of such Shareholder, being all of the Shareholders or any class thereof who at the date of the resolution in writing
would be entitled to attend a meeting and vote on the resolution. Such resolution in writing may be signed in as many counterparts as may be
necessary.

 

 
(3) For the purposes of this Bye-Law, the date of the resolution in writing is the date when the resolution in writing is signed by, or on behalf of,

the last Shareholder to sign and any reference in any enactment to the date of passing of a resolution is, in relation to a resolution in writing
made in accordance with this Bye-Law, a reference to such date.
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(4) A resolution in writing made in accordance with this Bye-Law is as valid as if it had been passed by the Company in general meeting or, if

applicable, by a meeting of the relevant class of Shareholders, as the case may be. A resolution in writing made in accordance with this Bye-
Law shall constitute minutes for the purposes of the Companies Acts and these Bye-Laws.

 

 

(5) Notice of any Resolution in writing to be made under this Bye-Law shall be given to all the Shareholders who would be entitled to attend a
meeting and vote on the Resolution. The requirement to give notice of any Resolution in writing to be made under this Bye-Law to such
Shareholders shall be satisfied by giving to those Shareholders a copy of that Resolution in writing in the same manner as that required for a
notice of an Annual General Meeting or Special General Meeting of the Company at which the Resolution could have been considered, except
that the length of the period of notice shall not apply. The date of the notice shall be set out in the copy of the Resolution in writing.

 

 
(6) The accidental omission to give notice, in accordance with this Bye-Law, of a Resolution in writing to, or the non-receipt of such notice by, any

person entitled to receive such notice shall not invalidate the passing of the Resolution in writing.
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NOTICE OF GENERAL MEETINGS
 
51. An Annual General Meeting shall be called by not less than ten (10) days’ notice in writing and a Special General Meeting shall be called by not less

than ten (10) days’ notice in writing. The notice shall be exclusive of the day on which it is served or deemed to be served and of the day for which it is
given, and shall specify the place, day and time of the meeting, and, the nature of the business to be considered. Notice of every general meeting shall be
given in any manner permitted by Bye-Laws 134 and 135 to all Shareholders other than such as, under the provisions of these Bye-Laws or the terms of
issue of the Shares they hold, are not entitled to receive such notice from the Company and to any Director or Resident Representative who or which has
delivered a written notice upon the Registered Office requiring that such notice be sent to him or it.

 

52. A Shareholder present, either in person or by proxy, at any meeting of the Company or of the holders of any class of Shares present in person or by
proxy shall be deemed to have received notice of the meeting and, where requisite, of the purposes for which it was called.

 

53. Subject to the Companies Acts, the Board may cancel or postpone a meeting of the Shareholders after it has been convened and notice of such
cancellation or postponement shall be served in accordance with Bye-Law 134 upon all Shareholders entitled to notice of the meeting so cancelled or
postponed setting out, where the meeting is postponed to a specific date, notice of the new meeting in accordance with Bye-Law 51.

 

54. The accidental omission to give notice of a meeting or (in cases where instruments of proxy are sent out with the notice) the accidental omission to send
such instrument of proxy to, or the non-receipt of notice of a meeting or such instrument of proxy by, any person entitled to receive such notice shall not
invalidate the proceedings at that meeting.
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PROCEEDINGS AT GENERAL MEETINGS
 
55. No business shall be transacted at any general meeting unless a quorum is present when the meeting proceeds to business, but the absence of a quorum

shall not preclude the appointment, choice or election of a chairman which shall not be treated as part of the business of the meeting. Save as otherwise
provided by these Bye-Laws, at least four Shareholders present in person or by proxy and representing more than fifty percent (50%) of the aggregate
voting power of the Company shall be a quorum for all purposes; PROVIDED, HOWEVER, that if the Company or a class of Shareholders shall have
only one Shareholder, one Shareholder present in person or by proxy shall constitute the necessary quorum.

 

56. If within fifteen (15) minutes (or such longer time as the chairman of the meeting may determine to wait) after the time appointed for the meeting, a
quorum is not present in person or by proxy, the meeting, if convened on the requisition of Shareholders, shall be dissolved. In any other case, it shall
stand adjourned to such other day and such other time and place as the chairman of the meeting may determine. The Company shall give not less than
ten (10) days’ notice of any meeting adjourned through want of a quorum.

 

57. A meeting of the Shareholders or any class thereof may be held by means of such telephone, electronic or other communication facilities as permit all
persons participating in the meeting to communicate with each other simultaneously and instantaneously and participation in such a meeting shall
constitute presence in person at such meeting.

 

58. Each Director upon giving the notice referred to in Bye-Law 51, and the Resident Representative, if any, shall be entitled to attend and speak at any
general meeting of the Company.
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59. The Board may choose one of their number to preside as chairman at every general meeting. If there is no such chairman, or if at any meeting the
chairman is not present within five (5) minutes after the time appointed for holding the meeting, or if is not willing to act as chairman, the Directors
present shall choose one of their number to act or if one Director only is present he shall preside as chairman if willing to act. If no Director is present, or
if each of the Directors present declines to take the chair, the persons present and entitled to vote on a poll shall elect one of their number to be chairman.

 

60. The chairman of the meeting may, with the consent by Resolution of any meeting at which a quorum is present (and shall if so directed by the meeting),
adjourn the meeting from time to time and from place to place but no business shall be transacted at any adjourned meeting except business which might
lawfully have been transacted at the meeting from which the adjournment took place. Subject to the Companies Acts, in addition to any other power of
adjournment conferred by law the chairman of the meeting may at any time without consent of the meeting adjourn the meeting (whether or not it has
commenced or a quorum is present) to another time and/or place if, in his opinion, it would facilitate the conduct of the business of the meeting to do so
or if he is so directed (prior to or at the meeting) by the Board. When a meeting is adjourned for three months or more, notice of the adjourned meeting
shall be given as in the case of an original meeting.

 

61. Save as expressly provided by these Bye-Laws, it shall not be necessary to give any notice of an adjournment or of the business to be transacted at an
adjourned meeting.
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VOTES OF SHAREHOLDERS
 
62. Subject to the provisions of Bye-Laws 63 and 64, and subject to any rights and restrictions for the time being attached to any class or classes of

Shares, every Shareholder and every person representing a Shareholder by proxy shall have one vote for each Share carrying the right to vote on the
matter in question of which he or the person represented by proxy is shown in the Register as the holder. All matters in these Bye-Laws that are subject to
a vote or approval of Shareholders shall be based upon the voting power of such Shareholders’ Shares as determined pursuant to Bye-Laws 62 through
65. For the avoidance of doubt, in applying the provisions of these Bye-Laws, a Share may carry a fraction of a vote.

 

63.    (1) If, as a result of giving effect to the provisions of Bye-Law 62 or otherwise, the votes conferred by the Controlled Shares of any person would
otherwise cause such person to be treated as a 9.5% Shareholder, the votes conferred by the Shares of such person’s Control Group are hereby
reduced (and shall be automatically reduced in the future) by whatever amount is necessary so that after any such reduction the votes conferred
by the Controlled Shares of such person shall not exceed 9.5% (or such other percentage as determined under Bye-Law 63(3)) of the total
voting power of all of the Shares entitled to vote on the matter in question.

 

 (2) The reduction in votes pursuant to Bye-Law 63(1) shall be determined as follows:
 

 

(a) Beginning with the Control Group of the person whose Controlled Shares have the largest number of votes and continuing, as required,
with the Control Group of each person whose Controlled Shares successively have a smaller number of votes (after giving effect to
prior reductions), the reduction in votes conferred by the Shares of a Control Group shall be effected proportionately among all the
Shares of such Control Group in accordance with the relative voting power of such Shares.
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(b) After all required reductions to Shares of Control Groups are effected pursuant to subparagraph (a), the amount of any reduction in the
votes of the Shares held by each Shareholder effected by application of subparagraph (a) above shall be (i) reallocated among and
conferred on the Shares held directly by such Shareholder, proportionately in accordance with the reduction in voting power of such
Shares pursuant to subparagraph (a) above, to the extent that so doing does not cause any person to be treated as a 9.5% Shareholder
and (ii) the amount of any remaining reduction in votes shall then be allocated and conferred proportionately among the Shares held
directly by all other Shareholders in accordance with the relative voting power of such Shares; PROVIDED, HOWEVER, that no
Shares shall be conferred votes to the extent that so doing shall cause any person to be treated as a 9.5% Shareholder.

 

 (3) Upon written notification by a Shareholder to the Board,
 

 
(a) such Shareholder shall be entitled to direct that the Board (x) treat it (and/or any specified Affiliate to whom Shares owned by such

Shareholder could be attributed pursuant to Section 958(a) of the Code) as a U.S. Person, and/or (y) treat it, together with other related
Shareholders so designated by such Shareholder, as one person for purposes of determining such Shareholder’s Control Group; or
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(b) the number of votes conferred by the total number of Shares held by such Shareholder shall be reduced to that percentage of the total
voting power of the Company, as so designated by such Shareholder (subject to acceptance of such reduction by the Board in its sole
discretion) so that (and to the extent that) such Shareholder may satisfy any applicable insurance or other regulatory requirement
(including tax regulatory) or voting threshold or limitation that may be applicable to such Shareholder.

 

 

(4) If, after giving effect to the provisions of Bye-Laws 63(1) and (2), the votes conferred by the Shares directly held by any Related Group would
otherwise represent more than 9.5% of the votes conferred by all of the issued and outstanding Shares, the votes conferred by such Shares are
hereby reduced (and shall be automatically reduced in the future) proportionately among all the Shares directly held by such Related Group in
accordance with the relative voting power of such Shares, by whatever amount is necessary so that after any such reduction the votes conferred
by the Shares directly held by such Related Group shall not exceed 9.5% of the votes conferred by all of the issued and outstanding Shares.
The amount of any reduction in votes pursuant to this Bye-Law 63(4) shall then be allocated and conferred proportionately among the Shares
held directly by all Shareholders who are not in such Related Group in accordance with the relative voting power of such Shares; PROVIDED,
HOWEVER, that no Shares shall be conferred votes to the extent that so doing shall cause any person to be treated as a 9.5% Shareholder.

 

 

(5) Notwithstanding anything to the contrary in this Bye-Law, the votes conferred by the Controlled Shares of any Shareholder shall not exceed
such amount as would result in any U.S. Person that owns Shares of the Company (within the meaning of Section 958(a) of the Code) being
treated as owning (within the meaning of Section 958 of the Code) more than 9.5% (or such lower percentage designated by a Shareholder
pursuant to Bye-Law provision 63(3) hereof) of the aggregate voting power of the votes conferred by all the Shares entitled to vote on a
particular matter in question.
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(6) The Board shall implement the foregoing in the manner set forth in this Bye-Law. In addition to any other provision of this Bye-Law, any
Shares shall not carry rights to vote or shall have reduced voting rights to the extent that the Board reasonably determines in good faith that it is
necessary that such Shares should not carry the right to vote or shall have reduced voting rights in order to avoid adverse tax consequences or
materially adverse legal or regulatory treatment to the Company, any subsidiary of the Company or any Shareholder or its Affiliates;
PROVIDED, that the Board will use reasonable efforts to exercise such discretion equally among similarly situated Shareholders to the extent
possible under the circumstances and PROVIDED FURTHER, that the Board shall reallocate the amount of any reduction in vote in the
manner described in Bye-Law 63(2)(b).

 

64. The determination by the Board, made in good faith, upon the written advice of counsel, as to any adjustments to voting power of any Share made
pursuant to Bye-Law 63 shall be final and binding.

 

65. Prior to any vote being cast on a Resolution proposed at a meeting, the Board of Directors shall notify the Shareholders of the voting power conferred by
their Shares at such meeting determined in accordance with Bye-Laws 62 and 63 hereof.
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SHAREHOLDER DISCLOSURE
 
66.    (1) Subject to the provisions of this Bye-Law, the Company shall have the authority to request from any Shareholder, and such Shareholder shall

provide to the Company, such information as the Company may reasonably request for the purpose of (i) determining whether any
Shareholder’s voting rights are to be adjusted pursuant to Bye-Law 63, (ii) conducting the analysis required by Bye-Law 32, (iii) determining
whether the Company would realize any income that would be included in the income of any Shareholder (or any interest holder, whether direct
or indirect, of any Shareholder) by operation of Section 953(c) of the Code and (iv) determining whether the Company or any of its
subsidiaries would be entitled to the benefits of a tax treaty.

 

 

(2) Any information provided by each Shareholder to the Company pursuant to this Bye-Law shall be deemed “confidential information” (the
“Confidential Information”) and shall be used by the Company solely for the purposes contemplated by this Bye-Law (except as may be
required otherwise by applicable law or regulation). The Company shall hold such Confidential Information in strict confidence and shall not
disclose any Confidential Information that it receives, except (i) to the Service if and to the extent the Confidential Information is required by the
Service, (ii) to any outside legal counsel or accounting firm engaged by the Company to make determinations regarding the relevant Bye-Laws
(iii) to officers and employees of the Company or its Affiliates, subject to Bye-Law 66(3), or (iv) as otherwise required by law or regulation.
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(3) The Company shall take all measures practicable to ensure the continued confidentiality of the Confidential Information and shall grant the
persons referred to in Bye-Law 66(2)(ii) and (iii) above access to the Confidential Information only to the extent necessary to allow them to
assist the Company in any analysis required by Bye-Law 32 or 63, to determine whether the Company would realize any income that would
be included in the income of any Shareholder (or any interest holder, whether direct or indirect, of any Shareholder) by operation of
Section 953(c) of the Code or to determine whether the Company or any of its subsidiaries would be entitled to the benefits of a tax treaty. Prior
to granting access to the Confidential Information to such persons, the Company shall inform them of its confidential nature and of the
provisions of this Bye-Law and shall require them to abide by all the provisions hereof. The Company shall not disclose the Confidential
Information to any Director (other than a Director that is also either the Chief Executive Officer, Chairman, Deputy Chairman, President or
Vice President, except as required by law or regulation, upon request to the Company). For the avoidance of doubt, the Company shall be
permitted to disclose to the Shareholders and others the relative voting percentages of the Shareholders after application of Bye-Law 63. At the
written request of a Shareholder, the Confidential Information of such Shareholder shall be destroyed or returned to such Shareholder after the
later to occur of (i) such Shareholder no longer being a Shareholder or (ii) the expiration of the applicable statute of limitations with respect to
any Confidential Information obtained for purposes of engaging in any tax related analysis.

 

 

(4) The Company shall (i) notify a Shareholder immediately of the existence, terms and circumstances surrounding any request made to the
Company to disclose any Confidential Information provided by or with respect to such Shareholder and, prior to such disclosure, shall permit
such Shareholder a reasonable period of time to seek a protective order or other appropriate remedy and/or waive compliance with the
provisions of this Bye-Law, and (ii) if, in the absence of a protective order, such disclosure is required in the opinion of counsel to the
Company, the Company shall make such disclosure without liability hereunder, PROVIDED that the Company shall furnish only that
portion of the Confidential Information which is legally required, shall give such Shareholder notice of the information to be disclosed as far in
advance of its disclosure as practicable and, upon the request of such Shareholder and at its expense, shall use best efforts to ensure that
confidential treatment will be accorded to all such disclosed information.
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(5) If a Shareholder fails to respond to a request for information from the Company pursuant to this Bye-Law or submits incomplete or inaccurate
information in response to such a request, the Company may in its reasonable discretion (after considering the circumstances described in any
response to the request by the Shareholder and providing such Shareholder with a cure period of such length, if any, as the Company in its
reasonable discretion shall determine to be reasonable under the circumstances) determine that such Shareholder’s Shares shall carry no or
reduced, as the case may be, voting rights until otherwise determined by the Company in its reasonable discretion.

 

 

(6) The Board may rely exclusively on the analysis, deliberation, reports and other communications of those persons specified in (i)-(iii) of Bye-
Law 66(2) above with respect to the collection, disclosure or use of the Confidential Information, including, but not limited to determining
whether the Company would realize any income that would be included in the income of any Shareholder (or any interest holder, whether direct
or indirect, of any Shareholder) by operation of Section 953(c) of the Code, implementing Bye-Law 32 or 63, or determining whether the
Company or any of its subsidiaries would be entitled to the benefits of a tax treaty.
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VOTING PROCEDURES
 
67. Save for the election of Directors or where a greater majority is required by the Companies Acts or these Bye-Laws, any question proposed for

consideration at any general meeting shall be decided on by a simple majority of votes cast.
 

68. Subject to any rights or restrictions for the time being lawfully attached to any class of Shares and subject to the provisions of these Bye-Laws including
any adjustments made to the voting power of the Shares of any Shareholder pursuant to Bye-Law 63, at any general meeting, a resolution put to the vote
of the meeting shall be decided on a show of hands or by a count of votes received in the form of electronic records, unless (before or on the declaration
of the result of the show of hands or count of votes received as electronic records or on the withdrawal of any other demand for a poll) a poll is
demanded by:

 

 (1) the chairman of the meeting; or
 

 (2) at least three Shareholders present in person or represented by proxy; or
 

 
(3) any Shareholder or Shareholders present in person or represented by proxy and holding between them not less than one eleventh of the total

voting rights of all the Shareholders having the right to vote at such meeting; or
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(4) a Shareholder or Shareholders present in person or represented by proxy holding Shares conferring the right to vote at such meeting, being

Shares on which an aggregate sum has been paid up equal to not less than one eleventh of the total sum paid up on all such Shares conferring
such right.

The demand for a poll may be withdrawn by the person or any of the persons making it at any time prior to the declaration of the result but only with
the consent of the chairman and a demand so withdrawn shall not be taken to have invalidated the result of a show of hands or count of votes received
as electronic records declared before the demand for a poll was made. Unless a poll is so demanded and the demand is not withdrawn, a declaration by
the chairman that a resolution has, on a show of hands or count of votes received as electronic records, been carried or carried unanimously or by a
particular majority or not carried by a particular majority or lost shall be final and conclusive, and an entry to that effect in the minute book of the
Company shall be conclusive evidence of the fact without proof of the number or proportion of votes recorded for or against such resolution.

 

69. If a poll is duly demanded, the result of the poll shall be deemed to be the resolution of the meeting at which the poll is demanded.
 

