














HARBOR POINT LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Expressed in thousands of U.S. Doliars, except share and per share amounts)

Net loss and loss expenses for the years ended Decemmber 31, 2008 and 2007:

2008 2007
Loss and loss expenses paid $ 125,239 $ 40482
Loss and loss expenses recovered (8,590) (3,773)
Change in unpaid loss and loss expenses 245,972 239,573
Change in reinsurance losses recoverable 544 (24,448)

$ 363,165 $ 251834

The following table represents an analysis of paid and unpaid losses and a reconciliation of the
beginning and ending unpaid losses and loss expenses for the years ended December 31, 2008 and 2007:

2008 2087
Reserve for losses and loss expenses at the beginning of year $ 361,646 § 121,275
Less: reinsurance recoverable at the beginning of yvear 31,032 6,584
Net reserve for losses and loss expenses at the beginning of year 330,614 114,691
Net loss and loss expenses incurred in respect of losses occuring i
Current year 380,903 260,533
Prior years (17,738) (8,699)
Total incurred loss and loss expenses 363,165 251,834
Net loss and loss expenses paid in respect of losses occuring in:
Current year 64,737 16,122
Prior years 51,912 20,587
Total net paid losses 116,649 36,709
Foreign currency revaluation {1,387) 798
Net reserve for losses and loss expenses at the end of year 575,743 330,614
Add: reinsurance losses recoverable at the end of year 30,488 31,032
Reserve for losses and loss related expenses at the end of year $ 606,231 $ 361,646

Net loss and loss expenses include net favorable development on prior year’s losses of $17.7
million for the year ended December 31, 2008 {§8.7 million for the year ended December 31, 2007). Prior
period development arises from changes to loss estimates recognized in the current year that relate to loss
reserves first reported in previous calendar years. These reserve changes were made as part of our regular
quarterly reserving process and primarily arose from better than expected claims experience on prior vears’
property losses and reductions in premium estimates on casualty business.

7. Reinsurance

The Company purchases reinsurance to reduce the risk of exposure to large losses or a series of
losses. The Company has purchased two types of reinsurance cover; excess of loss and quota share.
Excess of loss covers provide a contractually set amount of coverage for the Company’s losses after an
attachment point has been reached. The attachment point is generally based on the size of an industry loss
combined with a fixed monetary amount of Company loss. Quota share covers provide a proportional
amount of coverage from the first doliar of loss, Both types of reinsurance covers provide for recovery of a
portion of losses and loss reserves from reinsurers. The Company remains liable to the extent that
reinsurers do not meet their obligations under these agreements either due to solvency issues, contractual
disputes or other reasons.
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HARBOR POINT LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
{Expressed in theusands of U.S. Dollars, except share and per share amounts)

The breakdown of reinsurance premiums ceded by type for the years ended December 31, 2008
and 2007 is as follows:

2008 2067
Quota share $ (1,491) $ 99,495
Excess of loss 6,417 5,047

$ 4,926 $ 104,542

Gross, ceded and net amounts of premium written and premiums earned for the years ended
December 31, 2008 and 2007 are as follows:

2008 2007
Premiwms Premiums Premiutns Premiums
written. eamed writien earned
Gross $ 511,714 § 550,997 $ 672476 § 621,636
Ceded (4,926) {31,787) (104,542) {89,480)
Net 3 506,788 § 519,210 $ 567934 § 532,156

As of December 31, 2008, $30.5 million (December 31, 2007: $31.0 million) of reinsurance
balances recoverable related to unpaid losses and loss expenses.

8. Debt and Financing Arrangements
Credit Facility

On June 12, 2007, the Company entered into an $850 million five-year senior unsecured credit
facility amending and replacing its previous $500 million three-year unsecured credit facility. The credit
facility aflows the Company to issue letters of credit up to the full amount of the facility and to borrow up
to $250 million for general corporate purposes. In addition, there is a $50 million sublimit for the issuance
of secured letters of credit for the Company’s investment affiliates. Total usage under the credit facility is
limited to $850 million. The Company may request an increase in the credit facility of up to $150 million,
subject to there being sufficient participation by the syndicate of participating banks. As of December 31,
2008, the Company had letters of credit of $561.1 million outstanding and two secured letters of credit had
been issued on behalf of New Point Re for a total of $30.0 million. As of December 31, 2008, the
Company had one outstanding loan of $200 million. This loan bears interest at LIBOR plus 0.35% (1.78%
as of December 31, 2008) and matured on January 2, 2009 at which time the Company renewed the loan
for an additional month. For the year ended December 31, 2008, the Company recorded $6.6 million of
interest expense (for the year ended December 31, 2007: $2.8 million).

