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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-Q
þ

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934
For the Quarterly Period Ended June 30, 2012
OR

¨

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934
For the Transition Period From

to
001-33289
Commission File Number

ENSTAR GROUP LIMITED
(Exact name of registrant as specified in its charter)

Bermuda

N/A

(State or other jurisdiction
of incorporation or organization)

(I.R.S. Employer
Identification No.)

P.O. Box HM 2267
Windsor Place, 3rd Floor
18 Queen Street
Hamilton HM JX
Bermuda
(Address of principal executive office, including zip code)

(441) 292-3645
(Registrant’s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934
during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to such filing
requirements for the past 90 days. Yes þ
No ¨
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data File
required to be submitted and posted pursuant to Rule 405 of Regulation S-T during the preceding 12 months (or for such shorter period that the registrant was
required to submit and post such files). Yes þ
No ¨
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting company.
See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting company” in Rule 12b-2 of the Exchange Act.
Large accelerated filer þ

Accelerated filer ¨
Non-accelerated filer ¨
(Do not check if a smaller reporting company)

Smaller reporting company ¨

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes ¨

No þ

As of July 31, 2012, the registrant had outstanding 13,857,378 voting ordinary shares and 2,725,637 non-voting convertible ordinary shares, each par
value $1.00 per share.
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PART I — FINANCIAL INFORMATION
Item 1.

FINANCIAL STATEMENTS
ENSTAR GROUP LIMITED
UNAUDITED CONDENSED CONSOLIDATED BALANCE SHEETS
As of June 30, 2012 and December 31, 2011
June 30,
December 31,
2012
2011
(expressed in thousands of U.S.
dollars, except share data)

ASSETS
Short-term investments, trading, at fair value
Fixed maturities, available-for-sale, at fair value (amortized cost: 2012 — $411,168; 2011 — $590,588)
Fixed maturities, trading, at fair value
Equities, trading, at fair value
Other investments, at fair value
Total investments
Cash and cash equivalents
Restricted cash and cash equivalents
Accrued interest receivable
Accounts receivable
Income taxes recoverable
Reinsurance balances recoverable
Funds held by reinsured companies
Goodwill
Other assets
TOTAL ASSETS
LIABILITIES
Losses and loss adjustment expenses
Reinsurance balances payable
Accounts payable and accrued liabilities
Income taxes payable
Loans payable
Other liabilities
TOTAL LIABILITIES
COMMITMENTS AND CONTINGENCIES
SHAREHOLDERS’ EQUITY
Share capital
Authorized, issued and fully paid, par value $1 each (authorized 2012: 156,000,000; 2011: 156,000,000)
Ordinary shares (issued and outstanding 2012: 13,711,656; 2011: 13,665,051)
Non-voting convertible ordinary shares:
Series A (issued 2012: 2,972,892; 2011: 2,972,892)
Series B, C and D (issued and outstanding 2012: 2,725,637; 2011: 2,725,637)
Treasury shares at cost (Series A non-voting convertible ordinary shares 2012: 2,972,892; 2011: 2,972,892)
Additional paid-in capital
Accumulated other comprehensive income
Retained earnings
Total Enstar Group Limited Shareholders’ Equity
Noncontrolling interest
TOTAL SHAREHOLDERS’ EQUITY
TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY
See accompanying notes to the unaudited condensed consolidated financial statements
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$ 405,090
421,809
2,216,611
97,779
324,635
3,465,924
672,883
283,416
26,116
31,814
12,254
1,407,013
90,612
21,222
19,687
$ 6,030,941

$ 410,269
607,316
2,035,369
89,981
192,264
3,335,199
850,474
373,191
26,924
50,258
10,559
1,789,582
107,748
21,222
40,981
$ 6,606,138

$ 3,810,331
162,838
121,913
9,645
126,312
112,826
4,343,865

$ 4,282,916
208,540
75,983
16,985
242,710
95,593
4,922,727

13,712

13,665

2,973
2,726
(421,559)
958,351
26,380
855,230
1,437,813
249,263
1,687,076
$ 6,030,941

2,973
2,726
(421,559)
956,329
27,096
804,836
1,386,066
297,345
1,683,411
$ 6,606,138
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ENSTAR GROUP LIMITED
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF EARNINGS
For the Three and Six Month Periods Ended June 30, 2012 and 2011
Three Months Ended June 30,
Six Months Ended June 30,
2012
2011
2012
2011
(expressed in thousands of U.S.
dollars, except share and per share data)

INCOME
Consulting fees
Net investment income
Net realized and unrealized (losses) gains
Gain on bargain purchase

$

1,775
23,393
(808)
—
24,360

EXPENSES
Net reduction in ultimate loss and loss adjustment expense
liabilities:
Reduction in estimates of net ultimate losses
Reduction in provisions for bad debt
Reduction in provisions for unallocated loss adjustment
expense liabilities
Amortization of fair value adjustments
Salaries and benefits
General and administrative expenses
Interest expense
Net foreign exchange (gains) losses

$

2,045
22,928
5,264
—
30,237

$

3,969
46,176
22,234
—
72,379

$

6,081
41,470
8,632
13,105
69,288

(58,417)
(527)

(27,829)
(1,672)

(61,715)
(2,782)

(30,441)
(1,672)

(11,661)
2,240
(68,365)
24,379
14,156
2,062
(627)
(28,395)
52,755
(11,905)
40,850
(129)

(11,783)
6,969
(34,315)
16,723
28,211
1,697
1,932
14,248
15,989
(975)
15,014
(5,639)

(24,513)
9,827
(79,183)
44,830
29,014
4,173
1,642
476
71,903
(15,647)
56,256
(5,862)

(23,320)
17,046
(38,387)
27,105
45,961
3,663
9,266
47,608
21,680
(1,592)
20,088
(7,210)

EARNINGS BEFORE INCOME TAXES
INCOME TAXES
NET EARNINGS
Less: Net earnings attributable to noncontrolling interest
NET EARNINGS ATTRIBUTABLE TO ENSTAR GROUP
LIMITED

$

40,721

$

9,375

$

50,394

$

12,878

EARNINGS PER SHARE — BASIC:
Net earnings per ordinary share attributable to Enstar Group
Limited shareholders

$

2.48

$

0.67

$

3.07

$

0.96

EARNINGS PER SHARE — DILUTED
Net earnings per ordinary share attributable to Enstar Group
Limited shareholders

$

2.44

$

0.66

$

3.02

$

Weighted average ordinary shares outstanding — basic
Weighted average ordinary shares outstanding — diluted

16,436,401
16,674,792

13,999,179
14,285,685

16,432,001
16,673,250

See accompanying notes to the unaudited condensed consolidated financial statements
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0.94
13,475,418
13,755,623
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ENSTAR GROUP LIMITED
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
For the Three and Six Month Periods Ended June 30, 2012 and 2011
Three Months Ended
Six Months Ended
June 30,
June 30,
2012
2011
2012
2011
(expressed in thousands of U.S. dollars)

NET EARNINGS
Other comprehensive income, net of tax:
Unrealized holding (losses) gains on investments arising during the period
Reclassification adjustment for net realized and unrealized losses (gains) included in net
earnings
Decrease in defined benefit pension liability
Currency translation adjustment
Total other comprehensive (loss) income
Comprehensive income
Less comprehensive loss (income) attributable to noncontrolling interest
COMPREHENSIVE INCOME ATTRIBUTABLE TO ENSTAR GROUP LIMITED

$40,850
(2,182)
808
—
(3,892)
(5,266)
35,584
643
$36,227

$15,014

$ 56,256

$ 20,088

5,839

22,833

14,575

(22,234)
—
(908)
(309)
55,947
(6,269)
$ 49,678

(8,632)
272
12,255
18,470
38,558
(10,361)
$ 28,197

(5,264)
—
10,049
10,624
25,638
(7,846)
$17,792

See accompanying notes to the unaudited condensed consolidated financial statements
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ENSTAR GROUP LIMITED
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CHANGES
IN SHAREHOLDERS’ EQUITY
For the Six Month Periods Ended June 30, 2012 and 2011
Six Months Ended
June 30,
2012
2011
(expressed in thousands
of U.S. dollars)

Share Capital — Ordinary Shares
Balance, beginning of period
Issue of shares
Share awards granted/vested
Balance, end of period

$ 13,665
3
44
$ 13,712

$ 12,940
538
42
$ 13,520

Share Capital — Series A Non-Voting Convertible Ordinary Shares
Balance, beginning and end of period

$

2,973

$

2,973

$

2,726
—
2,726

$

—
750
750

—
—
—
—

$

Share Capital — Series B, C and D Non-Voting Convertible Ordinary Shares
Balance, beginning of period
Preferred shares converted
Balance, end of period
Share Capital — Preference Shares
Balance, beginning of period
Issue of shares
Shares converted
Balance, end of period

$
$

$

$

$

—
750
(750)
—

Treasury Shares
Balance, beginning and end of period

$(421,559)

$(421,559)

Additional Paid-in Capital
Balance, beginning of period
Share awards granted/vested
Issue of shares and warrants, net
Amortization of share awards
Balance, end of period

$ 956,329
381
280
1,361
$ 958,351

$ 667,907
168
105,310
1,252
$ 774,637

Accumulated Other Comprehensive Income Attributable to Enstar Group Limited
Balance, beginning of period
Foreign currency translation adjustments
Net movement in unrealized holding gains on investments
Decrease in defined benefit pension liability
Balance, end of period

$ 27,096
(1,487)
771
—
$ 26,380

$ 35,017
9,152
5,895
272
$ 50,336

Retained Earnings
Balance, beginning of period
Net earnings attributable to Enstar Group Limited
Balance, end of period

$ 804,836
50,394
$ 855,230

$ 651,143
12,878
$ 664,021

Noncontrolling Interest
Balance, beginning of period
Return of capital
Dividends paid
Net earnings attributable to noncontrolling interest
Foreign currency translation adjustments
Net movement in unrealized holding (losses) gains on investments
Balance, end of period

$ 297,345
(35,366)
(18,985)
5,862
579
(172)
$ 249,263

$ 267,400
(16,200)
—
7,210
3,103
48
$ 261,561

See accompanying notes to the unaudited condensed consolidated financial statements
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ENSTAR GROUP LIMITED
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
For the Six Month Periods Ended June 30, 2012 and 2011
Six Months Ended June 30,
2012
2011
(expressed in thousands of
U.S. dollars)