70. A poll demanded on the election of a chairman, or on a question of adjournment, shall be taken forthwith. A poll demanded on any other question shall
be taken in such manner and either forthwith or at such time (being not later than three (3) months after the date of the demand) and place as the
chairman shall direct. It shall not be necessary (unless the chairman otherwise directs) for notice to be given of a poll.

 

71. The demand for a poll shall not prevent the continuance of a meeting for the transaction of any business other than the question on which the poll has
been demanded and it may be withdrawn at any time before the close of the meeting or the taking of the poll, whichever is the earlier.
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72. On a poll, votes may be cast either personally or by proxy.
 

73. A person entitled to more than one vote on a poll need not use all his votes or cast all the votes he uses in the same way.
 

74. In the case of an equality of votes at a general meeting, whether on a show of hands or count of votes received as electronic record or on a poll, the
chairman of such meeting shall not be entitled to a second or casting vote and the resolution shall fail.

 

75. In the case of joint holders of a Share, the vote of the senior who tenders a vote, whether in person or by proxy, shall be accepted to the exclusion of the
votes of the other joint holders, and for this purpose seniority shall be determined by the order in which the names stand in the Register in respect of the
joint holding.

 

76. A Shareholder who is a patient for any purpose of any statute or applicable law relating to mental health or in respect of whom an order has been made
by any Court having jurisdiction for the protection or management of the affairs of persons incapable of managing their own affairs may vote, whether
on a show of hands or on a poll, by his receiver, committee,  curator bonis or other person in the nature of a receiver, committee or curator bonis
appointed by such Court and such receiver, committee, curator bonis or other person may vote on a poll by proxy, and may otherwise act and be
treated as such Shareholder for the purpose of general meetings.

 

77. No Shareholder shall, unless the Board otherwise determines, be entitled to vote at any general meeting unless all calls or other sums presently payable
by him in respect of Shares in the Company have been paid.
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78. If:
 

 (1) any objection shall be raised to the qualification of any voter; or,
 

 (2) any votes have been counted which ought not to have been counted or which might have been rejected; or,
 

 

(3) any votes are not counted which ought to have been counted, the objection or error shall not vitiate the decision of the meeting or adjourned
meeting on any resolution unless the same is raised or pointed out at the meeting or, as the case may be, the adjourned meeting at which the vote
objected to is given or tendered or at which the error occurs. Any objection or error shall be referred to the chairman of the meeting and shall
only vitiate the decision of the meeting on any resolution if the chairman decides that the same may have affected the decision of the meeting.
The decision of the chairman on such matters shall be final and conclusive.

PROXIES AND CORPORATE REPRESENTATIVES
 
79. A Shareholder may appoint one or more persons as his proxy, with or without the power of substitution, to represent him and vote on his behalf in

respect of all or some of his shares at any general meeting (including an adjourned meeting). A proxy need not be a Shareholder.
 

80. The instrument appointing a proxy shall be in writing executed by the appointor or his attorney authorised by him in writing or, if the appointor is a
corporation, either under its seal or executed by an officer, attorney or other person authorised to sign the same.
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81. Any Shareholder may appoint a proxy or (if a corporation) representative for a specific general meeting, and adjournments thereof, or may appoint a
standing proxy or (if a corporation) representative, by serving on the Company at the Registered Office, or at such place or places as the Board may
otherwise specify for the purpose, a proxy or (if a corporation) an authorisation. Any standing proxy or authorisation shall be valid for all general
meetings and adjournments thereof or Resolutions in writing, as the case may be, until notice of revocation is received at the Registered Office or at such
place or places as the Board may otherwise specify for the purpose. Where a standing proxy or authorisation exists, its operation shall be deemed to have
been suspended at any general meeting or adjournment thereof at which the Shareholder is present or in respect to which the Shareholder has specially
appointed a proxy or representative. The Board may from time to time require such evidence as it shall deem necessary as to the due execution and
continuing validity of any such standing proxy or authorisation and the operation of any such standing proxy or authorisation shall be deemed to be
suspended until such time as the Board determines that it has received the requested evidence or other evidence satisfactory to it.

 

82. Subject to Bye-Law 81, the instrument appointing a proxy or authorisation, as the case may be, together with such other evidence as to its due execution
as the Board may from time to time require, shall be delivered at the Registered Office (or at such place as may be specified in the notice convening the
meeting or in any notice of any adjournment or, in either case or the case of a resolution in writing, in any document sent therewith) by such date and
time specified in the notice prior to the holding of the relevant meeting or adjourned meeting at which the person named in the instrument proposes to vote
or, in the case of a poll taken subsequently to the date of a meeting or adjourned meeting, before the time appointed for the taking of the poll, or, in the
case of a resolution in writing, prior to the effective date of the resolution in writing and in default the instrument of proxy or authorisation, as the case
may be, shall not be treated as valid.
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83. Instruments of proxy or authorisation, as the case may be, shall be in any common form or in such other form as the Board may approve and the Board
may, if it thinks fit, send out with the notice of any meeting or any resolution in writing forms of instruments of proxy or authorisation, as the case may
be, for use at that meeting or in connection with that written resolution in writing. The instrument of proxy or authorisation, as the case may be, shall be
deemed to confer authority to demand or join in demanding a poll, to speak at the meeting and to vote on any amendment of a resolution in writing or
amendment of a resolution in writing put to the meeting for which it is given as the proxy thinks fit. The instrument of proxy or authorisation, as the
case may be, shall unless the contrary is stated therein be valid as well for any adjournment of the meeting as for the meeting to which it relates.

 

84. A vote given in accordance with the terms of an instrument of proxy or authorisation, as the case may be, shall be valid notwithstanding the previous
death or unsoundness of mind of the principal, or revocation of the instrument of proxy or authorisation, as the case may be, or of the authority under
which it was executed, PROVIDED that no intimation in writing of such death, unsoundness of mind or revocation shall have been received by the
Company at the Registered Office (or such other place as may be specified for the delivery of instruments of proxy or authorisation, as the case may be,
in the notice convening the meeting or other documents sent therewith) one hour at least before the commencement of the meeting or adjourned meeting, or
the taking of the poll, or the day before the effective date of any resolution in writing at which the instrument of proxy or authorisation, as the case may
be, is used.
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85. Subject to the Companies Acts, the Board may at its discretion waive any of the provisions of these Bye-Laws related to proxies or authorisations, as the
case may be, and, in particular, may accept such verbal or other assurances as it thinks fit as to the right of any person to attend, speak and vote on
behalf of any Shareholder at general meetings or to sign resolutions in writing.

APPOINTMENT AND REMOVAL OF DIRECTORS
 
86.    (1) The number of Directors constituting the Board shall be not less than two (2) nor more than twenty (20), the exact number to be determined

from time to time by the Company by Resolution; PROVIDED, HOWEVER, that if no such Resolution shall be in effect the number of
Directors shall be twelve (12).

 

 

(2) The Board shall be divided into three classes, with the term of the office of one class expiring each year. Each class shall consist, as nearly as
possible, of one-third of the total number of Directors constituting the entire Board. There is no distinction in the voting or other powers and
authorities of Directors of different classes; the classifications are solely for the purposes of the retirement by rotation provisions set out in this
Bye-Law. All Directors will be designated as either class I, class II or class III Directors. The Board shall from time to time by resolution
determine the respective numbers of class I Directors, class II Directors and class III Directors.

 

 

(3) Each class I Director shall (unless his office is vacated in accordance with these Bye-Laws) serve until the conclusion of the Annual General
Meeting of the Company held in the calendar year 2009 and subsequently shall (unless his office is vacated in accordance with these Bye-
Laws) serve for three-year terms, each concluding at the third Annual General Meeting after the class I Directors together were last appointed or
re-appointed.
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(4) Each class II Director shall (unless his office is vacated in accordance with these Bye-Laws) serve until the conclusion of the Annual General
Meeting of the Company held in the calendar year 2010 and subsequently shall (unless his office is vacated in accordance with these Bye-
Laws) serve for three-year terms, each concluding at the third Annual General Meeting after the class II Directors together were last appointed or
re-appointed.

 

 

(5) Each class III Director shall (unless his office is vacated in accordance with these Bye-Laws) serve until the conclusion of the Annual General
Meeting of the Company held in the calendar year 2011 and subsequently shall (unless his office is vacated in accordance with these Bye-
Laws) serve for three-year terms, each concluding at the third Annual General Meeting after the class III Directors together were last appointed
or re-appointed.

 

 

(6) If the number of Directors is altered by Resolution pursuant to this Bye-Law, such Resolution shall apportion any increase or decrease among
the classes so as to maintain the number of Directors in each class as equal as possible, but in no case shall a decrease in the number of
Directors shorten the term of any incumbent Director. All Directors, upon election or appointment (except upon election at an Annual General
Meeting), must provide written acceptance of their appointment, in such form as the Board may think fit, by notice in writing to the Registered
Office within thirty days of their appointment.
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87. The Company shall at the Annual General Meeting and may by Resolution determine the minimum and the maximum number of Directors and may by
Resolution determine that one or more vacancies in the Board shall be deemed casual vacancies for the purposes of these Bye-Laws. Without prejudice to
the power of the Company by Resolution in pursuance of any of the provisions of these Bye-Laws to elect any person to be a Director, the Board, so
long as a quorum of Directors remains in office, shall have power at any time and from time to time to appoint any individual to be a Director so as to
fill a casual vacancy. A Director so appointed shall fill the vacancy arising and shall, for the purposes of these Bye-Laws, constitute a member of the
class of Directors represented by the person that he replaces and shall hold office for the balance of the term of such vacant Board position or until such
Director’s successor is elected or appointed or such Director’s office is otherwise vacated.

 

88. The Company may in a Special General Meeting called for that purpose remove a Director provided notice of any such meeting shall be served upon the
Director concerned not less than fourteen (14) days before the meeting and he shall be entitled to be heard at that meeting. Notice of every general meeting
shall be given in any manner permitted by Bye-Laws 135 and 136. Any vacancy created by the removal of a Director at a Special General Meeting may
be filled at the Meeting by the election of another Director in his place or, in the absence of any such election, by the Board. A Director so elected or
appointed shall hold office for the balance of the term of such vacant Board position or until such Director’s successor is elected or appointed or such
Director’s office is otherwise vacated.
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89. If a Shareholder desires to nominate one or more individuals for election as Directors at any general meeting duly called for the election of Directors,
written notice of such Shareholder’s intent to make such a nomination must be received by the Company at the Registered Office (or at such other place
or places as the Board may otherwise specify from time to time for this purpose) not less than 120 days nor more than 150 days before the first
anniversary of the date of the notice convening the Company’s annual general meeting of shareholders for the prior year. Such notice shall set forth (i) the
name and address, as it appears in the Register, of the Shareholder who intends to make such nomination; (ii) a representation that the Shareholder is a
holder of record of Shares entitled to vote at such meeting and intends to appear in person or by proxy at the meeting to make such nomination; (iii) the
class and number of Shares which are held by the Shareholder; (iv) the name and address of each individual to be nominated; (v) a description of all
arrangements or understandings between the Shareholder and any such nominee and any other person or persons (naming such person or persons)
pursuant to which such nomination is to be made by the Shareholder; (vi) a description of all material personal and business relationships between the
Shareholder and any such nominee during the preceding ten (10) years; (vii) such other information regarding any such nominee that would be required
to be included in a proxy statement filed pursuant to Regulation 14A under the Exchange Act, whether or not the Company is then subject to such
Regulation; (viii) the consent of any such nominee to serve as a Director, if so elected; (ix) the certification of any such nominee as to the accuracy and
completeness of the information set forth in such notice; (x) any information relevant to a determination of whether the recommended candidate meets the
criteria for Board membership as determined by the Board and as set forth in the most recent Proxy Statement filed with the Commission so long as the
Company is subject to regulation under the Exchange Act; (xi) any information regarding the recommended candidate relevant to a determination of
whether the recommended candidate would be barred from being considered independent under the rules of the New York Stock Exchange or the national
securities exchange or similar exchange upon which the Shares are listed, or, alternatively, a statement that the recommended candidate would not be so
barred; and (xii) if the recommending Shareholder(s) has beneficially owned more than 5% of the Company's voting Shares for at least one year as of
the date the recommendation is made, evidence of such beneficial ownership as specified in the Commission’s rules. The Company will send copies of
such notice to all Shareholders with the notice of the Annual General Meeting at which Directors will be elected. The chairman of such meeting shall, if
the facts reasonably warrant, refuse to acknowledge a nomination that is not made in compliance with the procedures specified in this Bye-Law, and
any such nomination not properly brought before the meeting shall not be considered.
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RESIGNATION AND DISQUALIFICATION OF DIRECTORS
 
90. The office of a Director shall be vacated upon the happening of any of the following events:
 

 (1) if he resigns his office by notice in writing delivered to the Registered Office or tendered at a meeting of the Board;
 

 
(2) if he becomes of unsound mind or a patient for any purpose of any statute or applicable law relating to mental health and the Board resolves

that his office is vacated;
 

 (3) if he becomes bankrupt under the laws of any country or compounds with his creditors;
 

 (4) if he is prohibited by law from being a Director; or
 

 (5) if he ceases to be a Director by virtue of the Companies Acts or is removed from office pursuant to these Bye-Laws.

ALTERNATE DIRECTORS
 
91. A Director may appoint and remove his own Alternate Director. Any appointment or removal of an Alternate Director by a Director shall be effected by

delivery of a written notice of appointment or removal to the Secretary at the Registered Office, signed by such Director, and such notice shall be
effective immediately upon receipt or any later date specified in the notice. Any Alternate Director may be removed by resolution of the Board. Subject as
aforesaid, the office of Alternate Director shall continue until the next annual election of Directors or, if earlier, the date on which the relevant Director
ceases to be a Director. An Alternate Director may also be a Director in his own right and may act as alternate to more than one Director.
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92. An Alternate Director shall be entitled to receive notices of all meetings of Directors, to attend, be counted in the quorum and vote at any such meeting at
which any Director to whom he is alternate is not personally present, and generally to perform all the functions of any Director to whom he is alternate in
his absence.

 

93. Every person acting as an Alternate Director shall (except as regards powers to appoint an alternate and remuneration) be subject in all respects to the
provisions of these Bye-Laws relating to Directors and shall alone be responsible to the Company for his acts and defaults and shall not be deemed to be
the agent of or for any Director for whom he is alternate. An Alternate Director may be paid expenses and shall be entitled to be indemnified by the
Company to the same extent mutatis mutandis as if he were a Director. Every person acting as an Alternate Director shall have one vote for each Director
for whom he acts as alternate (in addition to his own vote if he is also a Director). The signature of an Alternate Director to any resolution in writing of
the Board or a committee of the Board shall, unless the terms of his appointment provides to the contrary, be as effective as the signature of the Director
or Directors to whom he is alternate.

DIRECTORS’ FEES AND ADDITIONAL REMUNERATION AND EXPENSES
 
94. The amount, if any, of Directors’ fees shall from time to time be determined by the Board and in the absence of a determination to the contrary such fees

shall be deemed to accrue from day to day. Each Director may be paid his reasonable travel, hotel and incidental expenses in attending and returning
from meetings of the Board or committees constituted pursuant to these Bye-Laws or general meetings and shall be paid all expenses properly and
reasonably incurred by him in the conduct of the Company’s business or in the discharge of his duties as a Director. Any Director who, by request,
goes or resides abroad for any purposes of the Company or who performs services which in the opinion of the Board go beyond the ordinary duties of a
Director may be paid such extra remuneration (whether by way of salary, commission, participation in profits or otherwise) as the Board may
determine, and such extra remuneration shall be in addition to any remuneration provided for by or pursuant to any other Bye-Law.
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DIRECTORS’ INTERESTS
 
95.    (1) A Director may hold any other office or place of profit with the Company (except that of auditor) in conjunction with his office of Director for

such period and upon such terms as the Board may determine, and may be paid such extra remuneration therefor (whether by way of salary,
commission, participation in profits or otherwise) as the Board may determine, and such extra remuneration shall be in addition to any
remuneration provided for by or pursuant to any other Bye-Law.

 

 
(2) A Director may act by himself or his firm in a professional capacity for the Company (otherwise than as auditor) and he or his firm shall be

entitled to remuneration for professional services as if he were not a Director.
 

 

(3) Subject to the provisions of the Companies Acts, a Director may notwithstanding his office be a party to, or otherwise interested in, any
transaction or arrangement with the Company or in which the Company is otherwise interested; and be a director or other officer of, or
employed by, or a party to any transaction or arrangement with, or otherwise interested in, any body corporate promoted by the Company or in
which the Company is interested. The Board may also cause the voting power conferred by the shares in any other company (except to the
extent provided in Bye-Law 149 with respect to a Designated Company) held or owned by the Company to be exercised in such manner in all
respects as it thinks fit, including the exercise thereof in favour of any resolution appointing the Directors or any of them to be directors or
officers of such other company, or voting or providing for the payment of remuneration to the directors or officers of such other company.
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(4) So long as, where it is necessary, he declares the nature of his interest at the first opportunity at a meeting of the Board or by writing to the
Directors as required by the Companies Acts, a Director shall not by reason of his office be accountable to the Company for any benefit which
he derives from any office or employment to which these Bye-Laws allow him to be appointed or from any transaction or arrangement in which
these Bye-Laws allow him to be interested, and no such transaction or arrangement shall be liable to be avoided on the ground of any interest or
benefit.

 

 
(5) Subject to the Companies Acts and any further disclosure required thereby, a general notice to the Directors by a Director or Officer declaring

that he is a director or officer or has an interest in a person and is to be regarded as interested in any transaction or arrangement made with that
person, shall be a sufficient declaration of interest in relation to any transaction or arrangement so made.

 
51



POWERS AND DUTIES OF THE BOARD
 
96. Subject to the provisions of the Companies Acts and these Bye-Laws and to any directions given by the Company by Resolution, the Board shall

manage the business of the Company and may pay all expenses incurred in promoting and incorporating the Company and may exercise all the powers
of the Company. No alteration of these Bye-Laws and no such direction shall invalidate any prior act of the Board which would have been valid if that
alteration had not been made or that direction had not been given. The powers given by this Bye-Law shall not be limited by any special power given to
the Board by these Bye-Laws and a meeting of the Board at which a quorum is present shall be competent to exercise all the powers, authorities and
discretions for the time being vested in or exercisable by the Board.