The credit facility contains various covenants with which the Company was in compliance as of
December 31, 2008 and 2007.

Convertible Note

In consideration of the business combination discussed in Note 4, the Company issued a $200
million convertible note (the “Note™) to Chubb on December 15, 2005, The Note bore interest at 6% per
annum and had a maturity date of December 31, 2020, Interest on the Note was payable quarterly in
arrears, For the year ended December 31, 2008, the Company expensed $9.0 million of interest related to
the Note (for the year ended December 31, 2007 $12.0 million).

The Note provided for automatic conversion into 2,000,000 common shares, par value $1, of
Harbor Point at a conversion price of $100 per share upon the acquisition or formation of a U.S. licensed
reinsurer and the receipt of such reinsurer of a claim’s-paying rating of at least “A-“ by A.M. Best & Co.
However, the conversion of the Note would not occur until the Board of Directors determined that the
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insurance and reinsurance business ceded by Federal to the Company plus any other insurance or
reinsurance business related to Chubb is or is expected to be less than 17.5% of the total insurance and
reinsurance business written by the Company in the year of conversion.

On September 24, 2008, the Board of Directors determined that the conditions precedent for
conversion of the Note had been satisfied and approved the conversion of the Note effective October 1,
2008. As a result, on October 1, 2008, Harbor Point issued 2,000,000 common shares, par value $1, to
Chubb.

The Note also contained certain covenants, including prohibition on the sale of substantially all of
the Company’s assets and restriction on certain payments. As of October 1, 2008 and December 31, 2007,
the Company was in compliance with these covenants,

9. Benefit Plans
1) Retirement Plans

The Company provides retirement benefits to eligible employees through various plans sponsored
by the Company.

a) Defined contribution plans

The Company has two defined contribution plans that are managed externally pursuant to which
employees and the Company contribute on a monthly basis. During the year ended December 31,
2008, pension expenses totaled $1.6 million (for the year ended December 31, 2007: $1.2 million).

b) Deferred compensation plan

The Company has a deferred compensation plan that is managed externally pursuant to which
employees may elect to defer a portion of their salary or bonus. In addition, the Company contributes
to this plan on behalf of employees who have reached statutory limits under qualified plans. The plan
assets are held by the Company in trust for the benefit of the employees. As of December 31, 2008,
the Company was holding $1.2 million (December 31, 2007: $0.6 million) of assets related to this plan.

2) Equity Compensatior Plan

The Company has reserved 1,750,000 shares for issuance of awards pursuant to the Company’s
2006 equity compensation plan (the “Equity Plan”). The Equity Plan is administered by the Compensation
Committee of the Board of Directors.

a) Options

Options granted under the Equity Plan expire ten years after the date of grant and vest ratably on
an annual basis over five years from the date of grant.

During the year ended December 31, 2008, the Company expensed $2.9 million {year ended
December 31, 2007: $6.7 million) related to the grant of options and realized a tax benefit of $0.5 million
(vear ended December 31, 2007: $1.3 million). As of December 31, 2008, there was $3.0 million of
unrecognized compensation cost related to options, which is expected to be recognized over the weighted
average period of 1.4 years. There were no options granted in 2008. The fair value of each option granted
in 2007 was estimated on the date of grant using the Black-Scholes option pricing model with the following
assumptions: risk free interest rate of 4.05%-4.68%, weighted average expected life of 6.0 years, a
dividend vield of 1.47%-4.09% and an expected volatility of 25%. The expense represents the
proportionate accrual of the fair value of each grant, calculated on a straight-line basis over the vesting
period for each separately vesting portion of the award.
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The following is a summary of stock options granted under the Equity Plan and related activity for
the years ended December 31, 2008 and 2007:

2608 2007
Average Average
Number of Exercise Number of Exercise
Options Price Options Price

QOutstanding - beginning of period 599,500 § 100.60 577,250 § 100.00

Granted - - 22,750 115.92
Forfeited {(6,500) 100.00 (500) 100.00
Outstanding - end of period 593,000 $ 100.61 599,500 § 100.60

The following table summarizes information about the Company’s stock options for options
granted under the Equity Plan and outstanding as of December 31, 2008:

Options Qutstanding Onptions Exercisable
Remaining Average
Number of Average Contractual Number of Exercise
Range of exercise prices Options Exercise Price Life Options Price
$100.00 570,250 §  100.00 7.3 228,100 § 100.00
$105.38 - §116.40 22,750 11592 8.7 4,550 115.92

b) Restricted stock

The restricted share awards granted prior to 2008 vest ratably on an annual basis over five years
from the date of grant. The restricted stock awards granted in 2008 vest five years from the date of grant.
The Company pays dividends on the restricted shares to the same extent paid to holders of the Company’s
comumon shares; however, dividends paid on unvested restricted shares are held by the Company until the
shares vest, The dividends are forfeited if the shares are forfeited prior to vesting.

During the year ended December 31, 2008, the Company expensed $8.6 million (year ended
December 31, 2007: $12.3 million) related to the restricted stock and realized a tax expense of $0.3 million
(vear ended December 31, 2007: tax benefit of $0.7 million). As of December 31, 2008, there was $§16.2
million of unrecognized compensation cost related to these awards which is expected to be recognized over
a weighted average period of 2.1 years. The expense represents the proportionate accrual of the fair value
of each restricted share award, calculated on a straight-line basis over the vesting period.

The following is a sumznary of restricted stock granted under the Equity Plan and related activity
for the years ended December 31, 2008 and 2007:

2008 2007
Average Average

Number of  Grant-Date Number of Grané-Date

Shares Fair Value Shares Fair Value

Unvested - beginning of period 351,085 § 100.24 431,875 § 100.00
Granted 113,600 101.27 5,625 114.96
Vested (87,490) 100.19 {86,375) 100.00
Forfeited (3,090} 100.00 (40) 100.00
Unvested - end of period 374,105 § 100.57 351,085 § 100.24

23



HARBOR POINT LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Expressed in thousands of U.S, Dollars, except share and per share amounts)

¢} Stock Appreciation Rights

The Company has not issued any stock appreciation rights under the Equity Plan.
10. Taxation

Under current Bernmuda law, the Company is not required to pay any taxes in Bermuda on its
income or capital gains. The Company has received an undertaking from the Minister of Finance in
Bermuda that, in the event of any taxes being imposed, the Company will be exempt from taxation in
Bermuda until March 28, 2016.

The Company intends to operate in a manner such that neither it nor its Bermuda subsidiaries will
be subject to United States income taxes. However, certain of the Company’s subsidiaries are incorporated
in the United States and are subject to federal, state and local corporate income taxes and other taxes
applicable to United States corporations. The provision for federal income taxes has been determined
under the principles of the consolidated tax provisions of the United States Internal Revenue Code and
Regulations thereunder. Should the United States subsidiaries pay a dividend to the Company, certain
withholding taxes would apply.

Income tax expense (recovery) for the years ended December 31, 2008 and 2007 was as follows:

2008 2007
Current income (ax expense 3 141 b 2,365
Net deferred income tax expense (recovery) 1,607 (3,191)
$ 1,748 5 (826)

Deferred income taxes reflect the tax impact of temporary differences between carrying amounts
of assets and liabilities for financial reporting and tax purposes. The significant components of the net
deferred tax assets as of December 31, 2008 and 2007 are as follows:

2008 2007
Incentive compensation expense $ 1960 $ 5215
Net unrealized investment losses 101 {1,581)
Other (303) {(88)
Net deferred tax assets included in other assets 1,758 3,546
Stock compensation 6,910 6,729
Valuation allowance (335) (335)
Net deferred tax assets included in additional paid-in capital 6,575 6,394
Total net deferred tax assets $ 8,333 § 9,940

A valuation allowance of $0.3 million was recorded as of December 31, 2008 and 2007, primarily
related to the U.S. subsidiaries’ inability to fully realize reversing temporary differences in their state and
local income tax returns. Management believes it is more likely than not that the tax benefits related to all
cumulative temporary differences as of December 31, 2008, after considering the valvation allowance
described above, will be reatized. In addition, there were no unrecognized tax benefits related to uncertain
tax positions as of December 31, 2008 and 2007,
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A reconciliation between the expected tax (recovery) expense based on income (loss) before taxes
and the U.S. statutory federal rate of 35% and the provision for income taxes for the years ended December
31, 2008 and 2007 is provided below:

2008 2007
Pre-tax income (loss) at U.S. statutory federal rate of 35% $ (3,929) 3 56,115
Expected tax on permanent differences:

Non taxable loss (income) 5.657 (56,523)

Non deductible expenses 46 32

Amortization of insurance licenses (144) (144)

Dividends paid on vested stock options (410) {105)
State and local tax expense, net of federal benefit 608 (26)
Valuation allowance - 94)
Other {80) (81
Total income tax expense (recovery) 5 1,748 $ (826)
11. Related Party Transactions

In addition to the transactions disclosed in Notes 4, 5 and 8 to these Consolidated Financial
Statements, the following additional iransactions are classified as related party transactions, as each
counterparty has either a direct or indirect shareholding in the Company or the Company has an investment
in such counterparty.

The Company has entered into reinsurance agreements with Federal, including those disclosed in
Note 4. The following is a summary of the amounts recognized in the accompanying financial statements
for the years ended December 31, 2008 and 2007 related to these agreements:

2008 2007
Gross premiums writien $  (28,160) & 385912
Acquisition costs 83,391 96,914
Net loss and loss expense 154,396 207,235

As of December 31, 2008, $2.2 million (December 31, 2007: $195.5 million) was included in
reinsurance balances receivable and $386.0 million (Decémber 31, 2007: $283.7 million) in reserve for loss
and loss expenses related to these agreements.

The Company entered into an advisory agreement on December 135, 2005 with Stone Point Capital
LLC (“Stone Point™), a founding investor in the Company. Under this agreement, Stone Point provided
advisory services in connection with the organization of the Company, including the Chubb Re acquisition,
and provides certain ongoing services. The agreement consists of a $25.0 million fee paid and expensed in
connection with the initial organization and a $1.0 million fee to be paid annually for a period of five years
in respect of on-going services. For the years ended December 31, 2008 and 2007, the Company expensed
$1.0 million related to the annual fee of which $1.0 million was included in accounts payable and accrued
liahilities as of December 31, 2008 (December 31, 2007: $1.0 million).

Banc of America Securities LLC is one of the lead arrangers on our credit facility and Bank of
America, N.A. participates in the credit facility as a lender. An affiliate of these companies is a sharcholder
of the Company. Wachovia Bank, N.A. also participates in the credit facility as a lender and an affiliated
company is a shareholder of the Company. Bank of America Securities LLC is entitled to certain fees
under the credit facility in their role as lead arranger and Bank of America, N.A. and Wachovia Bank, N.A.
are entitled to certain fees based on their commitments under the credit facility. During the year ended
December 31, 2008, we incurred $1.6 million (for the year ended December 31, 2007: $1.5 million) of
total credit facility fees and $6.6 million {for the year ended December 31, 2007: $2.8 million) of interest
expense under these credif facility agreements.
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12. Shareholders’ Equity
a) Authorized and issued shares

The authorized share capital is 100,000,000 Class A common shares of par value $1 per share. On
November 28, 2005, the Company completed a private placement offering in which 13,328,750 common
shares were issued for $100 per share. The amount received in excess of the par value was recorded in
additional paid-in capital.

b) Share warrants

In comnection with the formation of the Company, the Company has issued warrants to certain
founding sharcholders and employees to purchase up to approximately 5.0% of the aggregate mumber of
outstanding shares, calculated on a fully diluted basis. Similarly, the Company issued warrants to Chubb to
purchase up to approximately 5.0% of the aggregate number of outstanding shares, calculated on a fully
dituted basis.

The warrants had an original exercise price of $100 per share and are subject to anti-dilution
provisions that adjust in the event of certain specified events such as payment of cash dividends, issuance
of stock dividends, issuance of additional shares or equity instruments at less than fair value, and capital
reorganizations. The anti-dilution provisions seek to ensure that the holder is in the same economic
position as if the warrant had been exercised immediately prior to such specified event. As of December
31, 2008, the warrants had an average exercise price of $88.34 per share. The expiration date for the
warrants issued to founding shareholders is December 15, 2015 and the expiration date for warrants issued
to employees is May 15, 2016, The warrants are exercisable at any time prior to their expiration.

As of December 31, 2008, 2,253,272 (December 31, 2007: 2,090,085) common shares were
issuable pursuant to the warrants,

The warrants were granted to the founding shareholders, the employees and Chubb as an
inducement to purchase shares in the Company; therefore, no compensation expense has been recorded in
connection with the warrants, Approximately $28.6 million of the proceeds from the issuance of shares to
founding shareholders and employees was allocated to the watrants and recorded in additional paid-in
capital. The allocation was based on the relative fair values of the common shares and warrants at the time
of issuance. In addition, the fair value of the warrants issued to Chubb of $35.6 million was recorded in
additional paid-in capital.