OPERATING ACTIVITIES:
Net earnings
Adjustments to reconcile net earnings to cash flows used in operating activities:
Gain on bargain purchase
Net realized and unrealized investment gains
Net gain from other investments
Other items
Depreciation and amortization
Amortization of premiums and discounts
Net movement of trading securities held on behalf of policyholders
Sales and maturities of trading securities
Purchases of trading securities
Changes in assets and liabilities:
Reinsurance balances recoverable
Other assets
Losses and loss adjustment expenses
Reinsurance balances payable
Accounts payable and accrued liabilities
Other liabilities
Net cash flows used in operating activities
INVESTING ACTIVITIES:
Acquisitions, net of cash acquired
Sales and maturities of available-for-sale securities
Movement in restricted cash and cash equivalents
Funding of other investments
Redemption of bond funds
Other investing activities
Net cash flows provided by investing activities
FINANCING ACTIVITIES:
Net proceeds from issuance of shares
Distribution of capital to noncontrolling interest
Dividends paid to noncontrolling interest
Receipt of loans
Repayment of loans
Net cash flows (used in) provided by financing activities
TRANSLATION ADJUSTMENT
NET DECREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD
CASH AND CASH EQUIVALENTS, END OF PERIOD
Supplemental Cash Flow Information
Net income taxes paid
Interest paid
See accompanying notes to the unaudited condensed consolidated financial statements
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$

56,256

$ 20,088

—
(22,234)
(4,839)
1,754
631
16,426
11,317
1,125,863
(1,319,669)

(13,105)
(8,632)
(6,863)
2,494
771
9,007
448
630,961
(980,455)

382,569
56,350
(472,676)
(45,702)
17,670
9,729
(186,555)

(40,238)
60,005
(41,924)
(7,412)
(52,667)
(44,937)
(472,741)

—
183,609
89,775
(126,130)
103
(454)
146,903

(7,949)
261,977
143,408
(23,581)
12,535
(297)
386,093

—
(7,236)
(18,985)
—
(115,875)
(142,096)
4,157
(177,591)
850,474
$ 672,883

105,703
(16,200)
—
167,650
(207,016)
50,137
(2,919)
(39,430)
799,154
$ 759,724

$
$

$ 55,927
$ 3,848

15,367
4,689
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ENSTAR GROUP LIMITED
NOTES TO THE UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
June 30, 2012 and December 31, 2011
(Tabular information expressed in thousands of U.S. dollars except share and per share data)
(unaudited)
1.

BASIS OF PREPARATION AND CONSOLIDATION

The Company’s condensed consolidated financial statements have not been audited. These statements have been prepared in accordance with
accounting principles generally accepted in the United States of America (“U.S. GAAP”) for interim financial information and with the instructions to Form
10-Q and Article 10 of Regulation S-X. Accordingly, they do not include all of the information and footnotes required by U.S. GAAP for complete financial
statements. In the opinion of management, these financial statements reflect all adjustments (consisting of normal recurring accruals) considered necessary for
a fair presentation of the Company’s financial position and results of operations as at the end of and for the periods presented. Results of operations for
subsidiaries acquired are included from the dates of their acquisition by the Company. The results of operations for any interim period are not necessarily
indicative of the results for a full year. Inter-company accounts and transactions have been eliminated. In these notes, the terms “we,” “us,” “our,” or “the
Company” refer to Enstar Group Limited and its direct and indirect subsidiaries. The following information should be read in conjunction with the
Company’s Annual Report on Form 10-K for the year ended December 31, 2011.
Adoption of New Accounting Standards
In May 2011, the U.S. Financial Accounting Standards Board (“FASB”) issued amendments to disclosure requirements for common fair value
measurement. These amendments result in a common definition of fair value and common requirements for measurement of and disclosure requirements
under U.S. GAAP and International Financial Reporting Standards (“IFRS”). Consequently, the amendments change some fair value measurement principles
and disclosure requirements. The Company adopted this amended accounting guidance effective January 1, 2012. The adoption of the amended guidance
did not have a material impact on the consolidated financial statements.
In June 2011, FASB issued amendments to disclosure requirements for presentation of comprehensive income. This guidance requires presentation of
total comprehensive income, the components of net income, and the components of other comprehensive income either in a single continuous statement of
comprehensive income or in two separate but consecutive statements. The Company adopted this amended accounting guidance effective January 1, 2012.
The adoption of the amended guidance had no impact on the consolidated financial statements.
Recently Issued Accounting Standards Not Yet Adopted
In December 2011, FASB issued new disclosure requirements regarding the nature of an entity’s rights of setoff and related arrangements associated
with its financial instruments and derivatives. The new disclosures are designed to make financial statements that are prepared under U.S. GAAP more
comparable to those prepared under IFRS. The new disclosure requirements are effective retrospectively for annual and interim reporting periods beginning
on or after January 1, 2013. The Company is currently evaluating the impact of adopting these revised disclosure requirements on the consolidated financial
statements.
2.

SIGNIFICANT NEW BUSINESS
Zurich Danish Portfolio

On June 30, 2012, the Company, through the Danish branch of its wholly-owned subsidiary, Marlon Insurance Company Limited (“Marlon”), acquired,
by way of loss portfolio transfer under Danish law, a portfolio of reinsurance and professional disability business from the Danish branch of Zurich Insurance
Company (“Zurich”). Marlon received total assets and assumed total net insurance and reinsurance liabilities of approximately $58.7 million. The total assets
and assumed total net insurance and reinsurance liabilities may be adjusted in the third quarter of 2012 based on final balances reported by Zurich.
6
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ENSTAR GROUP LIMITED
NOTES TO THE UNAUDITED CONDENSED
CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
2.

SIGNIFICANT NEW BUSINESS — (cont’d)
Reciprocal of America

On July 6, 2012 the Company, through its wholly-owned subsidiary, Providence Washington Insurance Company, entered into a definitive loss
portfolio reinsurance agreement with Reciprocal of America (in Receivership) and its Deputy Receiver relating to a portfolio of workers compensation
business. The estimated total assets and liabilities to be assumed are approximately $174.0 million. Completion of the transaction is conditioned upon,
among other things, regulatory approvals and satisfaction of customary closing conditions. The transaction is expected to close in the fourth quarter of 2012.
3.

INVESTMENTS
Available-for-sale
The amortized cost and estimated fair values of the Company’s fixed maturity securities classified as available-for-sale were as follows:

Amortized
Cost

As at June 30, 2012
U.S. government and agency
Non-U.S. government
Corporate
Residential mortgage-backed
Commercial mortgage-backed
Asset-backed

$

5,662
133,354
234,699
12,071
10,519
14,863
$411,168

Amortized
Cost

As at December 31, 2011
U.S. government and agency
Non-U.S. government
Corporate
Residential mortgage-backed
Commercial mortgage-backed
Asset-backed

$ 17,816
160,128
366,954
13,544
12,680
19,466
$590,588

Gross
Unrealized
Holding
Gains

Gross
Unrealized
Holding
Losses
NonOTTI

$

$

Gross
Unrealized
Holding
Gains

Gross
Unrealized
Holding
Losses
NonOTTI

$

$

508
4,918
4,434
266
1,894
26
$ 12,046

546
9,227
7,937
276
3,044
65
$ 21,095

—
(727)
(445)
(88)
—
(145)
$ (1,405)

(433)
(828)
(2,578)
(108)
(7)
(413)
$ (4,367)

Fair
Value

$

6,170
137,545
238,688
12,249
12,413
14,744
$421,809

Fair
Value

$ 17,929
168,527
372,313
13,712
15,717
19,118
$607,316

Included within residential and commercial mortgage-backed securities are securities issued by U.S. agencies with a fair value of $4,080 and $nil,
respectively (2011 — $4,624 and $nil, respectively).
7
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ENSTAR GROUP LIMITED
NOTES TO THE UNAUDITED CONDENSED
CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
3.

INVESTMENTS — (cont’d)

The following tables summarize the Company’s fixed maturity securities classified as available-for-sale in an unrealized loss position as well as the
aggregate fair value and gross unrealized loss by length of time the security has continuously been in an unrealized loss position:
12 Months or Greater
Fair
Unrealized
Value
Losses

As at June 30, 2012

U.S. government and agency
Non-U.S. government
Corporate
Residential mortgage-backed
Commercial mortgage-backed
Asset-backed

$

—
—
13,859
1,146
—
8,887
$23,892

$

$

—
—
(205)
(85)
—
(142)
(432)

12 Months or Greater
Fair
Unrealized
Value
Losses

As at December 31, 2011

U.S. government and agency
Non-U.S. government
Corporate
Residential mortgage-backed
Commercial mortgage-backed
Asset-backed

$

—
14,982
47,197
1,299
—
7,577
$71,055

$

—
(466)
(1,367)
(105)
—
(187)
$ (2,125)

Less Than 12 Months
Fair
Unrealized
Value
Losses

$

—
15,215
28,203
38
49
892
$44,397

$

$

—
(727)
(240)
(3)
—
(3)
(973)

Total
Fair
Value

$

—
15,215
42,062
1,184
49
9,779
$68,289

Less Than 12 Months
Fair
Unrealized
Value
Losses

$ 8,318
16,305
54,106
36
215
6,491
$85,471

$

(433)
(362)
(1,211)
(3)
(7)
(226)
$ (2,242)

Unrealized
Losses

$

—
(727)
(445)
(88)
—
(145)
$ (1,405)
Total

Fair
Value

$

8,318
31,287
101,303
1,335
215
14,068
$ 156,526

Unrealized
Losses

$

(433)
(828)
(2,578)
(108)
(7)
(413)
$ (4,367)

As at June 30, 2012 and December 31, 2011, the number of securities classified as available-for-sale in an unrealized loss position was 57 and 107,
respectively, with a fair value of $68.3 million and $156.5 million, respectively. Of these securities, the number of securities that had been in an unrealized
loss position for twelve months or longer was 20 and 59, respectively. As of June 30, 2012, none of these securities were considered to be other than
temporarily impaired.
8
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ENSTAR GROUP LIMITED
NOTES TO THE UNAUDITED CONDENSED
CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
3.