 

97. The Board may exercise all the powers of the Company, except those powers that are required by the Companies Acts or these Bye-Laws to be exercised
by the Shareholders.

 

98. All cheques, promissory notes, drafts, bills of exchange and other instruments, whether negotiable or transferable or not, and all receipts for money paid
to the Company shall be signed, drawn, accepted, endorsed or otherwise executed, as the case may be, in such manner as the Board shall from time to
time by resolution determine.

 

99. The Board on behalf of the Company may provide benefits, whether by the payment of gratuities or pensions or otherwise, for any person including
any Director or former Director who has held any executive office or employment with the Company or with any body corporate which is or has been a
subsidiary or affiliate of the Company or a predecessor in the business of the Company or of any such subsidiary or affiliate, and to any member of his
family or any person who is or was dependent on him, and may contribute to any fund and pay premiums for the purchase or provision of any such
gratuity, pension or other benefit, or for the insurance of any such person.
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100. The Board may from time to time appoint one or more of its body to be a managing director, joint managing director or an assistant managing director or
to hold any other employment or executive office with the Company for such period and upon such terms as the Board may determine and may revoke
or terminate any such appointments. Any such revocation or termination as aforesaid shall be without prejudice to any claim for damages that such
Director may have against the Company or the Company may have against such Director for any breach of any contract of service between him and the
Company which may be involved in such revocation or termination. Any person so appointed shall receive such remuneration (if any) (whether by way
of salary, commission, participation in profits or otherwise) as the Board may determine, and either in addition to or in lieu of his remuneration as a
Director.

DELEGATION OF THE BOARD’S POWERS
 
101. The Board may by power of attorney appoint any company, firm or person or any fluctuating body of persons, whether nominated directly or indirectly

by the Board, to be the attorney or attorneys of the Company for such purposes and with such powers, authorities and discretions (not exceeding those
vested in or exercisable by the Board under these Bye-Laws) and for such period and subject to such conditions as it may think fit, and any such
power of attorney may contain such provisions for the protection and convenience of persons dealing with any such attorney and of such attorney as the
Board may think fit, and may also authorise any such attorney to sub-delegate all or any of the powers, authorities and discretions vested in him. Such
attorney may, if so authorised by the power of attorney, execute any deed, instrument or other document on behalf of the Company.
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102. The Board may entrust to and confer upon any Director, Officer or, without prejudice to the provisions of Bye-Law 104, other person any of the
powers, authorities and discretions exercisable by it upon such terms and conditions with such restrictions as it thinks fit, and either collaterally with,
or to the exclusion of, its own powers, authorities and discretions and may from time to time revoke or vary all or any of such powers, authorities and
discretions but no person dealing in good faith and without notice of such revocation or variation shall be affected thereby.

 

103. When required under the requirements from time to time of any stock exchange on which the Shares are listed, the Board shall appoint an Audit
Committee, Compensation Committee, and Nominating and Corporate Governance Committee in accordance with the requirements of such stock
exchange. The Board may also delegate any of its powers, authorities and discretions to any other committees, consisting of such person or persons
(whether a member or members of its body or not) as it thinks fit. Any committee so formed shall, in the exercise of the powers, authorities and
discretions so delegated, and in conducting its proceedings conform to any regulations which may be imposed upon it by the Board. If no regulations are
imposed by the Board the proceedings of a committee with two (2) or more members shall be, as far as is practicable, governed by the Bye-Laws
regulating the proceedings of the Board.

PROCEEDINGS OF THE BOARD
 
104. The Board may meet for the despatch of business, adjourn and otherwise regulate its meetings as it thinks fit, unless otherwise required by these Bye-

Laws. Questions arising at any meeting shall be determined by a majority of votes. In the case of an equality of votes the motion shall be deemed to have
been lost. A Director may, and the Secretary on the requisition of a Director shall, at any time summon a meeting of the Board.

 
54



105. Notice of a meeting of the Board shall be deemed to be given to a Director by word of mouth or in any manner permitted by the Bye-Laws. A Director
may retrospectively waive the requirement for notice of any meeting by consenting in writing to the business conducted at the meeting.

 

106.    (1) The quorum necessary for the transaction of the business of the Board may be fixed by the Board and, unless so fixed at any other number,
shall be a majority of Directors in office from time to time and in no event shall be less than two (2) Directors. Any Director who ceases to be a
Director at a meeting of the Board may continue to be present and to act as a Director and be counted in the quorum until the termination of the
meeting if no other Director objects and if otherwise a quorum of Directors would not be present.

 

 

(2) A Director who to his knowledge is in any way, whether directly or indirectly, interested in a contract or proposed contract, transaction or
arrangement with the Company and has complied with the provisions of the Companies Acts and these Bye-Laws with regard to disclosure of
his interest shall be entitled to vote in respect of any contract, transaction or arrangement in which he is so interested, and he shall be taken into
account in ascertaining whether a quorum is present, but the resolution with respect to the contract, transaction or arrangement will fail unless
it is approved by a majority of the disinterested Directors voting on the resolution.

 

 
(3) The Resident Representative shall, upon delivering written notice of an address for the purposes of receipt of notice, to the Registered Office, be

entitled to receive notice of, attend and be heard at, and to receive minutes of all meetings of the Board.
 

107. So long as a quorum of Directors remains in office, the continuing Directors may act notwithstanding any vacancy in the Board but, if no such quorum
remains, the continuing Directors or a sole continuing Director may act only for the purpose of calling a general meeting.
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108. The Board may choose one of their number to preside as chairman of the Board. If there is no such chairman, or if at any meeting the chairman is
not present within five (5) minutes after the time appointed for holding the meeting, or is not willing to act as chairman, the Directors present may
choose one of their number to be chairman of the meeting.

 

109. The meetings and proceedings of any committee consisting of two or more members shall be governed by the provisions contained in these Bye-Laws
for regulating the meetings and proceedings of the Board so far as the same are applicable and are not superseded by any regulations imposed by the
Board.

 

110. A resolution in writing signed by all the Directors for the time being entitled to receive notice of a meeting of the Board (or by an Alternate Director as
provided for in these Bye-Laws) or by all the members of a committee for the time being shall be as valid and effectual as a resolution passed at a
meeting of the Board or, as the case may be, of such committee duly called and constituted. Such resolution may be contained in one document or in
several documents in the like form each signed by one or more of the Directors or members of the committee concerned.

 

111. A meeting of the Board or a committee appointed by the Board may be held by means of such telephone, electronic or other communication facilities
as permit all persons participating in the meeting to communicate with each other simultaneously and instantaneously and participation in such a
meeting shall constitute presence in person at such meeting. Such a meeting shall be deemed to take place where the largest group of those Directors
participating in the meeting is physically assembled, or if there is no such group, where the chairman of the meeting is located.
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112. All acts done by the Board or by any committee or by any person acting as a Director or member of a committee or any person duly authorised by
the Board or any committee, shall, notwithstanding that it is afterwards discovered that there was some defect in the appointment of any member of
the Board or such committee or person acting as aforesaid or that they or any of them were disqualified or had vacated their office, be as valid as if
every such person had been duly appointed and was qualified and had continued to be a Director, member of such committee or person so
authorised.

OFFICERS
 

113. The Officers, who may or may not be Directors, may be appointed by the Board at any time. Any person appointed pursuant to this Bye-Law shall
hold office for such period and upon such terms as the Board may determine and the Board may revoke or terminate any such appointment. Any
such revocation or termination shall be without prejudice to any claim for damages that such Officer may have against the Company or the
Company may have against such Officer for any breach of any contract of service between him and the Company which may be involved in such
revocation or termination. Save as provided in the Companies Acts or these Bye-Laws, the powers and duties of the Officers shall be such (if any) as
are determined from time to time by the Board.
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MINUTES
 

114. The Board shall cause minutes to be made and books kept for the purpose of recording –
 

 (1) all appointments of Officers made by the Board;
 

 (2) the names of the Directors and other persons (if any) present at each meeting of the Board and of any committee; and
 

 
(3) of all proceedings at meetings of the Company, of the holders of any class of Shares in the Company, of the Board and of committees

appointed by the Board or the Shareholders.

Shareholders shall only be entitled to see the Register of Directors and Officers, the Register, the financial information provided for in Bye-Law 132
and the minutes of meetings of the Shareholders.

SECRETARY AND RESIDENT REPRESENTATIVE
 

115. The Secretary (including one or more deputy or assistant secretaries) and, if required, the Resident Representative, shall be appointed by the Board at
such remuneration (if any) and upon such terms as it may think fit and any Secretary and Resident Representative so appointed may be removed by
the Board. The duties of the Secretary and the duties of the Resident Representative shall be those prescribed by the Companies Acts together with
such other duties as shall from time to time be prescribed by the Board.

 

116. A provision of the Companies Acts or these Bye-Laws requiring or authorising a thing to be done by or to a Director and the Secretary shall not be
satisfied by its being done by or to the same person acting both as Director and as, or in the place of, the Secretary.
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THE SEAL
 

117.  (1) The Board may authorise the production of a Seal and one or more duplicate Seals, which shall consist of a circular metal device with the
name of the Company around the outer margin thereof and the country and year of incorporation across the centre thereof.

 

  (2) Any document required to be under seal or executed as a deed on behalf of the Company may be
 

 (a) executed under the Seal in accordance with these Bye-Laws; or
 

 (b) signed or executed by any person authorised by the Board for that purpose, without the use of the Seal.
 

 
  (3) The Board shall provide for the custody of every Seal. A Seal shall only be used by authority of the Board or of a committee constituted by the

Board. Subject to these Bye-Laws, any instrument to which a Seal is affixed shall be attested by the signature of: a Director, or by the
Secretary, or by any one person authorised by the Board for that purpose.

DIVIDENDS AND OTHER PAYMENTS
 

118. The Board may from time to time declare dividends, or distributions out of contributed surplus, to be paid to the Shareholders according to their
rights and interests including such interim dividends as appear to the Board to be justified by the position of the Company. The Board, in its
discretion, may determine that any dividend shall be paid in cash or shall be satisfied, subject to Bye-Law 126, in paying up in full Shares in the
Company to be issued to the Shareholders credited as fully paid or partly paid or partly in one way and partly the other. The Board may also pay
any fixed cash dividend which is payable on any Shares half yearly or on such other dates, whenever the position of the Company, in the opinion of
the Board, justifies such payment.
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119. Except insofar as the rights attaching to, or the terms of issue of, any Share otherwise provide:
 

 
(1) all dividends, or distributions out of contributed surplus, may be declared and paid according to the amounts paid up on the Shares in

respect of which the dividend or distribution is paid, and an amount paid up on a Share in advance of calls may be treated for the
purpose of this Bye-Law as paid-up on the Share;

 

 
(2) dividends, or distributions out of contributed surplus, may be apportioned and paid pro rata according to the amounts paid-up on the

Shares during any portion or portions of the period in respect of which the dividend or distribution is paid.
 

120. The Board may deduct from any dividend, distribution or other moneys payable to a Shareholder by the Company on or in respect of any Shares all
sums of money (if any) presently payable by him to the Company on account of calls or otherwise in respect of Shares.

 

121. No dividend, distribution or other moneys payable by the Company on or in respect of any Share shall bear interest against the Company.
 

122. Any dividend, distribution or interest, or part thereof payable in cash, or any other sum payable in cash to the holder of Shares may be paid by
cheque or warrant sent through the post addressed to the holder at his address in the Register or, in the case of joint holders, addressed to the holder
whose name stands first in the Register in respect of the Shares at his registered address as appearing in the Register or addressed to such person at
such address as the holder or joint holders may in writing direct. Every such cheque or warrant shall, unless the holder or joint holders otherwise
direct, be made payable to the order of the holder or, in the case of joint holders, to the order of the holder whose name stands first in the Register in
respect of such Shares, and shall be sent at his or their risk and payment of the cheque or warrant by the bank on which it is drawn shall constitute
a good discharge to the Company. Any one of two or more joint holders may give effectual receipts for any dividends, distributions or other moneys
payable or property distributable in respect of the Shares held by such joint holders.

 
60



123. Any dividend or distribution out of contributed surplus unclaimed for a period of six (6) years from the date of declaration of such dividend or
distribution shall be forfeited and shall revert to the Company and the payment by the Board of any unclaimed dividend, distribution, interest or
other sum payable on or in respect of the Share into a separate account shall not constitute the Company a trustee in respect thereof.

 

124. The Board may also, in addition to its other powers, direct payment or satisfaction of any dividend, or distribution out of contributed surplus,
wholly or in part by the distribution of specific assets, and in particular of paid-up shares or debentures of any other company, and where any
difficulty arises in regard to such distribution or dividend the Board may settle it as it thinks expedient, and in particular, may authorise any person
to sell and transfer any fractions or may ignore fractions altogether, and may fix the value for distribution or dividend purposes of any such specific
assets and may determine that cash payments shall be made to any Shareholders upon the footing of the values so fixed in order to secure equality of
distribution and may vest any such specific assets in trustees as may seem expedient to the Board PROVIDED that such dividend or distribution
may not be satisfied by the distribution of any partly paid shares or debentures of any company without the sanction of a Resolution.
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RESERVES
 

125. The Board may, before recommending or declaring any dividend, or distribution out of contributed surplus, set aside such sums as it thinks proper
as reserves which shall, at the discretion of the Board, be applicable for any purpose of the Company and pending such application may, also at
such discretion, either be employed in the business of the Company or be invested in such investments as the Board may from time to time think fit.
The Board may also without placing the same to reserve carry forward any sums which it may think it prudent not to distribute.

CAPITALISATION OF PROFITS
 

126. The Board may, from time to time resolve to capitalise all or any part of any amount for the time being standing to the credit of any reserve or fund
which is available for distribution or to the credit of any share premium account and accordingly that such amount be set free for distribution
amongst the Shareholders or any class of Shareholders who would be entitled thereto if distributed by way of dividend and in the same proportions,
on the footing that the same be not paid in cash but be applied either in or towards paying up amounts for the time being unpaid on any Shares in the
Company held by such Shareholders respectively or in payment up in full of unissued Shares, debentures or other obligations of the Company, to be
allotted and distributed credited as fully paid amongst such Shareholders, or partly in one way and partly in the other, PROVIDED that for the
purpose of this Bye-Law, a share premium account may be applied only in paying up of unissued Shares to be issued to such Shareholders credited
as fully paid.
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127. Where any difficulty arises in regard to any distribution under Bye-Law 126, the Board may settle the same as it thinks expedient and, in particular,
may authorise any person to sell and transfer any fractions or may resolve that the distribution should be as nearly as may be practicable in the correct
proportion but not exactly so or may ignore fractions altogether, and may determine that cash payments should be made to any Shareholders in order to
adjust the rights of all parties, as may seem expedient to the Board. The Board may appoint any person to sign on behalf of the persons entitled to
participate in the distribution any contract necessary or desirable for giving effect thereto and such appointment shall be effective and binding upon the
Shareholders.

RECORD DATES
 

128. Notwithstanding any other provisions of these Bye-Laws, the Company may by Resolution or the Board may fix any date as the record date for any
dividend, distribution, allotment or issue and for the purpose of identifying the persons entitled to receive notices of any general meetings and to vote at
any general meeting. Any such record date may be on or at any time before or after any date on which such dividend, distribution, allotment or issue is
declared, paid or made or such notice is despatched.
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129. In relation to any general meeting of the Company or of any class of Shareholder or to any adjourned meeting or any poll taken at a meeting or
adjourned meeting of which notice is given, the Board may specify in the notice of meeting or adjourned meeting or in any document sent to
Shareholders by or on behalf of the Board in relation to the meeting, a time and date (a “Record Date”) prior to the date fixed for the meeting (the
“Meeting Date”) and, notwithstanding any provision in these Bye-Laws to the contrary, in such case:

 

 

  (1) each person entered in the Register at the Record Date as a Shareholder, or a Shareholder of the relevant class (a “Record Date Holder”) shall be
entitled to attend and to vote at the relevant meeting and to exercise all of the rights or privileges of a Shareholder, or a Shareholder of the
relevant class (in each case subject to Bye-Law 63), in relation to that meeting in respect of the Shares, or the Shares of the relevant class,
registered in his name at the Record Date;

 

 

  (2) as regards any Shares, or Shares of the relevant class, which are registered in the name of a Record Date Holder at the Record Date but are not
so registered at the Meeting Date (“Relevant Shares”), each holder of any Relevant Shares at the Meeting Date shall be deemed to have
irrevocably appointed that Record Date Holder as his proxy for the purpose of attending and voting in respect of those relevant Shares at the
relevant meeting (with power to appoint, or to authorise the appointment of, some other person as proxy), in such manner as the Record Date
Holder in his absolute discretion may determine; and

 

 
  (3) accordingly, except through his proxy pursuant to paragraph (2) of this Bye-Law, a holder of relevant Shares at the Meeting Date shall not be

entitled to attend or to vote at the relevant meeting, or to exercise any of the rights or privileges of a Shareholder, or a Shareholder of the relevant
class, in respect of the relevant Shares at that meeting.

The entry of the name of a person in the Register as a Record Date Holder shall be sufficient evidence of his appointment as proxy in respect of any
relevant Shares for the purposes of this paragraph, but all the provisions of these Bye-Laws relating to the execution and deposit of an instrument
appointing a proxy or any ancillary matter (including the Board’s powers and discretions relevant to such matter) shall apply to any instrument
appointing any person other than the Record Date Holder as proxy in respect of any relevant Shares.
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ACCOUNTING RECORDS
 

130. The Board shall cause to be kept accounting records sufficient to give a true and fair view of the state of the Company’s affairs and to show and
explain its transactions, in accordance with the Companies Acts.

 

131. The records of account shall be kept at the Registered Office or at such other place or places as the Board thinks fit, and shall at all times be open to
inspection by the Directors: PROVIDED that if the records of account are kept at some place outside Bermuda, there shall be kept at an office of the
Company in Bermuda such records as will enable the Directors to ascertain with reasonable accuracy the financial position of the Company at the
end of each three (3) month period. No Shareholder (other than an Officer) shall have any right to inspect any accounting record or book or document
of the Company except as conferred by law or authorised by the Board.