¢) Forward sale agreement

The Company entered into an Investment Agreement with Chubb Investment Parinership, L.P.
(the “Partnership™), a Cayman Island exempted limited partnership, on December 15, 2005. The
Investment Agreement obligated the Partnership to purchase, and the Company to sell, 241,435 common
shares for a purchase price of $100 per share upon the satisfaction of various conditions, including the
conversion of the Note. The Investment Agreement also obligated the Company to issue a warrant to the
Partnership in connection with the issuance of the common shares,

On July 10, 2008, the Investment Agreement was terminated and the Company and Trident
Capital ITL, L.P. (“Trident”) entered into an agreement (the “Trident Agreement”) pursuant to which Trident
was obligated to purchase, and the Company was obligated to sell, 241,435 common shares for a purchase
price of $100 per share upon the satisfaction of various conditions, including the conversion of the Note.
The Trident Agreement also obligated the Company to issue a warrant to Trident in connection with the
issuance of the comumon shares.
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On October 1, 2008, the Note was converted. On October 8, 2008, Trident purchased 241,435
common shares for a purchase price of $100 per share and the Company issued a warrant to Trident fo
acquire approximately 0.5%, calculated on a fully diluted basis, of the aggregate mumber of outstanding
shares of the Company.

d) Dividends declared

On March 15, 2008, the Board of Directors approved the payment of a dividend of $7.6625 per
common share, or $109.1 million, payable on March 28, 2008. The dividend was paid on all outstanding
common shares, including shares of restricted stock. Dividends on unvested shares of restricted stock are
held by the Company until the restricted stock vests. In addition, the Board of Directors approved the
payment of dividend equivalents of $7.6625 per share on vested options.

On March 15, 2007, the Board of Directors approved the payment of a dividend of $5.1725 per
common share, or $73.0 million, payable on April 12, 2007. The dividend was paid on all cutstanding
common shares, including shares of restricted stock. Dividends on unvested shares of restricted stock are
held by the Company until the restricted stock vests. In addition, the Board of Directors approved the
payment of dividend equivalents of $5.1723 per share on vested options.

¢) Share repurchases to satisfy minimum tax withholding obligation

During the year ended December 31, 2008, the Company repurchased 11,730 common shares
from employees for $1.3 million in order to satisfy the Company’s minimum tax withholding obligation on
vested restricted stock.
13. Commitments

The Company and its subsidiaries lease office space in the countries in which they operate under
operating leases with various expiration dates. The Company renews and enters into new leases in the
ordinary course of business as required. Total rent expense with respect to these operating leases for the

year ended December 31, 2008 was $1.5 million (for the year ended December 31, 2007: $1.5 million).

Future minimum lease payments under the leases are expected to be as follows:

2009 $ 1,053
2010 1,034
2011 934
2012 436
2013 436
Thereafter -

Total minimum future lease commitments 3 3,893

14. Statutory Financial Information

The Company’s reinsurance operations are subject to laws and regulations in the jurisdictions in
which they operate, including Bermuda, the United Kingdom and the United States. These regulations
include certain restrictions on the amount of dividends or other distributions available to shareholders
without prior approval of the regulatory authorities. As of December 31, 2008, the maximum amount of
distributions that our subsidiaries could pay to Harbor Point was approximately $238.5 million.
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The unaudited statufory capital and surplus for the principal operating subsidiaries of the
Company as of December 31, 2008 was as follows. The comparative figures for December 31, 2007 are
the audited figures submitted to the regulators.

Bermuda United States
2008 2007 2608 2007
Minimum statutory capital and surplus § 222,561 $ 280,893 § 14211 3 3,300
Actual statutory capital and surplus $ 1,274,607  $ 1334044 § 514,401 $ 507,000

During 2008, the Bermuda Monetary Authority implemented a new risk based capital retumn.
During 2008, HP Re Bermuda also became subject to regulation by the Financial Services Authority as a
result of its licensed branch in the United Kingdom.

The required capital and surplus for the Company’s U.S. operating company, HP Re US, is
estimated based on risk based capital requirements.

15. Prior Year Reclassifications

Certain reclassifications have been made to the 2007 financial statements to conform to the 2008
presentation.
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