INVESTMENTS — (cont’d)

The contractual maturities of the Company’s fixed maturity securities classified as available-for-sale are shown below. Actual maturities may differ
from contractual maturities because borrowers may have the right to call or prepay obligations with or without call or prepayment penalties.
As at June 30, 2012

Due in one year or less
Due after one year through five years
Due after five years through ten years
Due after ten years
Residential mortgage-backed
Commercial mortgage-backed
Asset-backed

As at December 31, 2011

Due in one year or less
Due after one year through five years
Due after five years through ten years
Due after ten years
Residential mortgage-backed
Commercial mortgage-backed
Asset-backed

Amortized
Cost

Fair
Value

$264,812
104,539
1,325
3,039
373,715
12,071
10,519
14,863
$411,168

$267,322
110,427
1,589
3,065
382,403
12,249
12,413
14,744
$421,809

Amortized
Cost

Fair
Value

$230,550
308,062
3,296
2,990
544,898
13,544
12,680
19,466
$590,588

$230,377
322,131
3,367
2,894
558,769
13,712
15,717
19,118
$607,316

% of Total
Fair Value

63.4%
26.2%
0.4%
0.7%
90.7%
2.9%
2.9%
3.5%
100.0%
% of Total
Fair Value

37.9%
53.0%
0.6%
0.5%
92.0%
2.3%
2.6%
3.1%
100.0%

The following tables set forth certain information regarding the credit ratings (provided by major rating agencies) of the Company’s fixed maturity
securities classified as available-for-sale:
As at June 30, 2012

AAA
AA
A
BBB or lower
Not Rated

9

Amortized
Cost

Fair
Value

$124,570
123,134
141,446
21,720
298
$411,168

$128,914
125,282
145,376
21,614
623
$421,809

% of Total
Fair Value

30.6%
29.7%
34.5%
5.1%
0.1%
100.0%
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ENSTAR GROUP LIMITED
NOTES TO THE UNAUDITED CONDENSED
CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
3.

INVESTMENTS — (cont’d)

As at December 31, 2011

AAA
AA
A
BBB or lower
Not Rated

Amortized
Cost

Fair
Value

$204,967
131,092
210,040
44,100
389
$590,588

$214,873
132,971
215,225
43,526
721
$607,316

% of Total
Fair Value

35.4%
21.9%
35.4%
7.2%
0.1%
100.0%

Trading
The estimated fair values of the Company’s investments in fixed maturity securities, short-term investments and equities classified as trading securities
were as follows:

U.S. government and agency
Non-U.S. government
Corporate
Municipal
Residential mortgage-backed
Commercial mortgage-backed
Asset-backed
Equities

June 30,
2012

December 31,
2011

$ 303,626
244,909
1,817,874
21,308
86,279
110,994
36,711
97,779
$2,719,480

$ 400,908
212,251
1,595,930
25,416
97,073
70,977
43,083
89,981
$2,535,619

The following tables set forth certain information regarding the credit ratings (provided by major rating agencies) of the Company’s fixed maturity
securities and short-term investments classified as trading:
Fair
Value

As at June 30, 2012

AAA
AA
A
BBB or lower
Not Rated

$ 400,222
905,921
948,003
351,471
16,084
$2,621,701
Fair
Value

As at December 31, 2011

AAA
AA
A
BBB or lower
Not Rated

$ 881,951
400,394
796,608
341,307
25,378
$2,445,638
10

% of Total
Fair Value

15.3%
34.5%
36.2%
13.4%
0.6%
100.0%
% of Total
Fair Value

36.0%
16.4%
32.6%
14.0%
1.0%
100.0%
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INVESTMENTS — (cont’d)
Other Investments
The estimated fair values of the Company’s other investments were as follows:

Private equity funds
Bond funds
Fixed income hedge funds
Equity fund
Real estate debt fund
Other

June 30,
2012

December 31,
2011

$112,142
106,484
48,950
36,411
15,474
5,174
$324,635

$ 107,388
54,537
24,395
—
—
5,944
$ 192,264

Private equity funds
This class is comprised of several private equity funds that invest primarily in the financial services industry. All of the Company’s investments in
private equity funds are subject to restrictions on redemptions and sales that are determined by the governing documents and limit the Company’s ability to
liquidate those investments. These restrictions have been in place since the dates the initial investments were made by the Company.
As of June 30, 2012 and December 31, 2011, the Company had $112.1 million and $107.4 million, respectively, of other investments recorded in
private equity funds, which represented 2.5% and 2.4% of total investments, cash and cash equivalents, and restricted cash and cash equivalents, at June 30,
2012 and December 31, 2011. Due to a lag in the valuations reported by the managers, the Company records changes in the investment value with up to a
three-month lag.
Bond funds
This class is comprised of a number of positions in diversified bond mutual funds managed by third-party managers.
Fixed income hedge funds
This class is comprised of hedge funds that invest in a diversified portfolio of debt securities. The advisor of the funds intends to seek attractive riskadjusted total returns for the funds’ investors by acquiring, originating, and actively managing a diversified portfolio of debt securities, with a focus on
various forms of asset-backed securities and loans. The funds focus on investments that the advisor believes to be fundamentally undervalued with current
market prices that are believed to be compelling relative to intrinsic value. The hedge funds are not currently eligible for redemption due to imposed lock-up
periods of three years from the time of the Company’s initial investment. Once eligible, redemptions will be permitted quarterly with 90 days’ notice. The
first investment in the fund will be eligible for redemption in March 2014.
Equity fund
This class is comprised of an equity fund that invests in a diversified portfolio of international publicly traded equity securities. The manager of the
fund seeks to maximize the intrinsic value of the portfolio by focusing on price and quality.
11
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INVESTMENTS — (cont’d)
Real estate debt fund

This class is comprised of a real estate debt fund that invests primarily in U.S. commercial real estate. A redemption request for this fund can be made
10 days after the date of any monthly valuation; the fund states that it will make commercially reasonable efforts to redeem the investment within the next
monthly period.
Other
Other is comprised primarily of the College and University Facility Loan Trust (“Loan Trust”). The Loan Trust provides loans to educational
institutions throughout the U.S. and its territories. The Company holds Class B certificates of the Loan Trust and accordingly receives semi-annual
distributions. The Company’s investment in the Loan Trust has no redemption rights.
Level 3 Other Investments
The following table presents the fair value, unfunded commitments, and redemption frequency for all other investments classified as Level 3 within the
fair value hierarchy and are valued at net asset value as at June 30, 2012:
Total Fair
Value

Private equity funds
Fixed income hedge funds
Real estate debt fund
Other

$ 112,142
48,950
15,474
5,174
$ 181,740

Unfunded
Commitments

$

$

65,029
—
—
696
65,725

Redemption Frequency

Not eligible
Quarterly after lock-up periods expire
10 days’ notice after monthly valuation
Not eligible

Information regarding other investments the Company has with related parties is described in “Note 11 — Related Party Transactions.”
Other-Than-Temporary Impairment Process
The Company assesses whether declines in the fair value of its fixed maturity investments classified as available-for-sale represent impairments that are
other-than-temporary and whether a credit loss exists in accordance with its accounting policies. The Company had no planned sales of its fixed maturity
investments classified as available-for-sale as at June 30, 2012. In assessing whether it is more likely than not that the Company will be required to sell a
fixed maturity investment before its anticipated recovery, the Company considers various factors including its future cash flow requirements, legal and
regulatory requirements, the level of its cash, cash equivalents, short-term investments and fixed maturity investments available-for-sale in an unrealized gain
position, and other relevant factors. For the six months ended June 30, 2012, the Company did not recognize any other-than-temporary impairments due to
required sales. The Company determined that, as at June 30, 2012, no credit losses existed.
Fair Value of Financial Instruments
Fair value is defined as the price at which to sell an asset or transfer a liability (i.e. the “exit price”) in an orderly transaction between market
participants. The Company uses a fair value hierarchy that gives the highest priority to quoted prices in active markets and the lowest priority to
unobservable data. The hierarchy is broken down into three levels as follows:
•

Level 1 — Valuations based on unadjusted quoted prices in active markets for identical assets or liabilities that the Company has the ability to
access. Valuation adjustments and block discounts are not applied to Level 1 instruments.
12
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INVESTMENTS — (cont’d)
•

Level 2 — Valuations based on quoted prices in active markets for similar assets or liabilities, quoted prices for identical assets or liabilities in
inactive markets, or for which significant inputs are observable (e.g. interest rates, yield curves, prepayment speeds, default rates, loss severities,
etc.) or can be corroborated by observable market data.

•

Level 3 — Valuations based on inputs that are unobservable and significant to the overall fair value measurement. The unobservable inputs
reflect the Company’s own judgment about assumptions that market participants might use.

The following is a summary of valuation techniques or models the Company uses to measure fair value by asset and liability classes.
Fixed Maturity Investments
The Company’s fixed maturity portfolio is managed by the Company’s Chief Investment Officer and outside investment advisors with oversight from
the Company’s Investment Committee. Fair value prices for all securities in the fixed maturities portfolio are independently provided by the investment
custodian, investment accounting service provider and investment managers, each of which utilize internationally recognized independent pricing services.
Interactive Data Corporation is, however, the main pricing service utilized to estimate the fair value measurements for the Company’s fixed maturity
investments. The Company records the unadjusted price provided by the investment custodian or the investment accounting service provider and validates
this price through a process that includes, but is not limited to: (i) comparison of prices between two independent sources, with significant differences
requiring additional price sources; (ii) quantitative analysis (e.g., comparing the quarterly return for each managed portfolio to its target benchmark, with
significant differences identified and investigated); (iii) evaluation of methodologies used by external parties to estimate fair value, including a review of the
inputs used for pricing; and (iv) comparing the price to the Company’s knowledge of the current investment market. The Company’s internal price
verification procedures and review of fair value methodology documentation provided by independent pricing services have not historically resulted in
adjustment in the prices obtained from the pricing service.
The independent pricing services used by the investment custodian, investment accounting service provider and investment managers obtain actual
transaction prices for securities that have quoted prices in active markets. For determining the fair value of securities that are not actively traded, in general,
pricing services use “matrix pricing” in which the independent pricing service uses observable market inputs including, but not limited to, reported trades,
benchmark yields, broker/dealer quotes, interest rates, prepayment speeds, default rates and such other inputs as are available from market sources to
determine a reasonable fair value. In addition, pricing services use valuation models, using observable data, such as an Option Adjusted Spread model, to
develop prepayment and interest rate scenarios. The Option Adjusted Spread model is commonly used to estimate fair value for securities such as mortgagebacked and asset-backed securities.
The following describes the techniques generally used to determine the fair value of the Company’s fixed maturities by asset class.
•

U.S. government and agency securities consist of securities issued by the U.S. Treasury and mortgage pass-through agencies such as the Federal
National Mortgage Association, the Federal Home Loan Mortgage Corporation and other agencies. The significant inputs include the spread
above the risk-free yield curve, reported trades and broker-dealer quotes. These are considered to be observable market inputs and, therefore, the
fair values of these securities are classified within Level 2.
13
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•

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

•

Corporate securities consist primarily of investment-grade debt of a wide variety of corporate issuers and industries. The fair values of these
securities are determined using the spread above the risk-free yield curve, reported trades, broker-dealer quotes, benchmark yields, and industry
and market indicators. These are considered observable market inputs and, therefore, the fair values of these securities are classified within
Level 2. Where pricing is unavailable from pricing services, the Company obtains non-binding quotes from broker-dealers. This is generally the
case when there is a low volume of trading activity and current transactions are not orderly. In this event, securities are classified within Level 3.
As at June 30, 2012, the Company had one corporate security classified as Level 3.