 

132. A copy of every balance sheet and statement of income and expenditure, including every document required by law to be annexed thereto, which is to
be laid before the Company in general meeting or required to be made available to Shareholders, together with a copy of the auditors’ report, shall be
sent to each person entitled thereto in accordance with the requirements of the Companies Acts.

AUDIT
 

133. Save and to the extent that an audit is waived in the manner permitted by the Companies Acts, auditors shall be appointed and their duties regulated
in accordance with the Companies Acts, any other applicable law and such requirements not inconsistent with the Companies Acts as the Board may
from time to time determine.
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SERVICE OF NOTICES AND OTHER DOCUMENTS
 

134.    (1) Any notice or other document (including but not limited to a Share certificate, any notice of a general meeting of the Company, any instrument
of proxy and any document to be sent in accordance with Bye-Law 132) may be sent to, served on or delivered to any Shareholder by the
Company

 

 (a) personally;
 

 
(b) by sending it through the post (by airmail where applicable) in a pre-paid letter addressed to such Shareholder at his address as

appearing in the Register;
 

 (c) by sending it by courier to or leaving it at the Shareholder’s address appearing in the Register;
 

 
(d) by, where applicable, sending it by email or facsimile or other mode of representing or reproducing words in a legible and non-

transitory form or by sending an electronic record of it by electronic means, in each case to an address or number supplied by such
Shareholder for the purposes of communication in such manner; or

 

 
(e) by publication of an electronic record of it on a website and notification of such publication (which shall include the address of the

website, the place on the website where the document may be found, and how the document may be accessed on the website) by any of
the methods set out in this Bye-Law, in accordance with the Companies Acts.
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   (2) Any notice or other document shall be deemed to have been served on or delivered to any Shareholder by the Company
 

 (a) if sent by personal delivery, at the time of delivery;
 

 (b) if sent by post, forty-eight (48) hours after it was put in the post;
 

 (c) if sent by courier or facsimile, twenty-four (24) hours after sending;
 

 
(d) if sent by email or other mode of representing or reproducing words in a legible and non-transitory form or as an electronic record by

electronic means, twelve (12) hours after sending; or
 

 
(e) if published as an electronic record on a website, at the time that the notification of such publication shall be deemed to have been

delivered to such Shareholder.
 

 
  (3) In proving such service or delivery, it shall be sufficient to prove that the notice or document was properly addressed and stamped and put in

the post, published on a website in accordance with the Companies Acts and the provisions of these Bye-Laws, or sent by courier, facsimile,
email or as an electronic record by electronic means, as the case may be, in accordance with these Bye-Laws.

 

 
  (4) In the case of joint holders of a Share, service or delivery of any notice or other document on or to one of the joint holders shall for all purposes

be deemed as sufficient service on or delivery to all the joint holders.
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  (5) Each Shareholder and each person becoming a Shareholder subsequent to the adoption of these Bye-Laws, by virtue of its holding or its
acquisition and continued holding of a share, as applicable, shall be deemed to have acknowledged and agreed that any notice or other
document (excluding a share certificate) may be provided by the Company by way of accessing them on a website instead of being provided by
other means.

 

135. Any notice of a general meeting of the Company shall be deemed to be duly given to a Shareholder, or other person entitled to it, if it is sent to him by
courier, cable, telex, telecopier, email or other mode of representing or reproducing words in a legible and non-transitory form at his address as
appearing in the Register or any other address given by him to the Company for this purpose. Any such notice shall be deemed to have been served
twenty-four (24) hours after its despatch, when sent by courier, cable, telex or telecopier and twelve (12) hours after its despatch when sent by email.

 

136. Any notice or other document delivered, sent or given to a Shareholder in any manner permitted by these Bye-Laws shall, notwithstanding that such
Shareholder is then dead or bankrupt or that any other event has occurred, and whether or not the Company has notice of the death or bankruptcy or
other event, be deemed to have been duly served or delivered in respect of any Share registered in the name of such Shareholder as sole or joint holder
unless his name shall, at the time of the service or delivery of the notice or document, have been removed from the Register as the holder of the Share,
and such service or delivery shall for all purposes be deemed as sufficient service or delivery of such notice or document on all persons interested
(whether jointly with or as claiming through or under him) in the Share.
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137. Save as otherwise provided, the provisions of these Bye-Laws as to service of notices and other documents on Shareholders shall mutatis mutandis
apply to service or delivery of notices and other documents to the Company or any Director, Alternate Director or Resident Representative pursuant to
these Bye-Laws.

WINDING UP
 

138. If the Company shall be wound up, the liquidator may, with the sanction of a Resolution and any other sanction required by the Companies Acts,
divide amongst the Shareholders in specie or kind the whole or any part of the assets of the Company (whether they shall consist of property of the
same kind or not) and may for such purposes set such values as he deems fair upon any property to be divided as aforesaid and may determine how
such division shall be carried out as between the Shareholders or different classes of Shareholders. The liquidator may, with the like sanction, vest
the whole or any part of such assets in trustees upon such trust for the benefit of the contributories as the liquidator, with the like sanction, shall
think fit, but so that no Shareholder shall be compelled to accept any shares or other assets upon which there is any liability.

INDEMNITY
 

139. Subject to the proviso below, every Indemnified Person shall be indemnified and held harmless out of the assets of the Company against all actions,
costs, charges, liabilities, loss, damage or expense to the full extent permitted by law (including but not limited to liabilities under contract, tort,
fiduciary duties and statute or any applicable foreign law or regulation and all reasonable legal and other costs, including defense costs incurred in
defending any legal proceedings whether civil or criminal, and expenses properly payable) incurred or suffered by him by or by reason of any act
done, conceived in or omitted in the conduct of the Company’s business or in the discharge of his duties and the indemnity contained in this Bye-
Law shall extend to any Indemnified Person acting in any office or trust in the reasonable belief that he has been appointed or elected to such office or
trust notwithstanding any defect in such appointment or election PROVIDED ALWAYS that the indemnity contained in this Bye-Law shall not
extend to any matter which would render it void pursuant to the Companies Acts.
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140. No Indemnified Person shall be liable to the Company for the acts, neglects, defaults or omission of any other Indemnified Person PROVIDED
ALWAYS that the indemnity contained in this Bye-Law shall not extend to any matter which would render it void pursuant to the Companies Acts.

 

141. No Indemnified Person shall be liable to the Company for the acts, defaults or omissions of any other Indemnified Person.
 

142. To the extent that any Indemnified Person is entitled to claim an indemnity pursuant to these Bye-Laws in respect of amounts paid or discharged by
him, the relevant indemnity shall take effect as an obligation of the Company to reimburse the person making such payment or effecting such
discharge.

 

143. Each Shareholder and the Company agree to waive any claim or right of action he or it may at any time have, whether individually or by or in the
right of the Company, against any Indemnified Person on account of any action taken by such Indemnified Person or the failure of such Indemnified
Person to take any action in the performance of his duties with or for the Company PROVIDED HOWEVER that such waiver shall not apply to any
claim or right of action which would render the waiver void pursuant to the Companies Acts and shall not apply to any claims or rights of action
arising out of the fraud or dishonesty of such Indemnified Person or to recover any gain, personal profit or advantage to which such Indemnified
Person is not legally entitled.
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144. The Company shall advance moneys to any Indemnified Person for the costs, charges, and expenses incurred by the Indemnified Person in
defending any civil or criminal proceedings against them, on condition and receipt of an undertaking in a form satisfactory to the Company that the
Indemnified Person shall repay the advance if any allegation of fraud or dishonesty is proved against the Indemnified Person.

 

145. The purpose of Bye-Laws 139-144 as a whole is to provide the broadest indemnity allowable at law, and to the extent any indemnification hereunder
is prohibited, unenforceable or not authorized under applicable law, it is the intent of these Bye-Laws that such indemnification be interpreted as
broadly as possible without invalidating the remaining provisions hereof. Specifically, to the extent prohibited by Bermuda law, these Bye-Laws
shall not result in indemnification of any person, including an Indemnified Person, to the extent he engaged in fraud or dishonesty.

AMALGAMATION OR MERGER
 

146. Any resolution proposed for consideration at any general meeting to approve the amalgamation or merger of the Company with any other company,
wherever incorporated, shall require the approval of a simple majority of votes cast at such meeting and the quorum for such meeting shall be that
required in Bye-Law 55 and a poll may be demanded in respect of such resolution in accordance with the provisions of Bye-Law 68.
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CONTINUATION
 

147. Subject to the Companies Acts, the Board may approve the discontinuation of the Company in Bermuda and the continuation of the Company in a
jurisdiction outside Bermuda. The Board, having resolved to approve the discontinuation of the Company, may further resolve not to proceed with any
application to discontinue the Company in Bermuda or may vary such application as it sees fit.

ALTERATION OF BYE-LAWS
 

148. (1)  These Bye-Laws may be revoked or amended by the Board, which may from time to time revoke or amend them in any way by a resolution of
the Board passed by a majority of the Directors then in office and eligible to vote on that resolution, but no such revocation or amendment shall be
operative unless and until it is approved at a subsequent general meeting of the Company by the Shareholders (a) by Resolution passed by a majority
of votes cast (after giving effect to any adjustments to voting power imposed pursuant to Bye-Law 63) whenever it is proposed by the Board to
repeal, alter or amend any of the Bye-Laws except Bye-Laws 139-145 or (b) by Resolution of eighty five percent (85%) of the total votes cast (after
giving effect to any adjustments to voting power imposed pursuant to Bye-Law 63) whenever it is proposed by the Board to repeal, alter or amend
Bye-Laws 139-145 in a manner that limits or adversely changes Bye-Laws 139-145 or adopts any provision inconsistent therewith.

 

 
    (2) Any repeal, alteration or amendment of Bye-Laws 139-145 or adoption of any provision inconsistent therewith shall not adversely affect any

rights to indemnification and to the advancement of expenses thereunder existing at the time of such repeal, alteration, amendment or adoption
with respect to any acts or omissions occurring immediately prior to such repeal, alteration, amendment or adoption.
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CERTAIN SUBSIDIARIES
 

149.    (1) Except to the extent otherwise provided in Bye-Law 149(3), with respect to any subsidiary of the Company that is not a U.S. corporation or
that is not treated as a pass-through or disregarded entity for U.S. federal income tax purposes (unless such disregarded entity owns, directly
or indirectly, any subsidiary that is organized under the laws of a jurisdiction outside of the United States that is treated as a corporation for
U.S. federal income tax purposes) (together, the “Designated Companies”), subject to any applicable mandatory law of the relevant jurisdiction
(i) the board of directors of each such Designated Company shall consist of the persons, a majority of whom are Directors of the Company,
who have been elected as director designees with respect to such Designated Company by the Shareholders (“Designated Company Directors”)
in a general meeting of the Shareholders by resolution, which resolution directs the Company to vote its shares in such Designated Company to
ensure that the board of directors of such Designated Company consists of the Designated Company Directors designated with respect to such
Designated Company, and (ii) the Shareholders in a general meeting may designate the persons to be removed as directors of any Designated
Company (the “Removed Company Directors”) by resolution, which resolution directs the Company to vote its shares in the Designated
Company to effect the removal of the Removed Company Directors from the board of directors of the applicable Designated Company, subject
to the requirement that a majority of the directors of each Designated Company are Directors.
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  (2) Notwithstanding the general authority of the Board set out in Bye-Law 95(3), the Company shall vote all shares owned by the Company in
each Designated Company (i) to elect the Designated Company Directors with respect to each Designated Company as the directors of such
Designated Company and to remove the Removed Company Directors with respect to each Designated Company as directors of such
Designated Company and (ii) to ensure that the constitutional documents of such Designated Company require such Designated Company
Directors to be elected and such Removed Company Directors to be removed as provided in this Bye-Law. The Board and the Company shall
ensure that the constitutional documents of each such Designated Company shall effectuate or implement this Bye-Law and, subject to any
applicable mandatory law of the relevant jurisdiction, contain a provision substantially similar to this Bye-Law governing the election,
appointment and removal of its direct subsidiaries’ directors. The Company shall also enter into agreements with each such Designated
Company to effectuate or implement this Bye-Law and take such other actions as are necessary to effectuate or implement this Bye-Law.

 

 

  (3) The provisions set forth in this Bye-Law shall not apply with respect to any subsidiary of the Company that is not a U.S. corporation if a
substantial portion of the income of such corporation is from U.S. sources and is effectively connected with the conduct by such corporation
of a trade or business or permanent establishment within the United States (unless either (a) such income is exempt from taxation, or otherwise
subject to a reduced rate of tax, pursuant to a treaty obligation of the United States or (b) such corporation owns, directly or indirectly, any
subsidiary that is not a U.S. corporation that does not earn a substantial portion of its income from U.S. sources or the income is not
effectively connected with the conduct by such subsidiary of a trade or business or permanent establishment within the United States) and any
other income of such corporation does not, and is not expected to, constitute subpart F income as defined in Section 952(a) of the Code.

******
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Exhibit 10.19

INDEPENDENT CONTRACTOR AGREEMENT

This Independent Contractor Agreement (this “Agreement”) is effective as of May 12, 2012 (the “Commencement Date”), by and between Endurance
Services Limited (the “Company”) and Shadowbrook Advising Inc. (the “Contractor” and, together with the Company, the “Parties”).

WHEREAS, the Company desires to retain and engage the Contractor as an independent contractor and the Contractor desires to be retained and engaged
by the Company to provide independent contractor services to the Company as provided herein.

NOW, THEREFORE, in consideration of the agreements and provisions set forth herein, and for other good and valuable consideration, the receipt and
sufficiency of which are hereby acknowledged, the Parties hereto agree as follows:

1. Term. The term of this Agreement shall be from the Commencement Date until terminated pursuant to the provisions of Section 5 of this Agreement
(the “Term”).

2. Contractor Status. The Contractor represents, acknowledges and agrees that it is an independent contractor and is not an employee of the Company.
No provision of this Agreement shall be deemed to create an employment relationship between the Contractor and the Company. The Contractor expressly
warrants and agrees that no person acting on its behalf will not hold himself or herself out as, or otherwise represent to any person or entity that he or she is an
employee of the Company. The Contractor shall be responsible for meeting any legal requirements imposed on the Contractor or any person acting on its behalf
as a result of this Agreement including, but not limited to, the filing of income tax returns and the payment of taxes. The Contractor shall be responsible for
meeting all legal requirements imposed on the Contractor or any person acting on the Contractor’s behalf in connection with this Agreement and agrees to
indemnify and hold harmless the Company from and against any tax claims, summonses, levies, attachments, liens or other legal or equitable process,
including but not limited to attorney’s fees in connection therewith, relating to or arising out of the Contractor’s status as an independent contractor to the
Company hereunder.

3. Services to be Provided.

(a) Services. The Contractor shall perform services for the Company as set forth in Exhibit A hereto, as such exhibit may be amended from time to time
by agreement of both Parties in writing. The Contractor shall adhere to established professional standards, and will perform all services required under this
Agreement in a manner consistent with generally accepted business practices.

While it is the intent of this Agreement that the mutual convenience of the Parties hereto be served, it is understood between the Parties that during the
Term the Contractor shall act in the capacity of an independent contractor and shall not be subject to the direction, control or supervision of the Company with
respect to the time spent or procedures followed in the performance of his services hereunder. The Contractor will determine the method, details, and means of
performing the above-described services. The Company understands and hereby warrants that it retains no right to control the Contractor, the Contractor’s
agents, employees, or assistants in the performance of the above-described services.



(b) No Authority. The Contractor shall not have any authority to accept, reject, modify or otherwise bind the Company or any subsidiary or affiliate of
the Company in any manner whatsoever, including without limitation to accept, reject, modify any contract, agreement or understanding or represent to any
third party that the Contractor has the authority to do any of the foregoing. The Contractor shall not be restricted from providing services to other parties,
including insurance brokers, reinsurance brokers, insurance companies or reinsurance companies, but only to the extent such services are not in conflict with
any services provided to the Company pursuant to this Agreement. The Contractor shall adhere to established professional standards, and will perform all
services required under this agreement in a manner consistent with generally accepted business practices.

(c) Personal Performance . It is specifically understood and agreed that Steven W. Carlsen shall personally perform all services to be undertaken by the
Contractor under this Agreement and that such services shall not be delegable or assignable to others employed by Contractor, or to third-parties, without the
express written consent of the Company.

4. Fee.

(a) Contractor Fee. The Contractor shall be paid in full for all services provided to the Company hereunder a negotiated and agreed-upon contractor rate
per day or engagement as set forth on Exhibit A hereto and a proportionate amount for each portion of a day, if applicable. The Contractor shall not be paid
any additional amounts for overtime or for travel time. The Contractor shall keep accurate records of time spent in connection with providing the services
herein, including descriptions of the particular service undertaken and the Company personnel for whom such service was undertaken, which shall be made
available to the Company upon request. The Contractor shall submit invoices to the Company on a bi-monthly basis or as otherwise agreed to by the Parties.
Upon receipt of an appropriate invoice from the Contractor, payment shall be made by the Company to the Contractor pursuant to the Company’s Accounts
Payable standard procedures. The Contractor acknowledges that the rate set forth above is a gross rate, and that the Company shall not be responsible for the
deduction or withholding of applicable taxes, social security and other customary deductions.

(b) Equipment & Expenses . Except as set forth in Subsection (c) below, the Contractor will not be reimbursed by the Company for any day-to-day
business expenses incurred in the rendition of services to or related to the Company. The Company shall have no obligation to make any payment or to provide
any assistance to the Contractor with respect to the Contractor’s operation of his business including, but not limited to, sales, supplies, materials, immigration
matters and means of transportation required for rendering services under this Agreement. When present at the Company’s offices, the Contractor may use the
offices and facilities only to the extent available and not otherwise in use.
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(c) Travel Expenses. To the extent the Contractor is required to travel outside of the New York City metropolitan area on Company business, the
Contractor shall be entitled to reimbursement for all actual and reasonable travel expenses, including but not limited to airline fare approved in advance of
travel (coach or economy class only), car mileage costs at the then-current rate published by the Internal Revenue Service, meals, standard business class hotel
accommodations, automobile rental costs, and telephone usage charges properly incurred and approved in connection with the performance of the Contractor's
services pursuant to this Agreement. The Contractor shall submit expenses for review and approval to Joan deLemps, Chief Underwriting Officer of the
Company. Any type of travel expense to be incurred by the Contractor, but not explicitly described in this Subsection 4(c), must be approved in advance by
Joan deLemps prior to billing the Company.