•

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

•

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

•

Residential and commercial mortgage-backed securities include both agency and non-agency originated securities. The significant inputs used
to determine the fair value of these securities include the spread above the risk-free yield curve, reported trades, benchmark yields, broker-dealer
quotes, prepayment speeds, and default rates. These are considered observable market inputs and, therefore, the fair values of these securities are
classified within Level 2. Where pricing is unavailable from pricing services, the Company obtains non-binding quotes from broker-dealers. This
is generally the case when there is a low volume of trading activity and current transactions are not orderly. In this event, securities are classified
within Level 3. As at June 30, 2012, the Company had no residential or commercial mortgage-backed securities classified as Level 3.

Equity Securities
The Company’s equity securities are traded on the major exchanges and are managed by two external advisors. The Company uses Interactive Data
Corporation, an internationally recognized pricing service, to estimate the fair value measurements for all of its equity securities. The Company’s equity
securities are widely diversified and there is no significant concentration in any specific industry.
The Company has categorized all of its investments in common stock as Level 1 investments because the fair values of these securities are based on
quoted prices in active markets for identical assets or liabilities. Because their fair value estimates are based on observable market data, the Company has
categorized its investments in preferred stock as Level 2, with the exception of one preferred stock investment that was categorized as Level 3.
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Other Investments

The Company has ongoing due diligence processes with respect to funds in which it invests and their managers. These processes are designed to assist
the Company in assessing the quality of information provided by, or on behalf of, each fund and in determining whether such information continues to be
reliable or whether further review is warranted. Certain funds do not provide full transparency of their underlying holdings; however, the Company obtains
the audited financial statements for every fund annually, and regularly reviews and discusses the fund performance with the fund managers to corroborate the
reasonableness of the reported net asset values. While reported net asset value is the primary input to the review, when the net asset value is deemed not to be
indicative of fair value, the Company may incorporate adjustments to the reported net asset value and not use the permitted practical expedient on an
investment by investment basis. These adjustments may involve significant management judgment.
For its investments in private equity funds, the Company measures fair value by obtaining the most recently published net asset value as advised by
the external fund manager or third-party administrator. The funds calculate net asset value on a fair value basis. The use of net asset value as an estimate of
the fair value for investments in certain entities that calculate net asset value is a permitted practical expedient. For all publicly traded companies within the
funds, the Company adjusts the net asset value based on the latest share price. The Company has classified private equity funds as Level 3 investments
because they reflect the Company’s own judgment about the assumptions that market participants might use.
The bond funds in which the Company invests have been classified as Level 2 investments because their fair value is estimated using the net asset
value reported by Bloomberg and because the bond funds provide daily liquidity.
For its investments in fixed income hedge funds, the Company measures fair value by obtaining the most recently published net asset value as advised
by the external fund manager or third-party administrator. The investments in the funds are classified as Level 3 in the fair value hierarchy.
For its investment in the equity fund, the Company measures fair value by obtaining the most recently published net asset value. The investment in the
fund is classified as Level 2 because the fair value is provided daily by the administrator and the underlying investments of the fund are publicly traded
equities.
For its investment in the real estate debt fund, the Company measures fair value by obtaining the most recently published net asset value as advised by
the external fund manager or third-party administrator. The investment in the fund is classified as Level 3 in the fair value hierarchy.
For its investment in the Loan Trust, the Company measures fair value by obtaining the most recently published financial statements of the Loan Trust.
The financial statements of the Loan Trust are audited annually in accordance with U.S. GAAP. In addition to the annual audited financial statements issued
by the Loan Trust, it also provides unaudited statements on a semi-annual basis. The investment in the Loan Trust is classified as Level 3 in the fair value
hierarchy.
A review of fair value hierarchy classifications is conducted on a quarterly basis. Changes in the observability of valuation inputs may result in a
reclassification for certain financial assets and liabilities. Reclassifications between Level 1, 2 and 3 of the fair value hierarchy are reported as transfers in
and/or out as of the beginning of the quarter in which the reclassifications occur.
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Fair Value Measurements

In accordance with the provisions of the Fair Value Measurement and Disclosure topic of the FASB Accounting Standards Codification (“ASC”) 820,
the Company has categorized its investments that are recorded at fair value among levels as follows:
June 30, 2012

U.S. government and agency
Non-U.S. government
Corporate
Municipal
Residential mortgage-backed
Commercial mortgage-backed
Asset-backed
Equities
Other investments
Total investments

Quoted Prices in
Active Markets
for Identical Assets
(Level 1)

Significant Other
Observable Inputs
(Level 2)

Significant
Unobservable Inputs
(Level 3)

$

$

$

$

—
—
—
—
—
—
—
89,765
—
89,765

309,796
382,454
2,056,000
21,308
98,528
123,407
51,455
4,704
142,895
3,190,547

$

$

—
—
562
—
—
—
—
3,310
181,740
185,612

Total Fair
Value

$ 309,796
382,454
2,056,562
21,308
98,528
123,407
51,455
97,779
324,635
$3,465,924

December 31, 2011

U.S. government and agency
Non-U.S. government
Corporate
Municipal
Residential mortgage-backed
Commercial mortgage-backed
Asset-backed
Equities
Other investments
Total investments

Quoted Prices in
Active Markets
for Identical Assets
(Level 1)

Significant Other
Observable Inputs
(Level 2)

Significant
Unobservable Inputs
(Level 3)

$

$

$

$

—
—
—
—
—
—
—
82,381
—
82,381

418,837
380,778
1,967,724
25,416
110,785
86,694
62,201
4,625
54,537
3,111,597

$

$

—
—
519
—
—
—
—
2,975
137,727
141,221

Total Fair
Value

$ 418,837
380,778
1,968,243
25,416
110,785
86,694
62,201
89,981
192,264
$3,335,199

During 2012 and 2011, the Company had no transfers between Levels 1 and 2.
The following table presents a reconciliation of the beginning and ending balances for all investments measured at fair value on a recurring basis using
Level 3 inputs during the three months ended June 30, 2012:
Fixed
Maturity
Investments

Level 3 investments as of April 1, 2012
Purchases
Sales
Total realized and unrealized gains through earnings
Net transfers into and/or (out of) Level 3
Level 3 investments as of June 30, 2012

$

$
16

540
—
—
22
—
562

Other
Investments

Equity
Securities

Total

$177,354
11,999
(12,021)
4,408
—
$181,740

$ 3,350
—
—
(40)
—
$ 3,310

$181,244
11,999
(12,021)
4,390
—
$185,612
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The amount of net gains/(losses) for the three months ended June 30, 2012 included in earnings attributable to the fair value of changes in assets still
held at June 30, 2012 was $5.3 million. Of this amount, $2.1 million was included in net realized and unrealized gains and $3.2 million was included in net
investment income.
The following table presents a reconciliation of the beginning and ending balances for all investments measured at fair value on a recurring basis using
Level 3 inputs during the three months ended June 30, 2011:
Fixed
Maturity
Investments

Level 3 investments as of April 1, 2011
Purchases
Sales
Total realized and unrealized gains through earnings
Net transfers into and/or (out of) Level 3
Level 3 investments as of June 30, 2011

$

1,513
—
(1,043)
82
—
$
552

Other
Investments

Equity
Securities

Total

$139,962
6,407
(1,617)
4,088
—
$148,840

$ 3,975
—
—
456
—
$ 4,431

$145,450
6,407
(2,660)
4,626
—
$153,823

The amount of net gains/(losses) for the three months ended June 30, 2011 included in earnings attributable to the fair value of changes in assets still
held at June 30, 2011 was $3.9 million. Of this amount, $0.5 million was included in net realized and unrealized gains and $3.4 million was included in net
investment income.
The following table presents a reconciliation of the beginning and ending balances for all investments measured at fair value on a recurring basis using
Level 3 inputs during the six months ended June 30, 2012:
Fixed
Maturity
Investments

Level 3 investments as of January 1, 2012
Purchases
Sales
Total realized and unrealized gains through earnings
Net transfers into and/or (out of) Level 3
Level 3 investments as of June 30, 2012

$

$

519
—
—
43
—
562

Other
Investments

Equity
Securities

Total

$137,727
50,162
(13,164)
7,015
—
$181,740

$ 2,975
—
—
335
—
$ 3,310

$141,221
50,162
(13,164)
7,393
—
$185,612

The amount of net gains/(losses) for the six months ended June 30, 2012 included in earnings attributable to the fair value of changes in assets still
held at June 30, 2012 was $7.8 million. Of this amount, $2.5 million was included in net realized and unrealized gains and $5.3 million was included in net
investment income.
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The following table presents a reconciliation of the beginning and ending balances for all investments measured at fair value on a recurring basis using
Level 3 inputs during the six months ended June 30, 2011:
Fixed
Maturity
Investments

Level 3 investments as of January 1, 2011
Purchases
Sales
Total realized and unrealized gains through earnings
Net transfers into and/or (out of) Level 3
Level 3 investments as of June 30, 2011

$

1,444
—
(1,043)
151
—
$
552

Other
Investments

Equity
Securities

Total

$132,435
10,564
(1,666)
7,507
—
$148,840

$ 3,575
—
—
856
—
$ 4,431

$137,454
10,564
(2,709)
8,514
—
$153,823

The amount of net gains/(losses) for the six months ended June 30, 2011 included in earnings attributable to the fair value of changes in assets still
held at June 30, 2011 was $6.4 million. Of this amount, $1.0 million was included in net realized and unrealized gains and $5.4 million was included in net
investment income.
Components of net realized and unrealized gains/(losses) are as follows:
Three Months Ended
June 30,
2012
2011

Gross realized gains on available-for-sale securities
Gross realized losses on available-for-sale securities
Net realized gains on trading securities
Net unrealized (losses) gains on trading securities
Net realized and unrealized gains

$ 1,044
—
4,765
(6,617)
$ (808)

$

Proceeds from sales and maturities of available-for-sale securities

$93,333

$160,868

$

346
(24)
1,783
3,159
5,264

Six Months Ended
June 30,
2012
2011

$

1,474
(423)
8,860
12,323
$ 22,234

$

$183,609

$261,977

$

568
(310)
3,146
5,228
8,632

Major categories of net investment income are summarized as follows:
Three Months Ended
June 30,
2012
2011

Interest from fixed maturities
Amortization of premiums and discounts
Dividends from equities
Other investments
Interest from cash and cash equivalents and short-term investments
Interest on other receivables
Other income
Interest on deposits held with clients
Investment expenses

$21,499
(7,720)
690
2,499
2,788
4,005
566
314
(1,248)
$23,393
18

$17,298
(5,335)
440
3,870
3,493
2,369
733
438
(378)
$22,928

Six Months Ended
June 30,
2012
2011

$ 41,992
(16,426)
1,311
4,839
7,159
5,215
3,358
611
(1,883)
$ 46,176

$31,706
(9,007)
704
6,863
5,749
4,100
1,345
696
(686)
$41,470
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Restricted Investments

The Company is required to maintain investments on deposit with various regulatory authorities to support its insurance and reinsurance operations.
The investments on deposit are available to settle insurance and reinsurance liabilities. The Company also utilizes trust accounts to collateralize business
with its insurance and reinsurance counterparties. These trust accounts generally take the place of letter of credit requirements. The investments in trusts as
collateral are primarily highly rated fixed maturity securities. The carrying value of the Company’s restricted investments as of June 30, 2012 and
December 31, 2011 was as follows:

Assets used for collateral in trust for third-party agreements
Deposits with regulatory authorities
Others

4.

June 30,
2012

December 31,
2011

$513,007
195,204
54,133
$762,344

$ 571,041
200,136
59,763
$ 830,940

RESTRICTED CASH AND CASH EQUIVALENTS

Restricted cash and cash equivalents were $283.4 million and $373.2 million as of June 30, 2012 and December 31, 2011, respectively. The restricted
cash and cash equivalents are used as collateral against letters of credit and as guarantees under trust agreements. Letters of credit are issued to ceding insurers
as security for the obligations of insurance subsidiaries under reinsurance agreements with those ceding insurers.
5.

DERIVATIVE INSTRUMENTS

The Company uses foreign currency forward exchange contracts as part of its overall foreign currency risk management strategy or to obtain exposure
to a particular financial market and for yield enhancement. These derivatives were not designated as hedging investments.
The following table sets out the foreign exchange forward contracts outstanding as at June 30, 2012 and the estimated fair value of derivative
instruments recorded on the balance sheet:
Foreign exchange
forward contract

Australian dollar
Australian dollar
British pound

Contract Date

February 8, 2012
February 8, 2012
March 6, 2012

Settlement Date

December 19, 2012
May 10, 2013
March 6, 2013

Contract Amount

AU$25.0 million
AU$35.0 million
UKP 17.0 million

Settlement
Amount

$26,165
36,099
26,611
$88,875

Fair Value as at
June 30, 2012

$538
221
(55)
$704

The Company recognized in net earnings for the three and six months ended June 30, 2012, a foreign exchange gain of $0.7 million and $0.6 million,
respectively, on the foreign currency forward exchange contracts.
In October 2010, the Company entered into a foreign currency forward exchange contract pursuant to which it sold AU$45.0 million for $42.5 million
with a contract settlement date of June 30, 2011. The Company recognized in net earnings for the three and six months ended June 30, 2011 a foreign
exchange loss of $1.5 million and $1.9 million, respectively, on the foreign currency forward exchange contract.
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Recoverable from reinsurers on:
Outstanding losses
Losses incurred but not reported
Fair value adjustments
Total reinsurance reserves recoverable
Paid losses recoverable

June 30,
2012

December 31,
2011

$ 615,697
553,221
(104,064)
1,064,854
342,159
$1,407,013

$ 837,693
678,437
(133,127)
1,383,003
406,579
$1,789,582

The Company’s acquired reinsurance subsidiaries, prior to acquisition, used retrocessional agreements to reduce their exposure to the risk of insurance
and reinsurance assumed. The Company’s reinsurance subsidiaries remain liable to the extent that retrocessionaires do not meet their obligations under these
agreements, and therefore, the Company evaluates and monitors concentration of credit risk among its reinsurers. Provisions are made for amounts considered
potentially uncollectible.
As of June 30, 2012 and December 31, 2011 total reinsurance balances recoverable were $1.41 billion and $1.79 billion, respectively. The decrease of
$382.6 million in total reinsurance balances recoverable was primarily as a result of commutations and cash collections made during the six months ended
June 30, 2012. At June 30, 2012 and December 31, 2011, the provision for uncollectible reinsurance recoverable relating to total reinsurance balances
recoverable was $347.5 million and $341.1 million, respectively. To estimate the provision for uncollectible reinsurance recoverable, the reinsurance
balances recoverable are first allocated to applicable reinsurers. This determination is based on a detailed process rather than an estimate, although an
element of judgment is applied. As part of this process, ceded incurred but not reported (“IBNR”) reserves are allocated by reinsurer. The ratio of the
provision for uncollectible reinsurance recoverable to total reinsurance balances recoverable (excluding provision for uncollectible reinsurance recoverable)
as of June 30, 2012, increased to 19.8% as compared to 16.0% as of December 31, 2011, primarily as a result of commutations and the collection of
reinsurance balances recoverable against which there were minimal provisions for uncollectible reinsurance recoverable.
The fair value adjustment, determined on acquisition of reinsurance subsidiaries, was initially based on the estimated timing of loss and loss
adjustment expense recoveries and an assumed interest rate equivalent to a risk free rate for securities with similar duration to the reinsurance recoverables
acquired plus a spread to reflect credit risk, and is amortized over the estimated recovery period using the constant yield method, as adjusted for accelerations
in timing of payments as a result of commutation settlements.
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At June 30, 2012, the Company’s top ten reinsurers accounted for 70.4% (December 31, 2011: 70.0%) of reinsurance recoverables (which includes loss
reserves recoverable and recoverables on paid losses) and included $391.3 million of IBNR reserves recoverable (December 31, 2011: $451.3 million). With
the exception of one BBB+ rated reinsurer from which $52.3 million was recoverable, the other top ten reinsurers, as at June 30, 2012, were all rated A+ or
better. As at December 31, 2011, with the exception of one BBB+ rated reinsurer from which $55.2 million was recoverable, the other top ten reinsurers were
all rated A+ or better. Reinsurance recoverables by reinsurer were as follows:
June 30, 2012
Reinsurance
% of
Recoverable
Total

Top ten reinsurers
Other reinsurers’ balances > $1 million
Other reinsurers’ balances < $1 million
Total

$ 990,767
411,695
4,551
$1,407,013

December 31, 2011
Reinsurance
% of
Recoverable
Total

70.4%
29.3%
0.3%
100.0%

$1,252,929
532,303
4,350
$1,789,582

70.0%
29.7%
0.3%
100.0%

As at June 30, 2012 and December 31, 2011, reinsurance balances recoverable with a carrying value of $214.4 million and $235.8 million,
respectively, were associated with one reinsurer, which represented 10% or more of total reinsurance balances recoverable. Of the $214.4 million recoverable
from the reinsurer as at June 30, 2012, $151.7 million is secured by a trust fund held for the benefit of the Company’s reinsurance subsidiaries. As at June 30,
2012, the reinsurer had a credit rating of A+, as provided by a major rating agency. In the event that all or any of the reinsuring companies that have not
secured their obligations are unable to meet their obligations under existing reinsurance agreements, the Company’s reinsurance subsidiaries will be liable
for such defaulted amounts.
7.

LOSSES AND LOSS ADJUSTMENT EXPENSES

Outstanding
Incurred but not reported
Fair value adjustment

June 30,
2012

December 31,
2011

$2,187,478
1,956,471
(333,618)
$3,810,331

$2,549,648
2,110,299
(377,031)
$4,282,916

Refer to Note 10 of Item 8 included in the Company’s Annual Report on Form 10-K for the year ended December 31, 2011 for more information on
establishing reserves.
Loss and loss adjustment expenses decreased by $472.6 million in the six months ended June 30, 2012 primarily as a result of claim settlements and
commutations partially offset by loss reserves acquired of $61.1 million. The largest reduction in loss and loss adjustment expense liabilities was a decrease
of approximately $340.9 million in workers compensation loss reserves.
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7.

LOSSES AND LOSS ADJUSTMENT EXPENSES — (cont’d)

The table below provides a reconciliation of the beginning and ending reserves for losses and loss adjustment expenses for the three months ended
June 30, 2012 and 2011. Losses incurred and paid are reflected net of reinsurance recoverables.
Three Months Ended
June 30,
2012
2011

Balance as at April 1
Less: total reinsurance reserves recoverable

$4,138,623
1,294,606
2,844,017
(17,134)
(68,365)
(71,762)
58,721
2,745,477
1,064,854
$3,810,331

Effect of exchange rate movement
Net reduction in ultimate loss and loss adjustment expense liabilities
Net losses paid
Reserves acquired from loss portfolio transfers
Net balance as at June 30
Plus: total reinsurance reserves recoverable
Balance as at June 30

$3,394,988
583,478
2,811,510
(1,020)
(34,315)
(65,208)
—
2,710,967
556,374
$3,267,341

The net reduction in ultimate loss and loss adjustment expense liabilities for the three months ended June 30, 2012 and 2011 was due to the following:
Three Months Ended
June 30,
2012
2011

Net losses paid
Net change in case and LAE reserves
Net change in IBNR
Reduction in estimates of net ultimate losses
Reduction in provisions for bad debt
Reduction in provisions for unallocated loss adjustment expense liabilities
Amortization of fair value adjustments
Net reduction in ultimate loss and loss adjustment expense liabilities

$ (71,762)
107,820
22,359
58,417
527
11,661
(2,240)
$ 68,365

$(65,208)
65,074
27,963
27,829
1,672
11,783
(6,969)
$ 34,315

Net change in case and loss adjustment expense reserves (“LAE reserves”) comprises the movement during the quarter in specific case reserve liabilities
as a result of claims settlements or changes advised to the Company by its policyholders and attorneys, less changes in case reserves recoverable advised by
the Company to its reinsurers as a result of the settlement or movement of assumed claims. Net change in IBNR reserves represents the change in the
Company’s actuarial estimates of losses incurred but not reported.
The net reduction in ultimate loss and loss adjustment expense liabilities for the three months ended June 30, 2012 of $68.4 million was attributable to
a reduction in estimates of net ultimate losses of $58.4 million, a reduction in provisions for bad debt of $0.5 million and a reduction in provisions for
unallocated loss adjustment expense liabilities of $11.7 million, relating to 2012 run-off activity, partially offset by the amortization of fair value
adjustments over the estimated payout period relating to companies acquired amounting to $2.2 million.
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LOSSES AND LOSS ADJUSTMENT EXPENSES — (cont’d)