(d) No Benefits. The Contractor hereby agrees that the Contractor shall not be eligible either to participate in any employee benefit plans maintained by
the Company (or any of its affiliates) or to receive any fringe benefits during the term. The Contractor agrees to provide for his own medical, dental, and
vision expenses, including payment of any health insurance premiums, and agrees to hold harmless and indemnify the Company for any and all claims
arising out of any injury or disability. The Contractor shall be solely responsible for providing workers’ compensation insurance for the Contractor, the
Contractor’s agents, employees or assistants, and agrees to hold harmless and indemnify the Company for any and all claims for unemployment and/or
workers’ compensation benefits and for any and all claims arising out of any injury, disability or death of the Contractor or any of the Contractor’s agents,
employees or assistants.

5. Termination. The Term, this Agreement and the engagement of the Contractor by the Company may be terminated:
 

 
(i) By the Company at its option at any time, for any reason, by delivery of written notice of termination to the Contractor in accordance with

the notice provisions of Section 7.
 

 
(ii) By the Contractor, at its option, for any reason, upon two weeks advance written notice of termination by Contractor delivered to the

Company in accordance with the notice provisions of Section 7.
 

 (iii) Immediately and automatically upon the death or disability of Steven W. Carlsen.
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Upon termination of the Term, this Agreement and the engagement of the Contractor by the Company as provided herein, the Company shall be responsible
only to pay to the Contractor the Fee through the date of such termination, and shall have no further financial or other obligation to the Contractor hereunder.

6. Covenants of The Contractor

(a) Confidentiality. The Contractor acknowledges that the Contractor may become privy to confidential, non-public information of the Company, its
clients, consultants, employees, contractors, parents, subsidiaries, affiliates, successors and assigns (which, for purposes of this paragraph, collectively
comprise the “Company”) and that any unauthorized use or communication of such Confidential Information to or for the benefit of third parties could
damage the Company’s business. The Contractor shall hold strictly confidential, secret and inviolate all such Confidential Information and shall not disclose
or cause or permit to be disclosed any Confidential Information to any person, party or entity other than individuals specifically designated by the Company,
or to any employee of the Company not having reasonable Company business needs for access to such information. “Confidential Information” means all
information concerning the Company (including but not limited to any information concerning any Company clients or other proprietary information or trade
secret of the Company), other than information generally available to the public, except for information that becomes public through the Contractor’s breach of
this Agreement, specifically including without limitation, information or documents in whatever form maintained that relates in any way to research,
development, implementation or marketing of any Company plan, product or service; business or marketing plans or strategy; claims information; trade
secrets; innovation; marketing strategies; pending projects and proposals; intellectual property; computer processes, computer programs; technological or
other operating data; pricing information or policies, compensation; vendors; product development, service development, financial or tax information;
organizational and cost structures; the Company’s past, present, or potential clients or agents; the Company’s client information or lists; any confidential
personnel information relating to the Company’s employees, agents or contractors; and any other Company information or document that is marked as,
maintained as, or is reasonably understood to be privileged, confidential or proprietary to the Company. Confidential Information also shall include any
information or documents created by Contractor in connection with the services provided by the Company under this Agreement or for the Company’s benefit.

(b) Ownership/Return of Confidential Information and Documents . Contractor acknowledges and agrees that all materials, records and documents,
and any copies thereof, prepared by Contractor or coming into Contractor’s possession during Contractor’s engagement by the Company and concerning the
business of the Company, its clients, consultants, employees, contractors, parents, subsidiaries, affiliates, successors and assigns are and shall be the
Company’s sole property and shall be returned to the Company upon termination of the Term. The Contractor agrees that all Company materials, records and
documents and all copies thereof (including without limitation, its Confidential Information), prepared by the Contractor or within the Contractor’s possession
during the Term and Contractor’s engagement by the Company and concerning the business of the Company, its clients, consultants, employees, contractors,
parents, subsidiaries, affiliates, successors and assigns are and shall be the Company’s sole property and shall be promptly returned to the Company upon
termination of the Term, this Agreement and the Contractor’s engagement by the Company.
 

4



(c) Competition; Conflict of Interest. During the Term, the Contractor may enter the employ of, consult with or render services to or for, other persons
or entities provided that such employment, consulting arrangement or services to such persons or entities do not violate this Agreement or create any conflict of
interest concerning the Contractor’s engagement with the Company. The Contractor shall not work on the same business for any insurance broker, reinsurance
broker, insurance company or reinsurance company who is a competitor of the Company or any affiliate of the Company during the Term without the prior
written consent of the Company. However, the Contractor is not restricted from providing services to other parties to the extent such services are not in conflict
with any provision of this Agreement. The foregoing is not intended to prevent the Contractor from seeking out and accepting opportunities where performance
would commence after the cessation of the Term.

(d) Proprietary Rights. The Contractor acknowledges and agrees that all work product, including without limitation, works of authorship, design,
copyright or other intellectual property created, invented, designed, developed, contributed to or improved by the Contractor, either alone or with third parties,
or at the direction of the Contractor, at any time during the Term or while engaged by the Company and within the scope of this Agreement, (“Company
Works”), shall be and remain the property of, and be exclusively owned by the Company without further act of the Contractor or the Company. The
Contractor shall promptly and fully disclose all Company Works to the Company, and hereby irrevocably relinquishes for the benefit of the Company and its
assigns any rights the Contractor may have to the Company Works, and hereby irrevocably assigns, transfers and conveys, to the maximum extent permitted
by applicable law, all rights and intellectual property rights therein (including rights under patent, industrial property, copyright, trademark, trade secret,
unfair competition and related laws) to the Company to the extent ownership of any such rights does not vest originally in the Company, without further
consideration. All such Company Works shall be deemed “works made for hire” pursuant to the Copyright Act of 1976 (U.S.C. Title 17) sections 101 and
201, and all similar laws of jurisdiction, with the Company being deemed the sole author and owner of the results and proceeds of the Contractor’s engagement
with the Company for all purposes, with all right, title and interest into the results and proceeds of such engagement and the right to use and/or exploit the
results and proceeds of such engagement an unlimited number of times, in perpetuity, throughout the universe, in any and all media, whether now known or
hereafter devised, for any purpose without restriction, and without further required permission, approval or payment. The Contractor hereby relinquishes all
rights and/or licenses to use the Company Works in any capacity other than in connection with the Contractor’s engagement by the Company herein to the
extent any such rights or licenses originally vested in the Contractor, and shall take all requested actions by the Company and execute all requested
documents, without further remuneration, to assist the Company in validating, maintaining, protecting, enforcing, perfecting, recording, patenting or
registering any of the Company’s rights in the Company Works. The Contractor represents and warrants that the Contractor had rightful ownership of all
right, title and interest in the Company Works herein transferred to the Company and that no Company Works infringe the intellectual property rights,
contractual rights, or any other right of any third party.
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(e) Remedies; Survival. Contractor recognizes and affirms that in the event of Contractor’s breach of any of the provisions of this Section 6, money
damages would be inadequate and there would be no adequate remedy at law. Accordingly, the Parties hereto recognize that any breach or threatened breach of
this Section 6 by Contractor will damage the Company irreparably, the specific amount of which will be impossible to ascertain. The Parties hereto
acknowledge that in the event of any such breach, the Company shall, in addition to such other relief as might be appropriate, be entitled to the following relief
against Contractor from a court or arbitrator of competent jurisdiction without proof of irreparable harm and without waiving any other right or remedy
available to it: (i) injunctive relief (including a temporary restraining order) enjoining any such breach; (ii) specific performance of Contractor’s obligations
hereunder; and (iii) the costs incurred by the Company in obtaining such relief, including reasonable attorney’s fees. All of the provisions of this Section 6
shall survive the termination or expiration of the Term. If any of the provisions contained in this Section 6 shall be deemed unenforceable by a court or
arbitrator of competent jurisdiction, said court or arbitrator shall be permitted to modify such provision to the maximum extent possible to render such
provision enforceable.

7. Notice. For the purposes of this Agreement, notices, demands and all other communications shall be in writing and shall be deemed to have been duly
given when delivered to the recipient at one of the following addresses:

If to the Contractor:

Shadowbrook Advising Inc.
12 Oak Bluff Ave.
Larchmont, NY 10538
Attention: Steven W. Carlsen

If to the Company:

333 Westchester Avenue, West Building
White Plains, New York 10604
Attention: Secretary

or to such other address as any party may have furnished to the other in writing.

8. Arbitration. Except as otherwise set forth in Section 6 herein with respect to the Company’s remedy for any breach of Section 6, all controversies,
claims, or disputes arising out of or related to this Agreement, shall be settled by arbitration in the State of New York, as the sole and exclusive remedy of
either party, and judgment upon such award rendered by the arbitrator(s) may be entered in any court of competent jurisdiction. In the event that a court of
competent jurisdiction determines that arbitration is not appropriate for the adjudication of any claim, the Contractor hereby waives its rights to a jury trial.
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One arbitrator shall be chosen by the Contractor, the other by the Company, and an umpire shall be chosen by the two arbitrators, all of whom shall be
active or former legal professionals. In the event that either party shall fail to choose an arbitrator within 30 days following a written request by the other party
to do so, the requesting party may choose two arbitrators who shall in turn choose an umpire. If the two arbitrators fail to agree on the selection of an umpire
within 30 days following their appointment, each arbitrator shall name three nominees, of whom the other shall decline two, and the decision shall be made by
drawing lots.

Each party shall bear the expense of its own arbitrator, and shall jointly and equally bear with the other the expense of the umpire. Except as expressly
set forth herein, the Parties hereto agree that any arbitration undertaken shall be governed by the Commercial Arbitration Rules of the American Arbitration
Association.

9. Successors and Assigns . Without the prior written consent of the Company, the Contractor may not assign its rights or obligations under this
Agreement. The Company may assign its rights and obligations under this Agreement at any time.

10. Miscellaneous. No provision of this Agreement may be modified, waived or discharged unless such waiver, modification or discharge is agreed to in
writing signed by both Parties. No waiver by either Party at any time of any breach by the other Party hereto of, or compliance with, any condition or
provision of this Agreement to be performed by such other Party (whether express or implied), or breach or default thereof, shall be deemed a continuing waiver
of similar or dissimilar provisions or conditions at the same or at any prior or subsequent time. The headings and other captions in this Agreement are for
convenience and reference only and shall not be used in interpreting, construing or enforcing any of the provisions of this Agreement. The validity,
interpretation, construction and performance of this Agreement shall be governed and enforced in all respects by the laws of the State of New York without
regard to its conflicts of law principles, except Section 5-1401 of the New York General Obligations Law. Unless the context clearly indicates otherwise, where
appropriate the singular shall include the plural and the masculine shall include the feminine or neuter, and vice versa, to the extent necessary to give the terms
defined herein and/or the terms otherwise used in this Agreement the proper meanings.

11. Severability. If any provision (or any portion thereof) of this Agreement or the application thereof to any circumstance shall, for any reason and to
any extent, be held to be void, invalid or unenforceable, the remaining provisions of this Agreement (and the remaining portions of any provision held void,
invalid or unenforceable) shall not be affected thereby (and the application of such provision to other circumstances shall not be affected thereby), but rather
shall continue in full force and effect and be enforced to the greatest extent permitted by law.
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12. Entire Agreement . This Agreement sets forth the entire agreement of the Parties hereto in respect of the subject matter contained herein and supersedes
all prior agreements, promises, covenants, arrangements, communications, representations or warranties, whether oral or written, express or implied, by any
affiliate, officer, employee or representative of any Party hereto.

13. Counterparts. This Agreement may be executed in one or more counterparts, each of which shall be deemed to be an original but all of which together
will constitute one and the same instrument.

[SIGNATURES APPEAR ON FOLLOWING PAGE]
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IN WITNESS WHEREOF, the Parties hereto have executed this Agreement as of the date and year first written above.
 

ENDURANCE SERVICES LIMITED

By:  /s/ Daniel S. Lurie
Name:  Daniel S. Lurie
Title:  Executive Vice President

 
SHADOWBROOK ADVISING INC.

By:  /s/ Steven W. Carlsen
Name:  Steven W. Carlsen
Title:  President
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EXHIBIT A

SCOPE OF WORK

The Consultant shall perform such tasks as may be assigned to the Consultant from time to time by the Board of Directors, Chief Executive Officer or Chief
Underwriting Officer of Endurance Specialty Holdings Ltd., including but not limited to:
 

 •  review of underwriting strategies and decisions;
 

 •  review of departmental business and strategic plans;
 

 •  evaluation of target underwriting ratios;
 

 •  review of corporate risk positions;
 

 •  review of internal underwriting audits;
 

 •  analysis and due diligence of potential acquisitions and insurance-related investments;
 

 •  review of material for Underwriting Committee and Board of Director meetings; and
 

 •  other ad hoc projects and assignments.

FEE

The Consultant shall be paid on a daily basis for work performed at a rate of $4,000 per day, which daily fee shall be prorated for partial days of work. The
fees paid to the Consultant under this Agreement shall not exceed $120,000 in any 12 month period.
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Exhibit 10.20

EMPLOYMENT AGREEMENT

This Employment Agreement (this “Agreement”), is dated as of February 27, 2013 and is entered into between Endurance Specialty Holdings Ltd. (the
“Company”), and John Kuhn (the “Executive”).

WHEREAS, the Company desires to enter into this Agreement in order to embody the terms of the Executive’s employment with the Company and
the Executive desires to enter into this Agreement and to accept such employment, subject to the terms and provisions of this Agreement.

NOW, THEREFORE, in consideration of the premises and the mutual agreements contained herein, the Company and the Executive hereby agree as
follows:

ARTICLE I.

Definitions

1.1 “Board” shall mean the Board of Directors of the Company.

1.2 “Business” shall mean the brokerage, underwriting, advising or consulting of or with respect to any line of property or casualty insurance or
reinsurance underwritten by the Company or any of its subsidiaries or affiliates as an insurer or reinsurer during the Term.

1.3 “Cause” shall mean:

(a) any intentional act of fraud, embezzlement or theft by the Executive in connection with his duties hereunder or in the course of his employment
hereunder or the Executive’s admission or conviction of, or plea of nolo contendere to either, (i) a felony or (ii) a misdemeanor involving moral turpitude,
fraud, embezzlement, theft or misrepresentation;

(b) any gross negligence or willful misconduct of the Executive resulting in a loss to the Company or any of its subsidiaries or affiliates;

(c) any breach by the Executive of any one or more of the covenants contained in Section 5.2, 5.3, 5.4 or 5.5 hereof, provided the Executive has
received 15 calendar days’ prior written notice of such breach in accordance with Section 7.3 of this Agreement; or

(d) any violation of any statutory or common law duty of loyalty to the Company or any of its subsidiaries or affiliates.



1.4 “Change in Control” shall mean:

(a) the acquisition by any individual, entity or group (a “Person”), including any “person” within the meaning of Section 13(d)(3) or 14(d)(2) of
the Securities Exchange Act of 1934, as amended (the “Exchange Act”), of beneficial ownership within the meaning of Rule 13d-3 promulgated under the
Exchange Act, of 50% or more of either (i) the then outstanding ordinary shares, par value $1.00 per share, of the Company (the “Outstanding Ordinary
Shares”) or (ii) the combined voting power of the then outstanding securities of the Company entitled to vote generally in the election of directors
pursuant to the Bye-Laws of the Company (the “Outstanding Voting Securities”); excluding,  however, the following: (A) any acquisition directly from
the Company (excluding any acquisition resulting from the exercise of an exercise, conversion or exchange privilege unless the security being so
exercised, converted or exchanged was acquired directly from the Company), (B) any acquisition by the Company, (C) any acquisition by an employee
benefit plan (or related trust) sponsored or maintained by the Company or any corporation controlled by the Company or (D) any acquisition by any
corporation pursuant to a transaction which complies with clauses (i), (ii) and (iii) of subsection (c) of this definition of Change in Control; provided,
further, that for purposes of clause (B), if any Person (other than the Company or any employee benefit plan (or related trust) sponsored or maintained
by the Company or any corporation controlled by the Company) shall become the beneficial owner of 50% or more of the Outstanding Ordinary Shares
or 50% or more of the Outstanding Voting Securities by reason of an acquisition by the Company, and such Person shall, after such acquisition by the
Company, become the beneficial owner of any additional Outstanding Ordinary Shares or any additional Outstanding Voting Securities and such
beneficial ownership is publicly announced, such additional beneficial ownership shall constitute a Change in Control;

(b) individuals who, as of the date hereof, constitute the Board (the “Incumbent Board”) cease for any reason to constitute at least a majority of
such Board within a 24 month period; provided, that any individual who becomes a director of the Company subsequent to the date hereof whose
election, or nomination for election by the Company’s shareholders, was approved by the vote of at least a majority of the directors then comprising the
Incumbent Board shall be deemed a member of the Incumbent Board; and provided,  further, that any individual who was initially elected as a director
of the Company as a result of an actual or threatened solicitation by a Person other than the Board for the purpose of opposing a solicitation by any other
Person with respect to the election or removal of directors, or any other actual or threatened solicitation of proxies or consents by or on behalf of any
Person other than the Board shall not be deemed a member of the Incumbent Board;

(c) the consummation of a reorganization, amalgamation, merger or consolidation or sale or other disposition of all or substantially all of the assets
of the Company (a “Corporate Transaction”); excluding,  however, a Corporate Transaction pursuant to which (i) all or substantially all of the
individuals or entities who are the beneficial owners, respectively, of the Outstanding Ordinary Shares and the Outstanding Voting Securities
immediately prior to such Corporate Transaction will beneficially own, directly or indirectly, more than 55% of, respectively, the outstanding shares of
common stock, and the combined voting power of the outstanding securities entitled to vote generally in the election of directors, as the case may be, of
the corporation resulting from such Corporate Transaction (including, without limitation, a corporation which as a result of such transaction owns the
Company or all or substantially all of the Company’s assets either directly or indirectly) in substantially the same proportions relative to each other as
their ownership, immediately prior to such Corporate Transaction, of the Outstanding Ordinary Shares and the Outstanding Voting Securities, as the
case may be, (ii) no Person (other than: the Company; any employee benefit plan (or related trust) sponsored or maintained by the Company or any
corporation controlled by the Company; the corporation resulting from such Corporate Transaction; and any Person which beneficially owned,
immediately prior to such Corporate Transaction, directly or indirectly, 50% or more of the Outstanding Ordinary Shares or the Outstanding Voting
Securities, as the case may be) will beneficially own, directly or indirectly, 50% or more of, respectively, the outstanding shares of common stock of the
corporation resulting from such Corporate Transaction or the combined voting power of the outstanding securities of such corporation entitled to vote
generally in the election of directors and (iii) individuals who were members of the Incumbent Board will constitute at least a majority of the members of
the board of directors of the corporation resulting from such Corporate Transaction; or
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(d) the consummation of a plan of complete liquidation or dissolution of the Company.