The reduction in estimates of net ultimate losses of $58.4 million for the three months ended June 30, 2012, comprised of net favorable incurred loss
development of $36.0 million and reductions in IBNR reserves of $22.4 million, primarily related to the completion of six commutations of assumed
reinsurance liabilities, including one of the Company’s largest ten policyholder exposures as at January 1, 2012, and two commutations of ceded reinsurance
recoverables, one of which was among the Company’s largest ten reinsurance recoverables balances as at January 1, 2012.
The reduction in provisions for bad debt of $0.5 million resulted from the collection of recoverables against which bad debt provisions had been
provided for in earlier periods.
The net reduction in ultimate loss and loss adjustment expense liabilities for the three months ended June 30, 2011 of $34.3 million was attributable to
a reduction in estimates of net ultimate losses of $27.8 million, a reduction in provisions for bad debt of $1.7 million and a reduction in provisions for
unallocated loss adjustment expense liabilities of $11.8 million, relating to 2011 run-off activity, partially offset by the amortization of fair value
adjustments over the estimated payout period relating to companies acquired amounting to $7.0 million.
The reduction in estimates of net ultimate losses of $27.8 million for the three months ended June 30, 2011, comprised of net incurred loss
development of $0.1 million and reductions in IBNR reserves of $28.0 million, primarily related to the completion of two commutations that were among the
Company’s largest ten policyholder exposures.
The reduction in provisions for bad debt of $1.7 million resulted from the collection of recoverables against which bad debt provisions had been
provided for in earlier periods.
The table below provides a reconciliation of the beginning and ending reserves for losses and loss adjustment expenses for the six months ended
June 30, 2012 and 2011. Losses incurred and paid are reflected net of reinsurance recoverables.
Six Months Ended
June 30,
2012
2011

Balance as at January 1
Less: total reinsurance reserves recoverable

$4,282,916
1,383,003
2,899,913
(2,881)
(79,183)
(133,493)
—
58,721
2,400
2,745,477
1,064,854
$3,810,331

Effect of exchange rate movement
Net reduction in ultimate loss and loss adjustment expense liabilities
Net losses paid
Acquired on purchase of subsidiaries
Reserves acquired from loss portfolio transfers
Retroactive reinsurance contracts assumed
Net balance as at June 30
Plus: total reinsurance reserves recoverable
Balance as at June 30
23

$3,291,275
525,440
2,765,835
33,352
(38,387)
(153,339)
10,439
—
93,067
2,710,967
556,374
$3,267,341
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LOSSES AND LOSS ADJUSTMENT EXPENSES — (cont’d)
The net reduction in ultimate loss and loss adjustment expense liabilities for the six months ended June 30, 2012 and 2011 was due to the following:
Six Months Ended
June 30,
2012
2011

Net losses paid
Net change in case and LAE reserves
Net change in IBNR
Reduction in estimates of net ultimate losses
Reduction in provisions for bad debt
Reduction in provisions for unallocated loss adjustment expense liabilities
Amortization of fair value adjustments
Net reduction in ultimate loss and loss adjustment expense liabilities

$(133,493)
167,956
27,252
61,715
2,782
24,513
(9,827)
$ 79,183

$(153,339)
148,504
35,276
30,441
1,672
23,320
(17,046)
$ 38,387

The net reduction in ultimate loss and loss adjustment expense liabilities for the six months ended June 30, 2012 of $79.2 million was attributable to a
reduction in estimates of net ultimate losses of $61.7 million, a reduction in provisions for bad debt of $2.8 million and a reduction in provisions for
unallocated loss adjustment expense liabilities of $24.5 million, relating to 2012 run-off activity, partially offset by the amortization of fair value
adjustments over the estimated payout period relating to companies acquired amounting to $9.8 million.
The reduction in estimates of net ultimate losses of $61.7 million for the six months ended June 30, 2012, comprised of net favorable incurred loss
development of $34.4 million and reductions in IBNR reserves of $27.3 million, primarily related to the completion of six commutations of assumed
reinsurance liabilities, including one of the Company’s largest ten policyholder exposures as at January 1, 2012, and two commutations of ceded reinsurance
recoverables, one of which was among the Company’s largest ten reinsurance recoverables balances as at January 1, 2012.
The reduction in provisions for bad debt of $2.8 million resulted from the collection of recoverables against which bad debt provisions had been
provided for in earlier periods.
The net reduction in ultimate loss and loss adjustment expense liabilities for the six months ended June 30, 2011 of $38.4 million was attributable to a
reduction in estimates of net ultimate losses of $30.4 million, a reduction in provisions for bad debt of $1.7 million and a reduction in provisions for
unallocated loss adjustment expense liabilities of $23.3 million, relating to 2011 run-off activity, partially offset the amortization of fair value adjustments
over the estimated payout period relating to companies acquired amounting to $17.0 million.
The reduction in estimates of net ultimate losses of $30.4 million for the six months ended June 30, 2011, comprised of net incurred loss development
of $4.8 million and reductions in IBNR reserves of $35.3 million, primarily related to the completion of two commutations that were among the Company’s
largest ten policyholder exposures.
The reduction in provisions for bad debt of $1.7 million resulted from the collection of recoverables against which bad debt provisions had been
provided for in earlier periods.
8.

LOANS PAYABLE

The Company’s long-term debt consists of loan facilities used to partially finance certain of the Company’s acquisitions or significant new business
transactions along with loans outstanding in relation to the share repurchase agreements (the “Repurchase Agreements”) entered into with three of its
executives and certain trusts and a corporation affiliated with the executives. The Company’s two outstanding credit facilities (its Revolving
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8.

LOANS PAYABLE — (cont’d)

Credit Facility and its term facility related to the Company’s 2011 acquisition of Clarendon National Insurance Company (the “Clarendon Facility”)), as well
as the Repurchase Agreements, are described in Note 11 to the consolidated financial statements contained in the Company’s Annual Report on Form 10-K
for the year ended December 31, 2011.
On June 29, 2012, the Company fully repaid the outstanding principal and accrued interest of $118.0 million on its Revolving Credit Facility with
National Australia Bank Limited and Barclays Corporate (the “EGL Revolving Credit Facility”). As of June 30, 2012, the unused portion of the EGL
Revolving Credit Facility was $250.0 million.
As of June 30, 2012, all of the covenants relating to the two credit facilities were met.
Total amounts of loans payable outstanding, including accrued interest, as of June 30, 2012 and December 31, 2011 totaled $126.3 million and
$242.7 million, respectively, and were comprised as follows:
Facility

EGL Revolving Credit Facility
Clarendon Facility
Total long-term bank debt
Repurchase Agreements
Total loans payable
9.

June 30,
2012

Date of Facility

June 30, 2011
July 12, 2011
October 1, 2010

$

—
107,281
107,281
19,031
$ 126,312

December 31,
2011

$

$

115,881
108,123
224,004
18,706
242,710

EMPLOYEE BENEFITS

The Company’s share-based compensation plans provide for the grant of various awards to its employees and to members of the Board of Directors.
These are described in Note 14 to the consolidated financial statements contained in the Company’s Annual Report on Form 10-K for the year ended
December 31, 2011. The information below includes both the employee and director components of the Company’s share-based compensation.
(a) Employee share plans
Employee share awards for the six months ended June 30, 2012 are summarized as follows:

Nonvested — January 1
Granted
Vested
Nonvested — June 30
25

Number of
Shares

Weighted
Average Fair
Value of
the Award

203,930
2,931
(46,217)
160,644

$ 20,026
243
(4,508)
$ 15,894
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9.

EMPLOYEE BENEFITS — (cont’d)
(i)

2006-2010 Annual Incentive Compensation Program, 2011-2015 Annual Incentive Compensation Program and 2006 Equity Incentive Plan

For the six months ended June 30, 2012 and 2011, 191 and 16,328 shares, respectively, were awarded to directors, officers and employees under the
2006 Equity Incentive Plan. The total value of the awards for the six months ended June 30, 2012 was less than $0.1 million and was charged against the
Enstar Group Limited 2011-2015 Annual Incentive Compensation Program (“2011 Program”) accrual established for the year ended December 31, 2011. The
total value of the awards for the six months ended June 30, 2011 was $1.5 million and was charged against the 2006-2010 Annual Incentive Compensation
Program (“2006 Program”) accrual established for the year ended December 31, 2010. The 2006 Program ended effective December 31, 2010. On
February 23, 2011, the Company adopted the 2011 Program.
In addition, for the six months ended June 30, 2011, 50,000 restricted shares were awarded under the 2006 Equity Incentive Plan. The total
unrecognized compensation cost related to the Company’s non-vested share awards as at June 30, 2012 and 2011 was $9.7 million and $11.8 million,
respectively. This cost is expected to be recognized evenly over the next 3.5 years. Compensation costs of $0.7 million and $1.4 million relating to these
share awards were recognized in the Company’s statement of earnings for the three and six months ended June 30, 2012, respectively, as compared to $0.7
million and $1.2 million, respectively, for the three and six months ended June 30, 2011.
The expense relating to the 2011 Program for the three and six months ended June 30, 2012 was $7.2 million and $8.9 million, respectively as
compared to $1.7 million and $1.8 million, respectively, for three and six months ended June 30, 2011 relating to the 2006 Program.
(ii)

Enstar Group Limited Employee Share Purchase Plan

Compensation costs of less than $0.1 million and $0.2 million, respectively, relating to the shares issued under the Amended and Restated Enstar
Group Limited Employee Share Purchase Plan have been recognized in the Company’s statement of earnings for the three and six months ended June 30,
2012 and June 30, 2011, respectively. For the six months ended June 30, 2012 and 2011, 2,740 and 2,675 shares, respectively, were issued to employees.
(b) Options

Number of
Shares

Weighted
Average
Exercise
Price

Intrinsic
Value of
Shares

98,075
—
98,075

$ 40.78
—
$ 40.78

$5,631
—
$5,704

Outstanding — January 1, 2012
Exercised
Outstanding — June 30, 2012
Stock options outstanding and exercisable as of June 30, 2012 were as follows:
Number of
Options

Exercise Price

$40.78

98,075
26

Weighted
Average
Exercise Price

$

40.78

Weighted Average
Remaining
Contractual Life

1.1
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9.