1.5 “Change in Control Period” shall mean the period commencing three months prior to the date of a Change in Control and ending on the first annual
anniversary of the date of a Change in Control.

1.6 “Code” means the Internal Revenue Code of 1986, as amended.

1.7 “Confidential Information” shall mean any confidential or proprietary information, trade secrets, customer lists, drawings, designs, information
regarding product development, marketing plans, sales plans, manufacturing plans, management organization information, operating policies or manuals,
business plans, financial records, packaging design or other financial, commercial, business or technical information relating to the Company or any of its
divisions, subsidiaries or affiliates, or that the Company or any of its divisions, subsidiaries or affiliates may have received belonging to suppliers,
customers or others who do business with the Company or any of its divisions, subsidiaries or affiliates.

1.8 “Date of Separation from Service” shall mean the following:

(a) if the Executive’s employment is terminated for Cause, the date specified in the Notice of Separation from Service;

(b) if the Executive’s employment is terminated by the Executive’s death, the date of the Executive’s death;

(c) if the Executive’s employment is terminated for Disability, 15 calendar days after the Notice of Separation from Service is given (provided that
the Executive shall not have returned to the full-time performance of the Executive’s duties during such 15 calendar day period);

(d) if the Executive’s employment is terminated by the Executive with Good Reason, 30 calendar days after the Notice of Separation from Service
is given (provided that the Company shall not have cured the event giving rise to the Executive’s right to separation from service for Good Reason during
such 30 calendar day period);
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(e) if the Executive’s employment is terminated by the Company by delivery of a notice of non-renewal of this Agreement pursuant to Section 3.1
with respect to a Renewal Date occurring within a Change in Control Period, such Renewal Date; and

(f) if the Executive’s employment is terminated by the Executive or the Company for any other reason, the date specified in the Notice of
Separation from Service (which, in the case of a separation from service by the Executive, shall not be less than 14 calendar days nor more than 30
calendar days from the date such Notice of Separation from Service is given).

1.9 “Disability” shall mean any condition which (i) prevents the Executive from substantially performing his duties under this Agreement for a period
of at least 120 consecutive days, or 180 non-consecutive days within any 365-day period, and (ii) causes the Executive to become eligible for the Company’s
long-term disability plan.

1.10 “Good Reason” shall mean:

(a) a material diminution in (i) the Executive’s Base Salary, (ii) the Executive’s authority, duties or responsibilities, (iii) the authority, duties or
responsibilities of the Executive’s Direct Supervisor or (iv) the budget over which the Executive retains authority;

(b) a material change in the geographic location at which the Executive must perform his services on behalf of the Company; or

(c) any other action or inaction that constitutes a material breach by the Company of this Agreement.

1.11 “Maximum Annual Incentive Compensation Percentage ” shall mean the percentage set forth as the Maximum Annual Incentive Compensation
Percentage in Exhibit A, subject to adjustment from time to time by the Board; provided that any such adjustment shall not cause the sum of the Maximum
Annual Incentive Compensation Percentage plus the Maximum Long-Term Compensation Percentage to be lower than the sum of the Maximum Annual
Incentive Compensation Percentage plus the Maximum Long-Term Compensation Percentage set forth in Exhibit A.

1.12 “Maximum Long-Term Incentive Compensation Percentage” shall mean the percentage set forth as the Maximum Long-Term Incentive
Compensation Percentage in Exhibit A, subject to adjustment from time to time by the Board; provided that any such adjustment shall not cause the sum of
the Maximum Annual Incentive Compensation Percentage plus the Maximum Long-Term Compensation Percentage to be lower than the sum of the Maximum
Annual Incentive Compensation Percentage plus the Maximum Long-Term Compensation Percentage set forth in Exhibit A.
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1.13 “Non-Competition Period” shall mean (a) in the event of a Separation from Service by the Company for Cause, for Disability or without Cause or
by the Executive for Good Reason, the period from the Date of Separation from Service to the one year anniversary of the Date of Separation from Service,
(b) in the event of a Separation from Service by the Company for Disability, the period from the Date of Separation from Service to the six month anniversary
of the Date of Separation from Service or (c) in the event of a Separation from Service by the Executive without Good Reason, (i) if the Company elects to
extend the Non-Competition Period (and to deliver the payments and benefits to the Executive specified in Section 6.4(b)), the period from the Date of
Separation from Service to the one year anniversary of the Date of Separation from Service or (ii) in the event the Company does not elect to extent the Non-
Competition Period, the period from the Date of Separation from Service to the one month anniversary of the Date of Separation from Service.

1.14 “Notice of Separation from Service” shall mean a notice that shall indicate the specific separation from service provision in this Agreement relied
upon and shall set forth in reasonable detail the facts and circumstances claimed to provide a basis for severance of the Executive’s service with the Company
under the provision so indicated.

1.15 “Target Annual Incentive Compensation Percentage” shall mean the percentage set forth as the Target Annual Incentive Compensation Percentage in
Exhibit A, subject to adjustment from time to time by the Board; provided that any such adjustment shall not cause the sum of the Target Annual Incentive
Compensation Percentage plus the Target Long-Term Compensation Percentage to be lower than the sum of the Target Annual Incentive Compensation
Percentage plus the Target Long-Term Compensation Percentage set forth in Exhibit A.

1.16 “Target Long-Term Incentive Compensation Percentage” shall mean the percentage set forth as the Target Long-Term Incentive Compensation
Percentage in Exhibit A, subject to adjustment from time to time by the Board; provided that any such adjustment shall not cause the sum of the Target
Annual Incentive Compensation Percentage plus the Target Long-Term Compensation Percentage to be lower than the sum of the Target Annual Incentive
Compensation Percentage plus the Target Long-Term Compensation Percentage set forth in Exhibit A.

1.17 “Term” shall mean the term of employment of the Executive with the Company, which shall commence as of the date first written above and
continue until the earlier of (a) the second anniversary of the date first written above or (b) the Executive’s Date of Separation from Service, and shall be
subject to successive one year renewals in accordance with Section 3.1.

1.18 “Threshold Annual Incentive Compensation Percentage ” shall mean the percentage set forth as the Threshold Annual Incentive Compensation
Percentage in Exhibit A, subject to adjustment from time to time by the Board.

1.19 “Threshold Long-Term Incentive Compensation Percentage” shall mean the percentage set forth as the Threshold Long-Term Incentive
Compensation Percentage in Exhibit A, subject to adjustment from time to time by the Board.
 

-5-



ARTICLE II.

Employment, Duties and Responsibilities

2.1 Employment. During the Term, the Company agrees to employ the Executive and the Executive hereby agrees to be employed as Chief Executive
Officer, Global Insurance, of the Company upon the terms and subject to the conditions contained in this Agreement.

2.2 Duties and Responsibilities . The Executive shall report directly to the Chief Executive Officer of the Company (the “Direct Supervisor”) and shall
have such duties and responsibilities during the Term as specified by the Direct Supervisor. These duties and responsibilities may be modified from time to
time in a manner consistent with the Executive’s position. The Executive agrees to serve as a director and/or officer of any subsidiary of the Company at a level
commensurate with his position as may be reasonably requested by the Board or the Executive’s Direct Supervisor.

2.3 Base of Operation. The Executive’s principal base of operation for the performance of his duties and responsibilities under this Agreement shall be
the offices of the Company in Pembroke, Bermuda; provided,  however, that the Executive shall perform such duties and responsibilities outside of Pembroke,
Bermuda as shall from time to time be reasonably necessary to fulfill his obligations hereunder. The Company and the Executive may at any time during the
Term mutually agree to change the principal base of operation for the performance of the Executive’s duties and responsibilities. The Executive’s performance
of any duties and responsibilities shall be conducted in a manner consistent with any tax operating guidelines promulgated from time to time by the Board.

ARTICLE III.

Term

3.1 Term. The employment of the Executive under this Agreement shall be for the Term. Following the initial two year Term, the Term shall be extended
for successive one-year periods as of each annual anniversary date of the date first written above (each, a “Renewal Date”) unless, with respect to any such
Renewal Date, either party hereto gives the other party at least 90 days prior written notice of its election not to so extend the Term.

ARTICLE IV.

Compensation and Expenses

4.1 Salary, Bonuses, Incentive Awards and Benefits. As compensation and consideration for the performance by the Executive of his obligations under
this Agreement, the Executive shall be entitled, during the Term, to the following:

(a) Base Salary. During the Term, the Company shall pay to the Executive a base salary as set forth in Exhibit A, subject to increase from time to
time as determined by the Board, upon recommendation of the Direct Supervisor (“Base Salary”). The Executive’s Base Salary shall be payable in
accordance with the Company’s normal payroll procedures and shall not during the Term be reduced below the annual rate payable to the Executive on
the date of this Agreement.
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(b) Annual Incentive Compensation . The Executive shall be eligible each calendar year for incentive compensation payable in cash (“Annual
Incentive Compensation”), the amount of which shall be between the Threshold Annual Incentive Compensation Percentage and the Maximum Annual
Incentive Compensation Percentage of the Executive’s Base Salary as of the immediately preceding December 31  and shall be determined by the Board,
upon the recommendation of the Direct Supervisor. The Annual Incentive Compensation shall be based upon the performance of the Company, the
Executive’s business unit and the Executive, determined in accordance with performance criteria established by the Board and the Direct Supervisor at
the commencement of each calendar year. The Annual Incentive Compensation shall be paid to the Executive at the same time as annual incentive
compensation is paid to other employees of the Company in accordance with the Company’s normal payroll procedures and shall be conditioned upon
the Executive’s continued employment with the Company through and including the scheduled date of payment of annual incentive compensation by the
Company to its employees generally. The Executive’s minimum Annual Incentive Compensation for the 2012 performance year shall be as set forth in
Exhibit A.

(c) Long-Term Incentive Awards. The Executive shall also be eligible each calendar year during the Term for incentive compensation in the form of
equity and cash long-term incentive awards (the “Long-Term Incentive Awards”), the amount of which shall be between the Threshold Long Term
Incentive Compensation Percentage and the Maximum Long-Term Incentive Compensation Percentage of the Executive’s Base Salary as of the
immediately preceding December 31  and shall be determined by the Board, upon the recommendation of the Direct Supervisor. The Long-Term
Incentive Awards shall be based upon the performance of the Company, the Executive’s business unit and the Executive, determined in accordance with
performance criteria established by the Board and the Direct Supervisor at the commencement of each calendar year. The Long-Term Incentive Awards
shall be delivered to the Executive at the same time as long-term incentive awards are delivered to other employees of the Company in accordance with the
Company’s normal procedures and shall be conditioned upon the Executive’s continued employment with the Company through and including the
scheduled date of delivery of long-term incentive awards by the Company to its employees generally. The Long-Term Incentive Awards shall be in a form
determined by the Board, consistent with long-term incentive awards to employees of the Company generally and, to the extent applicable, shall be
issued in accordance with the terms of the equity incentive plans of the Company, as amended through the date hereof and hereafter from time to time
(the “Plans”). The Executive shall enter into separate award agreements with respect to such Long-Term Incentive Awards and his rights with respect to
such Long-Term Incentive Awards shall be governed by the Plans and such award agreements. The Executive’s minimum Long-Term Incentive
Compensation for the 2012 performance year shall be as set forth in Exhibit A.
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(d) Grant of Restricted Shares . On the first day of your employment with the Company, the Company granted to the Executive restricted ordinary
shares of the Company in an amount equal to the dollar value set forth in Exhibit A, divided by the per share closing price on the New York Stock
Exchange for the Company’s ordinary shares on the first day of your employment with the Company, rounded to the nearest whole restricted ordinary
share. The vesting schedule for such restricted ordinary shares shall be as set forth in Exhibit A and the other terms and conditions for such restricted
ordinary shares shall be in accordance with the Plans and the terms of agreements governing restricted shares customarily granted to employees of the
Company.

(e) Bermuda Housing Expense Reimbursement . The Company shall reimburse the Executive for expenses relating to the rental and maintenance of
the Executive’s residence in Bermuda which are properly and reasonably incurred by the Executive during the Term and are reimbursable under the
Company’s housing expense reimbursement policy, as amended from time to time. Prior to such payment the Executive shall provide to the Company
any written substantiation for such expenses requested by the Company. The maximum amount of rental and maintenance expenses the Company shall
reimburse the Executive pursuant to this Section 4.1(e) shall be $120,000 per 12 month period, which maximum amount shall be (i) subject to
adjustment from time to time by the agreement of the Company and the Executive and (ii) prorated if the Executive’s employment with the Company
terminates prior to the scheduled expiration of the Term.

(f) New York Housing Expense Reimbursement. The Company shall reimburse the Executive for expenses relating to the rental and maintenance
of the Executive’s secondary residence in New York, New York which are properly and reasonably incurred by the Executive during the Term. Prior to
such payment the Executive shall provide to the Company any written substantiation for such expenses requested by the Company. The maximum
amount of rental and maintenance expenses the Company shall reimburse the Executive pursuant to this Section 4.1(f) shall be the lesser of (i) $60,000
or (ii) the unused amount of Bermuda housing expense reimbursement under Section 4.1(e), in each case per 12 month period, which maximum amount
shall be (x) subject to adjustment from time to time by the agreement of the Company and the Executive and (y) prorated if the Executive’s employment
with the Company terminates prior to the scheduled expiration of the Term.

(g) Travel Reimbursement. The Company shall reimburse the Executive for travel expenses relating to the Executive’s commutation to and from
Bermuda which are properly and reasonably incurred by the Executive during the Term and are reimbursable under the Company’s commutation
expense reimbursement policy, as amended from time to time. Prior to such payment the Executive shall provide to the Company any written
substantiation for such expenses requested by the Company.

(h) Tax Gross-Up. To the extent that the Executive incurs any United States federal or state ordinary income tax liability on account of the housing
expense reimbursement and travel expense reimbursement specified in Section 4.1(e), (f) and (g) hereof, the Company shall reimburse the Executive for
all such tax liability incurred and all United States federal and state ordinary income tax liability incurred as a result of the tax gross-up payments
specified pursuant to this Section 4.1(h).
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(i) Tax Preparation Expense Reimbursement. The Company shall reimburse the Executive for the reasonable cost of the preparation of the
Executive’s home country federal and state income tax returns by a tax preparation service provider elected by the Executive and approved by the
Company, for the 2012 calendar year and those succeeding calendar years falling entirely within the Term; provided that the maximum amount of tax
preparation expense reimbursable by the Company pursuant to this sentence shall be $3,600 per annum, subject to adjustment from time to time by the
agreement of the Company and the Executive. Prior to such payment the Executive shall provide to the Company any written substantiation for such
expenses requested by the Company.

(j) Benefits. The Executive shall be eligible to participate in such 401(k) savings plan, life insurance, health insurance, disability insurance and
major medical insurance benefits, and in such other employee benefit plans and programs for the benefit of the employees and officers of the Company
generally, as may be maintained from time to time during the Term, in each case to the extent and in the manner available to other employees of the
Company, subject to the terms and provisions of such plan or program.

(k) Vacation. The Executive shall be entitled to reasonable paid vacation periods, in accordance with Company policy, to be taken in the
Executive’s discretion, in a manner consistent with the Executive’s obligations to the Company under this Agreement, and subject, with respect to
timing, to the reasonable approval of the Executive’s Direct Supervisor.

(l) Indemnification/Liability Insurance . The Company shall indemnify the Executive as required by the Bye-laws of the Company, and the
Company may maintain customary insurance policies providing for indemnification of the Executive. In addition to the foregoing, the Executive and the
Company agree to enter into the Indemnification Agreement attached hereto as Exhibit B concurrent with the execution and delivery of this Agreement.

4.2 Expenses; Other Benefits . During the Term, the Company shall provide the Executive with the following expense reimbursements and perquisites:

(a) Business Expenses. The Company will reimburse the Executive for reasonable business-related expenses incurred by the Executive in
connection with the performance of the Executive’s duties hereunder during the Term, subject, however, to the Company’s policies relating to business-
related expenses as in effect from time to time.

(b) Other Benefits. The Company may also provide for or withdraw other benefits for the Executive as it determines from time to time during the
Term, consistent with practices governing similarly situated senior executives of the Company.

4.3 Tax Withholding. The Company shall be permitted to deduct from the amounts payable to the Executive pursuant to this Agreement the amount of
taxes that the Company is required to withhold pursuant to applicable laws, rules and regulations.
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ARTICLE V.

Exclusivity, Etc.

5.1 Exclusivity. During the Term, the Executive shall perform faithfully and loyally and to the best of the Executive’s abilities the duties assigned to the
Executive hereunder and shall devote the Executive’s full business time, attention and effort to the affairs of the Company and its subsidiaries and affiliates
and shall use the Executive’s reasonable best efforts to promote the interests of the Company and its subsidiaries and affiliates. Notwithstanding the foregoing,
the Executive may engage in charitable, civic or community activities, provided that such memberships and activities do not interfere with the Executive’s
duties hereunder or violate any of the Executives obligations under this Agreement.

5.2 Non-Competition; Non-Solicitation .
(a) General. The Executive acknowledges that in the course of the Executive’s employment with the Company the Executive will become familiar

with trade secrets and other confidential information concerning the Company and its divisions, subsidiaries and affiliates and that the Executive’s
services will be of special, unique and extraordinary value to the Company and its divisions, subsidiaries and affiliates.

(b) Non-Competition. The Executive agrees that during the Term and the Non-Competition Period, the Executive shall not in any manner, directly
or indirectly, through any person, firm or corporation, alone or as a member of a partnership or as an officer, director, stockholder, investor, broker,
advisor, employee of or consultant to any other corporation or enterprise or otherwise, engage or be engaged, or assist any other person, firm, corporation
or enterprise in engaging or being engaged, in the Business in any geographic area in which the Company or any of its divisions, subsidiaries or
affiliates is then conducting the Business.

(c) Non-Solicitation. The Executive further agrees that during the Term and the Non-Competition Period, the Executive shall not (i) in any manner,
directly or indirectly, induce or attempt to induce any employee of the Company or any of its divisions, subsidiaries or affiliates to terminate or abandon
his or her employment for any purpose whatsoever or (ii) in connection with the Business, call on, service, solicit or otherwise do business with any
customer of the Company or any of its divisions, subsidiaries or affiliates.

(d) Exceptions. Nothing in this Section 5.2 shall prohibit the Executive from being (i) a stockholder in a mutual fund or a diversified investment
company or (ii) an owner of not more than two percent of the outstanding stock of any class of a corporation, any securities of which are publicly
traded, so long as the Executive has no active participation in the business of such corporation.
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5.3 Confidential Information .
(a) General. The Executive agrees that the Executive will not, at any time during or after the Term, make use of or divulge to any other person,

firm or corporation any Confidential Information which he may have learned in connection with his employment hereunder.

(b) Exceptions. The Executive’s obligation under this Section 5.3 shall not apply to any information which (i) is disclosed or used during the
Term by the Executive as required or appropriate in connection with his duties as an officer of the Company or a subsidiary or affiliate thereof, (ii) is
disclosed as required by a court of law, by any governmental agency having supervisory authority over the business of the Company or any of its
divisions, subsidiaries or affiliates or by any administrative or legislative body, including a committee thereof) with apparent jurisdiction to order the
Executive to divulge, disclose or make accessible such information, (iii) is disclosed to the Executive’s spouse, attorney and/or his personal tax and
financial advisors as reasonably necessary or appropriate to advance the Executive’s tax, financial and other personal planning (iv) is known publicly;
(v) is in the public domain or hereafter enters the public domain without the fault of the Executive; (vi) is known to the Executive prior to his receipt of
such information from the Company or any of its divisions, subsidiaries or affiliates, as evidenced by written records of the Executive or (vii) is
hereafter disclosed to the Executive by a third party not under an obligation of confidence to the Company or any of its divisions, subsidiaries or
affiliates.

(c) Executive Obligations. The Executive agrees that he shall, immediately after he gains knowledge of any required disclosure of Confidential
Information pursuant to clause (ii) of subsection (b) above, give the Company written notice promptly upon obtaining knowledge of the required
disclosure of Confidential Information and, in any event, prior to such required disclosure of Confidential Information, and use commercially
reasonable efforts to cooperate with the Company (at the Company’s sole expense) in obtaining an adequate protective order for such Confidential
Information. The Executive further agrees to properly advise any recipient of Confidential Information pursuant to clause (iii) of subsection (b) above of
the obligations of the Executive hereunder, to obtain the agreement of such recipient to be bound by the terms of this Section 5.3 as if a signatory to this
Agreement and to be responsible for any breach by any such recipient of the terms of this Section 5.3. The Executive further agrees not to remove from
the premises of the Company, or as applicable, the premises of any of its divisions, subsidiaries or affiliates, except as an employee of the Company in
pursuit of the business of the Company, its divisions, subsidiaries or affiliates, or except as specifically permitted in writing by the Board, any
document or other object containing or reflecting any Confidential Information. On or before the Date of Separation from Service, the Executive shall
forthwith deliver to the Company all such Confidential Information, including without limitation all lists of customers, correspondence, accounts,
records and any other documents or property made or held by the Executive or under the Executive’s control in relation to the business or affairs of the
Company or its subsidiaries or affiliates, and no copy of any such Confidential Information shall be retained by the Executive.
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5.4 Inventions. The Executive hereby assigns to the Company the Executive’s entire right, title and interest in and to all discoveries and improvements,
patentable or otherwise, trade secrets, proprietary ideas, trademarks, trade names, Internet domain names, writings, and copyrightable works that are
conceived by the Executive or developed or acquired by the Executive during the Term in connection with the Executive’s employment by the Company, the
Executive’s duties to the Company and the business of the Company or any of its subsidiaries or affiliates (“Developments”); provided, that the foregoing
assignment shall not apply to writings and copyrightable works of a general nature about the Executive’s experience at the Company or about the insurance
industry that are created by the Executive outside of the Executive’s duties and outside of normal working hours, subject in all cases to Section 5.3. The
Executive agrees to disclose fully all such Developments to the Company upon its request, which disclosure shall be made in writing promptly following any
such request. The Executive shall, upon the Company’s request, execute, acknowledge and deliver to the Company all instruments and do all other acts which
are necessary or desirable to enable the Company or any of its subsidiaries to file and prosecute applications for, and to acquire, maintain and enforce, all
patents, trademarks and copyrights in all countries.

5.5 Non-Disparagement. Each party hereto acknowledges and agrees that such party will not defame or publicly criticize the services, business,
integrity, veracity or personal or professional reputation of the other party and, in the case of the Company, its officers, directors, partners, employees,
affiliates or agents thereof, in either a professional or personal manner, except that the foregoing shall not limit normal competitive activities; provided that, in
the case of the Executive, such competitive activities are in compliance with the Executive’s obligations under Section 5.2.

5.6 Remedies. The Executive acknowledges that the Company’s remedy at law for a breach by him of the provisions of this Article V will be
inadequate. Accordingly, in the event of a breach or threatened breach by the Executive of any provision of this Article V, the Company shall be entitled to
injunctive relief (without posting a bond or other security) in addition to any other remedy it may have. If any of the provisions of, or covenants continued in,
this Article V are hereafter construed to be invalid or unenforceable in any jurisdiction, the same shall not affect the remainder of the provisions or the
enforceability thereof in any jurisdiction, which shall be given full effect, without regard to the invalidity or unenforceability in such other jurisdiction. If, at
any time of enforcement of this Article V, a court or an arbitrator holds that the restrictions stated herein are unreasonable and/or unenforceable under
circumstances then existing, the parties hereto agree that the maximum period, scope or geographical area reasonable and/or enforceable under such
circumstances shall be substituted for the stated period, scope or area and that the court or arbitrator shall be allowed to revise the restrictions contained herein
to cover the maximum period, scope and area permitted by law provided, however, that the determination of such court or arbitrator shall not affect the
enforceability of this Article V in any other jurisdiction. This Agreement shall not authorize a court or arbitrator to increase or broaden any of the restrictions in
this Article V.

5.7 Blue Pencil. If, at any time, the provisions of this Article V shall be determined to be invalid or unenforceable under any applicable law, by reason
of being vague or unreasonable as to area, duration or scope of activity, this Article V shall be considered divisible and shall become and be immediately
amended to only such area, duration and scope of activity as shall be determined to be reasonable and enforceable by the court or other body having
jurisdiction over the matter. The Executive and the Company agree that this Article V as amended pursuant to the immediately preceding sentence, shall be
valid and binding as though any invalid or unenforceable provision had not been included therein.
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ARTICLE VI.

Separation from Service

6.1 Involuntary Separation from Service

(a) Separation from Service for Cause . The Company shall have the right to sever the Executive’s service with the Company at any time for Cause
by delivery of a Notice of Separation from Service.

(b) Death. In the event the Executive dies during the Term, the Executive’s service with the Company shall automatically be severed, such
separation from service to be effective on the date of the Executive’s death.

(c) Disability. In the event that the Executive suffers a Disability, the Company shall have the right to sever the Executive’s service with the
Company by delivery of a Notice of Separation from Service.

(d) Separation from Service without Cause . The Company may at any time sever the Executive’s service with the Company by delivery of a
Notice of Separation from Service for any reason other than Cause or the Executive’s death or Disability. In the event the Company elects not to renew
this Agreement pursuant to Section 3.1 hereof on a Renewal Date falling within a Change in Control Period, the Executive’s service with the Company
shall be deemed severed on such Renewal Date and the notice of non-renewal of this Agreement delivered by the Company to the Executive pursuant to
Section 3.1 shall constitute delivery of a Notice of Separation from Service without Cause.

6.2 Executive Separation from Service .
(a) Separation from Service without Good Reason . The Executive may terminate his employment at any time without Good Reason by delivery of a

Notice of Separation from Service to the Company. In the event the Executive elects to terminate his employment without Good Reason, the Company
shall have the option to extend the Non-Competition Period (and to deliver the payments and benefits to the Executive specified in Section 6.4(b)) by
delivery of written notice to the Executive thereof within 30 calendar days of receipt by the Company of the Notice of Separation from Service.

(b) Separation from Service with Good Reason . The Executive may terminate his employment for Good Reason by delivery of Notice of Separation
from Service to the Company within 30 calendar days of the Executive first becoming aware of the circumstances giving rise to the Executive’s right to
terminate his employment for Good Reason.

6.3 Notice of Separation from Service . Any purported separation of the Executive’s service with the Company (other than separation from service
pursuant to Section 6.1(b) or the second sentence of Section 6.1(d) hereof) shall be communicated by written Notice of Separation from Service to the other
party hereto delivered in accordance with Section 7.3 hereof.
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6.4 Effect of Separation from Service .
(a) Separation from Service by Company for Cause . In the event of any severance of the Executive’s service with the Company during the Term

by the Company for Cause, the Company shall pay to or provide the Executive with the following compensation and benefits:

(i) Any earned but unpaid Base Salary up to and including the Date of Separation from Service, payable in accordance with the Company’s
customary payroll procedures;

(ii) Any unreimbursed business expenses incurred by the Executive in the performance of his duties for the Company prior to the Date of
Separation from Service, upon receipt by the Company of documentation in such form as customarily required by the Company to report
business expenses, payable in accordance with the Company’s customary business expense reimbursement procedures;

(iii) The Executive’s Base Salary for any vacation days accrued and unused (determined in accordance with Company policy) by the
Executive from the immediately preceding January 1  until the Date of Separation from Service, payable in accordance with the Company’s
customary payroll procedures;

(vii) Any housing expense reimbursement payable in accordance with Section 4.1(e) until the earlier of (A) the end of the lease for the
Executive’s residence in Bermuda or (B) the three month anniversary of the Date of Separation from Service, payable in accordance with the
Company’s customary business housing allowance reimbursement procedures; and

(viii) Any other benefits available to employees of the Company generally, through and including the Date of Separation from Service,
payable or deliverable in accordance with the terms and conditions applicable to such benefits.

(b) Separation from Service by Executive without Good Reason . In the event of any severance of the Executive’s service with the Company during
the Term by the Executive without Good Reason, the Company shall pay to or provide the Executive with the compensation and benefits described in
Section 6.4(a) and, in the event the Company elects to extend the Non-Competition Period, the following additional compensation and benefits:

(i) The continuation of the Executive’s Base Salary, paid in accordance with the Company’s payroll policy, from the Date of Separation
from Service to the earlier of (x) the twelve month anniversary of the Date of Separation from Service or (y) February 28  of the calendar year
following the Date of Separation from Service;
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(ii) A cash sum equal to the difference (if any) between 12 months of the Executive’s Base Salary and the amounts previously paid to the
executive pursuant to clause (i), payable on the February 28  of the calendar year following the Date of Separation from Service; and

(iii) The continuation during the 12 months immediately following the Date of Separation from Service of the eligibility of the Executive, his
spouse and his dependent children to participate in the Company’s medical, dental, vision and life insurance plans in which the Executive, his
spouse and his dependent children participated immediately preceding the Date of Separation from Service; provided,  however, that participation
in such medical, dental, vision and life insurance plans shall be subject to the Executive’s payment of the applicable employee portion of the
monthly premium cost, if any.

(c) Separation from Service as a Result of Death . In the event of any severance of the Executive’s service with the Company during the Term as a
result of the Executive’s death, the Company shall pay to or provide the Executive’s heirs with the compensation and benefits described in Section 6.4(a)
and the following additional compensation and benefits:

(i) Any earned but unpaid Annual Incentive Compensation for the last completed calendar year during the Term, which Annual Incentive
Compensation shall be determined (A) in accordance with the Company’s annual incentive plan, (B) utilizing the Threshold Annual Incentive
Compensation Percentage, Maximum Annual Incentive Compensation Percentage, Target Annual Incentive Compensation Percentage and
performance criteria previously established by the Board and the Executive’s Direct Supervisor for such completed calendar year in accordance
with Section 4.1(b) and (C) by the Board and the Executive’s Direct Supervisor (1) without the exercise by the Board or the Executive’s Direct
Supervisor of any discretionary adjustment to such Annual Incentive Compensation and (2) with the Board and the Executive’s Direct Supervisor
ascribing to any individual evaluation of the Executive the same result as occurs based upon the Company’s performance under its annual
incentive plan, and which Annual Incentive Compensation shall be payable within 15 business days of the Date of Separation from Service;

(ii) A cash sum equal to the Target Annual Incentive Compensation Percentage of the Executive’s Base Salary as of the Date of Separation
from Service multiplied by a fraction (x) the numerator of which is the number of calendar days elapsed in the calendar year up to and including
the Date of Separation from Service and (y) the denominator of which is 365, payable within 15 business days of the Date of Separation from
Service;

(iii) Reimbursement for the reasonable cost of the preparation of the Executive’s home country federal and state income tax returns by a tax
preparation service provider elected by the Executive and approved by the Company, for the calendar year during which the Date of Separation
from Service occurred; provided that the maximum amount of tax preparation expense reimbursable by the Company pursuant hereto shall be
$3,600 and the Company shall have received from the Executive satisfactory written substantiation for such tax expenses, which reimbursement
shall be payable on within 15 business days after the submission to the Company of satisfactory written substantiation for such tax 
expenses; and
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(iv) Any proper and reasonable expense reimbursement relating to the relocation of the Executive’s residence from Bermuda, in the event the
Executive and the Executive’s family relocate their permanent residence from Bermuda during the 12 months immediately following the Date of
Separation from Service, which relocation expense reimbursement shall be made in a manner agreeable to the Company and the Executive and
subject to receipt by the Company of satisfactory written substantiation for such relocation expenses, which reimbursement shall be payable
within 15 business days after the submission to the Company of satisfactory written substantiation for such relocation expenses.

(d) Separation from Service by the Company for Disability . In the event of any severance of the Executive’s service with the Company during the
Term as a result of the Executive’s Disability, the Company shall pay to or provide the Executive with the compensation and benefits described in
Sections 6.4(a) and 6.4(c) and the following additional compensation and benefits:

(i) An amount equal to the Executive’s Base Salary (less any long-term disability benefits paid to the Executive by the Company’s long-term
disability insurer during the applicable period), paid in accordance with the Company’s payroll policy, from the Date of Separation from Service
to the earlier of (x) the six month anniversary of the Date of Separation from Service or (y) February 28  of the calendar year following the Date of
Separation from Service;

(ii) A cash sum equal to the difference (if any) between 6 months of the Executive’s Base Salary (less any long-term disability benefits paid
to the Executive by the Company’s long-term disability insurer during the applicable period) and the amounts previously paid to the executive
pursuant to clause (i), payable on the February 28  of the calendar year following the Date of Separation from Service;

(e) Separation from Service by the Company without Cause or by the Executive with Good Reason other than During a Change in Control Period .
In the event of any severance of the Executive’s service with the Company during the Term (x) by the Company without Cause or (y) by the Executive
with Good Reason, other than during a Change in Control Period, the Company shall pay to or provide the Executive with the compensation and benefits
described in Sections 6.4(a) and 6.4(c) and the following additional compensation and benefits:

(i) The continuation of the Executive’s Base Salary, paid in accordance with the Company’s payroll policy, from the Date of Separation
from Service to the earlier of (x) the twelve month anniversary of the Date of Separation from Service or (y) February 28  of the calendar year
following the Date of Separation from Service;
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(ii) A cash sum equal to the difference (if any) between 12 months of the Executive’s Base Salary and the amounts previously paid to the
executive pursuant to clause (i), payable on the February 28  of the calendar year following the Date of Separation from Service;

(iii) A cash sum (payable within 15 business days of the Date of Separation from Service) equal to the product of the following:

(A) the greater of (I) the unvested Long-Term Incentive Awards lapsing immediately following the Date of Separation from Service
which, absent such Date of Separation from Service, would otherwise vest during the 24 month period immediately following the Date of
Separation from Service and (II) 50% of the Long-Term Incentive Awards lapsing immediately following the Date of Separation from
Service, multiplied by

(B) either (x) the per share closing price on the New York Stock Exchange for the Company’s ordinary shares on the Date of
Separation from Service for Long-Term Incentive Awards with no exercise price or (y) the difference between (1) the per share closing price
on the New York Stock Exchange for the Company’s ordinary shares on the Date of Separation from Service and (2) the applicable per
share exercise price for Long-Term Incentive Awards with an exercise price; and

(iv) The continuation during the 12 months immediately following the Date of Separation from Service of the eligibility of the Executive, his
spouse and his dependent children to participate in the Company’s medical, dental, vision and life insurance plans in which the Executive, his
spouse and his dependent children participated immediately preceding the Date of Separation from Service; provided,  however, that participation
in such medical, dental, vision and life insurance plans shall be subject to the Executive’s payment of the applicable employee portion of the
monthly premium cost, if any.