EMPLOYEE BENEFITS — (cont’d)
(c) Deferred Compensation and Stock Plan for Non-Employee Directors

For the six months ended June 30, 2012 and 2011, 1,540 and 2,407 restricted share units, respectively, were credited to the accounts of non-employee
directors under the Enstar Group Limited Deferred Compensation and Ordinary Share Plan for Non-Employee Directors.
(d) Pension plan
The Company provides pension benefits to eligible employees through various plans sponsored by the Company. All pension plans are structured as
defined contribution plans, except for the PWAC Plan discussed below. Pension expense for the three and six months ended June 30, 2012 was $1.0 million
and $2.9 million, respectively, as compared to $1.0 million and $2.1 million, respectively, for three and six months ended June 30, 2011.
The Company acquired, as part of the acquisition of PW Acquisition Company (“PWAC”), a noncontributory defined benefit pension plan (the
“PWAC Plan”) that covers substantially all PWAC employees hired before April 1, 2003 and provides pension and certain death benefits. Effective April 1,
2004, PWAC froze the PWAC Plan. As at June 30, 2012 and December 31, 2011, PWAC had an accrued liability of $10.2 million and $10.5 million,
respectively, for the unfunded PWAC Plan liability.
The Company recorded pension expense relating to the PWAC Plan, for the three and six months ended June 30, 2012, of $0.2 million and
$0.4 million, respectively, as compared to $0.2 million and $0.3 million, respectively, for the three and six months ended June 30, 2011.
10.

EARNINGS PER SHARE
The following table sets forth the comparison of basic and diluted earnings per share for the three and six month periods ended June 30, 2012 and

2011:
Three Months Ended June 30,
2012
2011

Basic earnings per ordinary share:
Net earnings attributable to Enstar Group Limited
Weighted average ordinary shares outstanding — basic
Net earnings per ordinary share attributable to Enstar Group
Limited — basic
Diluted earnings per ordinary share:
Net earnings attributable to Enstar Group Limited
Weighted average ordinary shares outstanding — basic
Share equivalents:
Nonvested shares
Restricted share units
Options
Weighted average ordinary shares outstanding — diluted
Net earnings per ordinary share attributable to Enstar Group
Limited — diluted

Six Months Ended June 30,
2012
2011

$

40,721
16,436,401

$

9,375
13,999,179

$

50,394
16,432,001

$

12,878
13,475,418

$

2.48

$

0.67

$

3.07

$

0.96

$

40,721
16,436,401

$

9,375
13,999,179

$

50,394
16,432,001

$

12,878
13,475,418

160,644
14,226
63,521
16,674,792
$

2.44
27

203,930
17,106
65,470
14,285,685
$

0.66

164,284
13,867
63,098
16,673,250
$

3.02

189,289
17,297
73,619
13,755,623
$

0.94
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11.

RELATED PARTY TRANSACTIONS

The Company has entered into certain transactions with companies and partnerships that are affiliated with J. Christopher Flowers. Mr. Flowers was one
of the Company’s largest shareholders until May 2012, and until May 6, 2011 was a member of the Company’s Board of Directors.
As at June 30, 2012, investments associated with Mr. Flowers accounted for 92.2% of the total unfunded capital commitments of the Company and
47.9% of the total amount of investments classified as other investments by the Company. The below table summarizes the related party investments with
affiliates of Mr. Flowers.

J.C. Flowers II L.P.
J.C. Flowers III L.P.
JCF III Co-invest I L.P.
New NIB Partners L.P.
Varadero International Ltd
Total

June 30, 2012
Unfunded
Commitment

December 31, 2011
Unfunded
Commitment

June 30, 2012
Fair Value

December 31, 2011
Fair Value

$

$

$

$

$

2,220
58,410
—
—
—
60,630

$

2,220
69,247
—
—
—
71,467

23,448
41,491
23,037
18,422
48,950
$ 155,348

$

22,458
35,780
23,334
20,521
24,395
126,488

As of June 30, 2012 and December 31, 2011, the Company included $216.2 million and $221.8 million, respectively, as part of noncontrolling interest
on its balance sheet relating to five companies acquired in 2008 in which J.C. Flowers II L.P. co-invested.
On January 1, 2012, Lloyd’s Syndicate 2008 (“S2008”) transferred the assets and liabilities relating to its 2009 and prior underwriting years of account
into its 2010 underwriting year of account by means of a reinsurance to close transaction (“RITC”). Following the transfer, the existing noncontrolling
interest held by JCF FPK I L.P. and J.C. Flowers II L.P. ceased, resulting in the Company now providing 100% of the investment in S2008. As at June 30,
2012, $28.1 million payable by the Company in respect of noncontrolling interest related to this RITC transaction has been included in the Company’s
balance sheet as part of accounts payable and accrued liabilities.
12. TAXATION
Earnings before income taxes include the following components:
Three Months Ended
June 30,
2012
2011

Domestic (Bermuda)
Foreign
Total

$35,515
17,240
$52,755
28

$(14,616)
30,605
$ 15,989

Six Months Ended
June 30,
2012
2011

$17,780
54,123
$71,903

$(16,451)
38,131
$ 21,680
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12. TAXATION — (cont’d)
Tax expense (benefit) for income taxes is comprised of:
Three Months Ended
June 30,
2012
2011

Current:
Domestic (Bermuda)
Foreign

$

Deferred:
Domestic (Bermuda)
Foreign

—
6,587
6,587

$

—
5,318
5,318
$11,905

Total tax expense

—
6,657
6,657

—
(5,682)
(5,682)
$ 975

Six Months Ended
June 30,
2012
2011

$

—
9,445
9,445

—
6,202
6,202
$15,647

$

—
4,023
4,023

—
(2,431)
(2,431)
$ 1,592

Under current Bermuda law, the Company and its Bermuda subsidiaries are exempted from paying any taxes in Bermuda on their income or capital
gains until March 2035.
The Company has operating subsidiaries and branch operations in the United Kingdom, Australia, the United States and Europe and is subject to
federal, foreign, state and local taxes in those jurisdictions. In addition, certain distributions from some foreign sources may be subject to withholding taxes.
The expected income tax provision for the foreign operations computed on pre-tax income at the weighted average tax rate has been calculated as the
sum of the pre-tax income in each jurisdiction multiplied by that jurisdiction’s applicable statutory tax rate.
The actual income tax rate differed from the amount computed by applying the effective rate of 0% under Bermuda law to earnings before income taxes
as shown in the following reconciliation:
Three Months Ended
June 30,
2012
2011

Earnings before income tax

$52,755

Expected tax rate
Foreign taxes at local expected rates
Change in uncertain tax positions
Change in valuation allowance
Impact of Australian tax consolidation
Other
Effective tax rate

0.0%
21.0%
0.1%
1.4%
0.0%
0.1%
22.6%

$15,989
0.0%
45.9%
0.3%
(41.1%)
0.0%
1.0%
6.1%

Six Months Ended
June 30,
2012
2011

$71,903
0.0%
22.7%
0.1%
(1.3%)
0.0%
0.3%
21.8%

$21,680
0.0%
43.5%
0.5%
(32.7%)
(4.1%)
0.1%
7.3%

The Company has estimated future taxable income of its foreign subsidiaries and has provided a valuation allowance in respect of those loss
carryforwards where it does not expect to realize a benefit. The Company has considered all available evidence using a “more likely than not” standard in
determining the amount of the valuation allowance.
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12. TAXATION — (cont’d)
The Company had unrecognized tax benefits of $5.7 million and $5.6 million relating to uncertain tax positions as of June 30, 2012 and December 31,
2011, respectively.
The Company’s operating subsidiaries in specific countries may be subject to audit by various tax authorities and may have different statutes of
limitations expiration dates. With limited exceptions, the Company’s major subsidiaries that operate in the United States, United Kingdom and Australia are
no longer subject to tax examinations for years before 2005, 2008 and 2005, respectively.
Because the Company operates in many jurisdictions, its net earnings are subject to risk due to changing tax laws and tax rates around the world. The
current, rapidly changing economic environment may increase the likelihood of substantial changes to tax laws in the jurisdictions in which it operates. The
Company cannot predict what, if any, legislation, will actually be proposed or enacted, or what the effect of any such legislation might be on the Company’s
financial condition and results of operations.
13.

COMMITMENTS AND CONTINGENCIES

On March 14, 2012, the Company eliminated a certain guarantee of its obligation to its wholly-owned subsidiary, Fitzwilliam Insurance Limited
(“Fitzwilliam”), in respect of a letter of credit issued on its behalf by a London-based bank in the amount of £7.5 million (approximately $11.7 million)
relating to Fitzwilliam’s insurance contract requirements.
On June 26, 2012, the Company provided a limited parental guarantee supporting Fitzwilliam’s obligation in respect of an amendment to an existing
letter of credit issued on its behalf by a London-based bank in the amount of approximately $11.2 million relating to Fitzwilliam’s insurance contract
requirements.
As at June 30, 2012 and December 31, 2011, the Company had, in total, parental guarantees supporting Fitzwilliam’s obligations in the amount of
$217.1 million and $219.9 million, respectively.
During the six months ended June 30, 2012, the Company funded $0.8 million of its $5.0 million commitment to Dowling Capital Partners I, L.P.
On July 6, 2012 the Company, through its wholly-owned subsidiary, Providence Washington Insurance Company, entered into a definitive loss
portfolio reinsurance agreement with Reciprocal of America (in Receivership) and its Deputy Receiver relating to a portfolio of workers compensation
business. The estimated total assets and liabilities to be assumed are approximately $174.0 million. Completion of the transaction is conditioned upon,
among other things, regulatory approvals and satisfaction of customary closing conditions. The transaction is expected to close in the fourth quarter of 2012.
The Company is, from time to time, involved in various legal proceedings in the ordinary course of business, including litigation regarding claims. The
Company does not believe that the resolution of any currently pending legal proceedings, either individually or taken as a whole, will have a material effect
on its business, results of operations or financial condition. Nevertheless, there can be no assurance that such pending legal proceedings will not have a
material effect on the Company’s business, financial condition or results of operations. The Company anticipates that, similar to the rest of the insurance and
reinsurance industry, it will continue to be subject to litigation and arbitration proceedings in the ordinary course of business, including litigation generally
related to the scope of coverage with respect to asbestos and environmental claims. There can be no assurance that any such future litigation will not have a
material effect on the Company’s business, financial condition or results of operations.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Shareholders
of Enstar Group Limited
We have reviewed the condensed consolidated balance sheet of Enstar Group Limited and subsidiaries as of June 30, 2012, the related condensed
consolidated statements of earnings and comprehensive income for the three-month and six-month periods ended June 30, 2012, and the related condensed
consolidated statements of changes in shareholders’ equity and cash flows for the six-month period ended June 30, 2012. These condensed consolidated
financial statements are the responsibility of the Company’s management.
We conducted our review in accordance with the standards of the Public Company Accounting Oversight Board (United States). A review of interim
financial information consists principally of applying analytical procedures and making inquiries of persons responsible for financial and accounting
matters. It is substantially less in scope than an audit conducted in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the objective of which is the expression of an opinion regarding the financial statements taken as a whole. Accordingly, we do not express
such an opinion.
Based on our review, we are not aware of any material modifications that should be made to the condensed consolidated financial statements referred to
above for them to be in conformity with U.S. generally accepted accounting principles.
The consolidated financial statements of the Company as of and for the year ended December 31, 2011, were audited by other accountants whose
report dated February 24, 2012, expressed an unqualified opinion on those consolidated financial statements. Such consolidated financial statements were
not audited by us and, accordingly, we do not express an opinion or any form of assurance on the information set forth in the accompanying condensed
consolidated balance sheet as of December 31, 2011. Additionally, the condensed consolidated statements of earnings and comprehensive income for the
three-month and six-month periods ended June 30, 2011, and the related statements of changes in shareholders’ equity and cash flows for the six-month
period ended June 30, 2011, were not reviewed or audited by us, and accordingly, we do not express an opinion or any form of assurance on them.
/s/ KPMG
Hamilton, Bermuda
August 1, 2012
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Item 2.