(f) Separation from Service by the Company without Cause or by the Executive with Good Reason During a Change in Control Period . In the event
of any severance of the Executive’s service with the Company during the Term (x) by the Company without Cause or (y) by the Executive with Good
Reason, in each case during a Change in Control Period, the Company shall pay to or provide the Executive with the compensation and benefits
described in Sections 6.4(a), 6.4(c) and 6.4(e) and the following additional compensation:

(i) A cash sum equal to the average of the three most recent Annual Incentive Compensation cash payments (including any Annual Incentive
Compensation awards of zero) made by the Company to the Executive, payable within 15 business days of the six month anniversary of the Date
of Separation from Service.
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6.5 Executive Release. It shall be a condition precedent to the delivery to the Executive by the Company of any payment or benefit under Section 6.4(b),
Section 6.4(d), Section 6.4(e) or Section 6.4(f) the Company’s receipt of: (i) a copy of the Executive Release attached hereto as Exhibit C duly executed by the
Executive and (ii) a copy of the letter in the form attached hereto as Exhibit D (the “Release Confirmation Letter”), duly executed by the Executive; provided
that the delivery of the Executive Release and the Release Confirmation Letter must have occurred no later than 45 calendar days after the Date of Separation
from Service and the Release Confirmation Letter may not be returned sooner than the eighth day after the execution of the Executive Release. The Executive
understands and agrees that he would not receive the monies and/or benefits specified under Section 6.4(b), Section 6.4(d), Section 6.4(e) or Section 6.4(f)
except for his execution of the Executive Release and fulfillment of the promises contained herein and therein that pertain to him. The Executive further
understands that even if the Executive does not sign the Executive Release, the Company will pay the Executive the Base Salary and any accrued but unused
vacation benefits that the Executive has earned through the Date of Separation from Service. The Executive will also be offered applicable benefits to which the
Executive is eligible pursuant to the Consolidated Omnibus Budget Reconciliation Act of 1985 and subject to the provisions of the American Recovery and
Reinvestment Act of 2009, and the Executive retains all vested benefits that the Executive has accrued under the Endurance 401(k) Plan, the Endurance
Amended and Restated 2002 Stock Option Plan and the Endurance Amended 2007 Equity Incentive Plan. In addition, the Executive Agrees that, to the extent
applicable, a portion of the payments made by the Company to the Executive under Section 6.4(b), Section 6.4(d), Section 6.4(e) or Section 6.4(f) shall be
deemed severance pay in lieu of any notice required under applicable law and that the Company shall have no other liability to the Executive thereunder.

6.6 Resignations. The resignation by the Executive from all director and officer positions held by the Executive with the Company and any subsidiary
or affiliate of the Company shall be a condition precedent to the delivery to the Executive by the Company of any payment or benefit under Section 6.4 (other
than in connection with a separation of the Executive’s service with the Company as a result of the Executive’s death).

6.7 Compliance with Restrictive Covenants . The Executive’s continued compliance with the restrictive covenants set forth in Sections 5.2, 5.3, 5.4 and
5.5 shall be a condition precedent to the receipt by the Executive of the payments and benefits set forth in Sections 6.4(b), 6.4(d), 6.4(e) and 6.4(f) on or after
the Date of Separation from Service and, in the event the Executive breaches one or more of the covenants set forth in Sections 5.2, 5.3, 5.4 or 5.5, the
Company shall be entitled to recover from the Executive the value of any payment or benefit made or provided by the Company to the Executive pursuant to
the above-referenced Sections of this Agreement on and after the first date of such breach.
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6.8 Section 280G Treatment.
(a) In the event that any payment or benefit received or to be received by the Executive (including any payment or benefit received in connection

with a Change in Control or the severance of the Executive’s service with the Company, whether pursuant to the terms of this Agreement or any other
plan, arrangement or agreement) (all such payments and benefits being hereinafter referred to as the “Total Payments”) would be subject (in whole or
part), to any excise tax imposed under Section 4999 of the Code (the “Excise Tax”), then, after taking into account any reduction in the Total Payments
provided by reason of Section 280G of the Code in such other plan, arrangement or agreement, the cash payments under Section 6.4 shall first be
reduced, and the non-cash payments under Section 6.4 shall thereafter be reduced, to the extent necessary so that no portion of the Total Payments is
subject to the Excise Tax.

(b) For purposes of determining whether and the extent to which the Total Payments will be subject to the Excise Tax, (i) no portion of the Total
Payments the receipt or enjoyment of which the Executive shall have waived at such time and in such manner as not to constitute a “payment” within the
meaning of Section 280G(b) of the Code shall be taken into account, (ii) no portion of the Total Payments shall be taken into account which, in the
opinion of tax counsel (“Tax Counsel”) reasonably acceptable to the Executive and selected by the accounting firm (the “Auditor”) which was,
immediately prior to the Change in Control, the Company’s independent auditor, does not constitute a “parachute payment” within the meaning of
Section 280G(b)(2) of the Code (including by reason of Section 280G(b)(4)(A) of the Code) and, in calculating the Excise Tax, no portion of such Total
Payments shall be taken into account which, in the opinion of Tax Counsel, constitutes reasonable compensation for services actually rendered, within
the meaning of Section 280G(b)(4)(B) of the Code, in excess of the Base Amount allocable to such reasonable compensation, and (iii) the value of any
non-cash benefit or any deferred payment or benefit included in the Total Payments shall be determined by the Auditor in accordance with the principles
of Sections 280G(d)(3) and (4) of the Code.

6.9 Long-Term Incentive Awards. The Executive’s rights with respect to his Long-Term Incentive Awards upon any separation from service with the
Company shall be governed exclusively by the terms and conditions of the award agreements executed by the Executive in connection with such Long-Term
Incentive Awards and, to the extent applicable, the Plans.

6.10 Other Compensation and Benefits . Except as specified in Section 6.4, the Executive shall not be entitled to any compensation, benefits or other
payments or distributions, and references in the Executive Release to the release of claims against the Company shall be deemed to also include reference to the
release of claims against all compensation and benefit plans and arrangements established or maintained by the Company and its subsidiaries and affiliates.

6.11 Obligations of the Executive . The Executive shall have no obligations to the Company under this Agreement after the Date of Separation from
Service, other than as provided in Section 6.12, and except and to the extent Sections 5.2, 5.3, 5.4 or 5.5 shall apply.

6.12 Post-Separation from Service Cooperation . Following any separation of the Executive’s service with the Company for any reason, the Executive
shall reasonably cooperate with the Company to assist with existing or future investigations, proceedings, litigations or examinations involving the Company
or any of its divisions, subsidiaries or affiliates. For each business day, or part thereof, that the Executive provides assistance as contemplated under this
Section 6.12, the Company shall pay the Executive an amount equal to (i) the Executive’s annual Base Salary as in effect on the Date of Separation from
Service, divided by (ii) 200. In addition, upon presentment of satisfactory written documentation, the Company will reimburse the Executive for reasonable
out-of-pocket travel, lodging and other incidental expenses he incurs in providing such assistance. If requested by the Company, the Executive shall make
reasonable good faith efforts to travel to such locations as the Company may reasonably request.
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ARTICLE VII.

Miscellaneous

7.1 Life Insurance. The Executive agrees that the Company or any of its divisions, subsidiaries or affiliates may apply for and secure and own
insurance on the Executive’s life (in amounts determined by the Company) for the benefit of the Company. The Executive agrees to cooperate fully in the
application for and securing of such insurance, including the submission by the Executive to such physical and other examinations, and the answering of
such questions and furnishing of such information by the Executive, as may be required by the carrier(s) of such insurance. Notwithstanding anything to the
contrary contained herein, neither the Company nor any of its divisions, subsidiaries or affiliates shall be required to obtain any insurance for or on behalf of
the Executive.

7.2 Benefit of Agreement; Assignment; Beneficiary . This Agreement shall inure to the benefit of and be binding upon the Company and its successors
and assigns, including, without limitation, any corporation or person which may acquire all or substantially all of the Company’s assets or business, or with
or into which the Company may be consolidated or merged. This Agreement shall also inure to the benefit of, and be enforceable by, the Executive and his
personal or legal representatives, executors, administrators, successors, heirs, distributes, devisees and legatees. The Company shall require any successor
(whether direct or indirect, by operation of law, purchase, merger, consolidation or otherwise) to all or substantially all of the business and/or assets of the
Company to expressly assume and agree to perform this Agreement in the same manner and to the same extent that the Company would be required to perform
it if no such succession had taken place.

7.3 Notices. All notices and other communications required or permitted hereunder shall be in writing and shall be deemed given when (a) delivered
personally or by overnight courier to the following address of the other party hereto (or such other address for such party as shall be specified by notice given
pursuant to this Section 7.3) or (b) sent by facsimile to the following facsimile number of the other party hereto (or such other facsimile number for such party
as shall be specified by notice given pursuant to this Section 7.3), with the confirmatory copy delivered by overnight courier to the address of such party
pursuant to this Section 7.3:

If to the Company, to:

Endurance Specialty Holdings Ltd.
Wellesley House
90 Pitts Bay Road
Pembroke HM 08, Bermuda
Attention: General Counsel
Facsimile: (441) 278-0401
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If to the Executive, to the residence address or residence facsimile number of the Executive set forth in the records of the Company.

7.4 Entire Agreement . This Agreement contains the entire agreement of the parties hereto with respect to the terms and conditions of the Executive’s
employment and supersedes any and all prior agreements and understandings, whether written or oral, between the parties hereto with respect to the Executive’s
employment with the Company and the Executive’s compensation due for services rendered hereunder.

7.5 Amendment and Waiver. This Agreement may not be changed or modified except by an instrument in writing signed by both of the parties hereto.
The waiver by either party of a breach of any provision of this Agreement shall not operate or be construed as a continuing waiver or as a consent to or waiver
of any subsequent breach hereof.

7.6 Headings. The Article and Section headings herein are for convenience of reference only, do not constitute a part of this Agreement and shall not be
deemed to limit or affect any of the provisions hereof.

7.7 Arbitration. Except as otherwise set forth in Section 5.6 hereof, any dispute or controversy between the Company and the Executive, whether arising
out of or relating to this Agreement, the breach of this Agreement, or otherwise, shall be settled by arbitration in Hamilton, Bermuda administered in
accordance with the Arbitration Act 1986, and judgment on the award rendered by the arbitrator may be entered in any court having jurisdiction thereof. The
arbitrator shall have the authority to award any remedy or relief that a court of competent jurisdiction could order or grant, including, without limitation, the
issuance of an injunction. However, either party may, without inconsistency with this arbitration provision, apply to any court having jurisdiction over such
dispute or controversy and seek interim provisional, injunctive or other equitable relief until the arbitration award is rendered or the controversy is otherwise
resolved. Except as necessary in court proceedings to enforce this arbitration provision or an award rendered hereunder, or to obtain interim relief, neither a
party nor an arbitrator may disclose the existence, content or results of any arbitration hereunder without the prior written consent of the Company and the
Executive. The Executive shall have no right to enforce any of his rights hereunder by seeking or obtaining injunctive or other equitable relief and
acknowledges that damages are an adequate remedy for any breach by the Company of this Agreement.

7.8 Governing Law. This Agreement shall be governed by, and construed and interpreted in accordance with, the internal laws of Bermuda, without
regard to principles of conflict of laws.

7.9 No Mitigation; No Offset. The Executive shall not be required to mitigate damages or the amount of any payment provided for under this Agreement
by seeking (and, without limiting the generality of this sentence, no payment otherwise required under this Agreement shall be reduced on account of) other
employment or otherwise, and payments under this Agreement shall not be subject to offset in respect of any claims which the Company may have against the
Executive.
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7.10 Attorneys’ Fees. Each party to this Agreement will bear its own expenses in connection with any dispute or legal proceeding between the parties
arising out of the subject matter of this Agreement, including any proceeding to enforce any right or provision under this Agreement.

7.11 Compliance with Section 409A . This Agreement is intended to comply with Section 409A of the Code and shall be construed and interpreted in
accordance with such intent. If as of the Date of Separation from Service the Executive is a “specified employee,” as defined in Section 409A of Code, to the
extent required by Section 409A of the Code, the payments and benefits specified in Section 6.4 shall not be paid or commence until the later of (a) the
payment or commencement date otherwise set forth in Section 6.4 or (b) a date which is six months after the Date of Separation from Service. Furthermore, if
the Executive is affected by the six (6) month delay in payment imposed by Section 409A of the Code and this Section 7.11, the aggregate amount of the first
six months of any installment payments under Section 6.4 shall be paid at the beginning of the seventh month following the Date of Separation from Service
and monthly installment payments shall continue thereafter as specified in Section 6.4. To the extent that the delivery of any cash or benefits to the Executive
under this Agreement, or the payment, settlement or deferral thereof, is otherwise subject to Section 409A of the Code, such cash or benefits shall be paid,
settled or deferred in a manner that will comply with Section 409A of the Code, including regulations or other guidance issued with respect thereto, except as
otherwise agreed in writing by the Company and the Executive.

7.12 Termination; Survivorship. This Agreement shall terminate upon the Executive’s separation from service with the Company, except that the
respective rights and obligations of the parties under this Agreement as set forth herein shall survive any termination of this Agreement to the extent necessary to
the intended preservation of such rights and obligations.

7.13 Severability. Other than Article V, to which Section 5.7 shall apply, whenever possible, each provision of this Agreement shall be interpreted in
such manner as to be effective and valid under applicable law, but if any provision of this Agreement is held to be invalid, illegal or unenforceable in any
respect under applicable law or rule in any jurisdiction, such invalidity, illegality or unenforceability shall not affect the validity, legality or enforceability of
any other provision of this Agreement or the validity, legality or enforceability of such provision in any other jurisdiction, but this Agreement shall be
reformed, construed and enforced in such jurisdiction as if such invalid, illegal or unenforceable provision had never been contained herein.

7.14 Other Agreements . The Executive represents and warrants to the Company that to the best of his knowledge, neither the execution and delivery of
this Agreement nor the performance of his duties hereunder violates or will violate the provisions of any other agreement to which he is a party or by which he
is bound.
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7.15 Subsidiaries, etc.
(a) Company Obligations. The obligations of the Company under this Agreement may be satisfied by any subsidiary or affiliate of the Company

for which the Executive serves as an employee under this Agreement, to the extent such obligations relate to the Executive’s employment by such
subsidiary or affiliate.

(b) Company Rights The rights of the Company under this Agreement may be enforced by any Subsidiary or affiliate of the Company for which
the Executive serves as an employee under this Agreement, to the extent such rights relate to the Executive’s employment by such subsidiary or affiliate.

7.16 Counterparts. This Agreement may be executed in one or more counterparts, each of which shall be deemed to be an original but all of which
together will constitute one and the same instrument.

IN WITNESS WHEREOF, the parties hereto have executed this Agreement as of the date first written above.
 

ENDURANCE SPECIALTY HOLDINGS LTD.

By:  /s/ David Cash
Name:  David Cash
Title:  Chief Executive Officer

/s/ John Kuhn
John Kuhn
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Exhibit 21.1

SUBSIDIARIES OF THE REGISTRANT
 
Subsidiary   Jurisdiction of Operation
Endurance Specialty Insurance Ltd.   Bermuda
Endurance U.S. Holdings Corp.   United States
Endurance Reinsurance Corporation of America   United States
Endurance American Insurance Company   United States



Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference in the following Registration Statements:
 

 
(1) Registration Statement (Form S-8 No. 333-107643) pertaining to the Amended and Restated 2002 and 2003 Stock Option Plan and 2003 Non-

Employee Director Equity Incentive Plan of Endurance Specialty Holdings Ltd.,
 

 (2) Registration Statement (Form S-8 No. 333-174352) pertaining to the 2005 Employee Share Purchase Plan of Endurance Specialty Holdings Ltd.,
 

 (3) Registration Statement (Form S-8 No. 333-172597) pertaining to the 2007 Equity Incentive Plan of Endurance Specialty Holdings Ltd. and
 

 (4) Registration Statement (Form S-3ASR No. 333-178519) of Endurance Specialty Holdings Ltd.

of our reports dated February 28, 2013, with respect to the consolidated financial statements of Endurance Specialty Holdings Ltd., the effectiveness of
internal control over financial reporting of Endurance Specialty Holdings Ltd., and the financial statement schedules of Endurance Specialty Holdings Ltd.
included in this Annual Report (Form 10-K) of Endurance Specialty Holdings Ltd., for the year ended December 31, 2012.

/s/ Ernst & Young Ltd.        

Hamilton, Bermuda

February 28, 2013



Exhibit 31.1
Endurance Specialty Holdings Ltd.

Certification of Chief Executive Officer

Pursuant to Rule 13a-14(a)

I, David Cash, certify that:
 

1. I have reviewed this annual report on Form 10-K of Endurance Specialty Holdings Ltd.;
 

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

 

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

 

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f))
for the registrant and we have:

 

 
a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to

ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

 

 
b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our

supervision, 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;

 

 
c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the

effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation;
 

 
d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent

fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially
affect, the registrant’s internal control over financial reporting; and

 

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of registrant’s board of directors (or persons performing the equivalent functions):

 

 
a) All significant deficiencies and material weaknesses in the design or operation of internal controls over financial reporting which are reasonably

likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and
 

 
b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control

over financial reporting.
 
Date: February 28, 2013   By: /s/ David Cash

   Chief Executive Officer



Exhibit 31.2
Endurance Specialty Holdings Ltd.

Certification of Chief Financial Officer

Pursuant to Rule 13a-14(a)

I, Michael J. McGuire, certify that:
 

1. I have reviewed this annual report on Form 10-K of Endurance Specialty Holdings Ltd.;
 

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

 

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

 

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f))
for the registrant and we have:

 

 
a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to

ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

 

 
b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our

supervision, 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;

 

 
c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the

effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation;
 

 
d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent

fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially
affect, the registrant’s internal control over financial reporting; and

 

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of registrant’s board of directors (or persons performing the equivalent functions):

 

 
a) All significant deficiencies and material weaknesses in the design or operation of internal controls over financial reporting which are reasonably

likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and
 

 
b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control

over financial reporting.
 
Date: February 28, 2013   By: /s/ Michael J. McGuire

   Chief Financial Officer



Exhibit 32

Endurance Specialty Holdings Ltd.

CERTIFICATION PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report on Form 10-K of Endurance Specialty Holdings Ltd. (the “Company”) for the annual period ended December 31,
2012 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), the undersigned, in the capacities and on the dates indicated
below, each hereby certify pursuant to 18 U.S.C. section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that (1) to the best of
his knowledge the Report fully complies with requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934 and (2) the information contained
in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.
 
Date: February 28, 2013   By: /s/ David Cash

   David Cash
   Chief Executive Officer

Date: February 28, 2013   By: /s/ Michael J. McGuire
   Michael J. McGuire
   Chief Financial Officer

This certification accompanies the Report pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and shall not, except to the extent required by the
Sarbanes-Oxley Act of 2002, be deemed filed by the Company for purposes of Section18 of the Securities Exchange Act of 1934, as amended.
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