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following is a discussion and analysis of our results of operations for the three and six months ended June 30, 2012 and 2011. This discussion and
analysis should be read in conjunction with the attached unaudited condensed consolidated financial statements and notes thereto and the audited
consolidated financial statements and notes thereto contained in our Annual Report on Form 10-K for the fiscal year ended December 31, 2011.
Business Overview
Enstar Group Limited, or Enstar, was formed in August 2001 under the laws of Bermuda to acquire and manage insurance and reinsurance companies in
run-off and portfolios of insurance and reinsurance business in run-off, and to provide management, consulting and other services to the insurance and
reinsurance industry.
Since our formation, we have, as of June 30, 2012, completed the acquisition of 35 insurance and reinsurance companies and 18 portfolios of insurance
and reinsurance business and are now administering those businesses in run-off. Of the 18 portfolios of insurance and reinsurance business, 10 were
Reinsurance to Close, or “RITC” transactions, with Lloyd’s of London insurance and reinsurance syndicates in run-off, whereby the portfolio of run-off
liabilities is transferred from one Lloyd’s syndicate to another. Insurance and reinsurance companies and portfolios of insurance and reinsurance business we
acquire that are in run-off no longer underwrite new policies. We derive our net earnings from the ownership and management of these companies and
portfolios of business in run-off primarily by settling insurance and reinsurance claims below the acquired value of loss reserves and from returns on the
portfolio of investments retained to pay future claims. In addition, we provide management and consultancy services, claims inspection services and
reinsurance collection services to our affiliates and third-party clients for both fixed and success-based fees.
Our primary corporate objective is to grow our net book value per share. We believe growth in our net book value is driven primarily by growth in our
net earnings, which is in turn driven in large part by successfully completing new acquisitions and effectively managing companies and portfolios of
business that we previously acquired.
Significant New Business
Zurich Danish Portfolio
On June 30, 2012, we, through the Danish branch of our wholly-owned subsidiary, Marlon Insurance Company Limited, or Marlon, acquired, by way of
loss portfolio transfer under Danish law, a portfolio of reinsurance and professional disability business from the Danish branch of Zurich Insurance Company,
or Zurich. Marlon received total assets and assumed total net insurance and reinsurance liabilities of approximately $58.7 million. The total assets and
assumed total net insurance and reinsurance liabilities may be adjusted in the third quarter of 2012 to the final balances reported by Zurich.
Reciprocal of America
On July 6, 2012 we, through our wholly-owned subsidiary Providence Washington Insurance Company, entered into a definitive loss portfolio
reinsurance agreement with Reciprocal of America (in Receivership) and its Deputy Receiver relating to a portfolio of workers compensation business. The
estimated total assets and liabilities to be assumed are approximately $174.0 million. Completion of the transaction is conditioned upon, among other things,
regulatory approvals and satisfaction of customary closing conditions. The transaction is expected to close in the fourth quarter of 2012.
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Results of Operations
The following table sets forth our selected consolidated statement of operations data for each of the periods indicated.
Three Months Ended
Six Months Ended
June 30,
June 30,
2012
2011
2012
2011
(in thousands of U.S. dollars)

INCOME
Consulting fees
Net investment income
Net realized and unrealized (losses) gains
Gain on bargain purchase
EXPENSES
Net reduction in ultimate loss and loss adjustment expense liabilities:
Reduction in estimates of net ultimate losses
Reduction in provisions for bad debt
Reduction in provisions for unallocated loss adjustment expense liabilities
Amortization of fair value adjustments
Salaries and benefits
General and administrative expenses
Interest expense
Net foreign exchange (gains) losses
Earnings before income taxes
Income taxes
NET EARNINGS
Less: Net earnings attributable to noncontrolling interest
NET EARNINGS ATTRIBUTABLE TO ENSTAR GROUP LIMITED

$ 1,775
23,393
(808)
—
24,360

$ 2,045
22,928
5,264
—
30,237

$ 3,969
46,176
22,234
—
72,379

$ 6,081
41,470
8,632
13,105
69,288

(58,417)
(527)
(11,661)
2,240
(68,365)
24,379
14,156
2,062
(627)
(28,395)
52,755
(11,905)
40,850
(129)
$ 40,721

(27,829)
(1,672)
(11,783)
6,969
(34,315)
16,723
28,211
1,697
1,932
14,248
15,989
(975)
15,014
(5,639)
$ 9,375

(61,715)
(2,782)
(24,513)
9,827
(79,183)
44,830
29,014
4,173
1,642
476
71,903
(15,647)
56,256
(5,862)
$ 50,394

(30,441)
(1,672)
(23,320)
17,046
(38,387)
27,105
45,961
3,663
9,266
47,608
21,680
(1,592)
20,088
(7,210)
$ 12,878

Comparison of the Three Months Ended June 30, 2012 and 2011
We reported consolidated net earnings, before net earnings attributable to noncontrolling interest, of approximately $40.9 million and $15.0 million
for the three months ended June 30, 2012 and 2011, respectively. The increase in earnings of approximately $25.9 million was attributable primarily to the
following:
(i)

an increase in net reduction in ultimate loss and loss adjustment expense liabilities of $34.0 million;

(ii)

a decrease in general and administrative expenses of $14.0 million due primarily to decreased professional fees, principally related to
decreased legal fees and settlement costs related to certain litigation, along with decreased arrangement and agency fees related to our
revolving credit facility; and

(iii)

an increase in net foreign exchange gains of $2.6 million; partially offset by
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(iv)

an increase in salaries and benefits costs of $7.7 million due primarily to our increased overall average headcount from 348 at June 30, 2011
to 406 at June 30, 2012 combined with an increase in the bonus accrual of $5.5 million for the three months ended June 30, 2012 as
compared to 2011;

(v)

a decrease in net realized and unrealized gains of $6.1 million due to mark-to-market changes in the market value of our equity securities,
along with a decrease in net realized and unrealized gains on our fixed maturity investments classified as trading; and

(vi)

an increase in income tax expense of $10.9 million due to higher net earnings within our taxable subsidiaries.

Noncontrolling interest in earnings decreased by $5.5 million to $0.1 million for the three months ended June 30, 2012 as a result of lower earnings in
those companies in which there are noncontrolling interests. Net earnings attributable to Enstar Group Limited increased from $9.4 million for the three
months ended June 30, 2011 to $40.7 million for the three months ended June 30, 2012.
Consulting Fees:
2012

Total

Three Months Ended June 30,
2011
Variance
(in thousands of U.S. dollars)

$1,775

$2,045

$ (270)

Our consulting companies earned fees of approximately $1.8 million and $2.0 million for the three months ended June 30, 2012 and 2011,
respectively. Consulting fee income as a percentage of net earnings has declined in recent periods, and we would expect it to remain at or around current
levels in future periods, excluding the impact of any one-time incentive-based fees that we might receive. While we intend to continue to provide
management and consultancy services, claims inspection services and reinsurance collection services to third-party clients in limited circumstances, our core
focus continues to be acquiring and managing insurance and reinsurance companies and portfolios of business in run-off.
Net Investment Income and Net Realized and Unrealized (Losses) Gains:
Three Months Ended June 30,
Net Realized and Unrealized
Net Investment Income
(Losses) Gains
2012
2011
Variance
2012
2011
Variance
(in thousands of U.S. dollars)
(in thousands of U.S. dollars)

Total

$23,393

$22,928

$ 465

$(808)

$5,264

$(6,072)

Net investment income (inclusive of net realized and unrealized (losses) gains) for the three months ended June 30, 2012 reduced by $5.6 million to
$22.6 million, as compared to $28.2 million for the three months ended June 30, 2011.
During the three months ended June 30, 2012 our average cash and investments (excluding equities and other investments) were $4.08 billion as
compared to $3.49 billion for the three months ended June 30, 2011. The average annualized return on our cash and investments (inclusive of net realized
and unrealized (losses) gains, but excluding net investment income and net realized and unrealized (losses) gains related to our other investments and
equities) for the three months ended June 30, 2012 was 1.88% as compared to the average annualized return of 2.33% for the three months ended June 30,
2011. The additional investment income from the increase in average cash and investments for the three months ended June 30, 2012 was offset by a decrease
in investment yields for the same period resulting in a decrease in investment returns.
The average annualized return on our other investments and equities (inclusive of net realized and unrealized (losses) gains) for the three months ended
June 30, 2012 was 1.74% as compared to the average annualized return of 7.29% for the three months ended June 30, 2011. The decrease in the returns was
principally attributable to net realized and unrealized mark-to-market losses on our equity securities.
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The average credit rating of our fixed maturity investments at June 30, 2012 was AA-. During 2011, the rating agency Standard & Poors downgraded
the U.S. sovereign debt from AAA to AA+. This, combined with the assets we acquired upon the acquisition of Clarendon (which had a lower proportion of
investments with AAA credit ratings), resulted in us having a lower percentage of AAA-rated investments than we had as at June 30, 2011.
Net Reduction in Ultimate Loss and Loss Adjustment Expense Liabilities:
The following table shows the components of the movement in the net reduction in ultimate loss and loss adjustment expense liabilities for the three
months ended June 30, 2012 and 2011:
Three Months Ended
June 30,
2012
2011
(in thousands of
U.S. dollars)

Net losses paid
Net change in case and LAE reserves
Net change in IBNR
Reduction in estimates of net ultimate losses
Reduction in provisions for bad debt
Reduction in provisions for unallocated loss adjustment expense liabilities
Amortization of fair value adjustments
Net reduction in ultimate loss and loss adjustment expense liabilities

$ (71,762)
107,820
22,359
58,417
527
11,661
(2,240)
$ 68,365

$(65,208)
65,074
27,963
27,829
1,672
11,783
(6,969)
$ 34,315

Net change in case and loss adjustment expense reserves, or LAE reserves, comprises the movement during the quarter in specific case reserve liabilities
as a result of claims settlements or changes advised to us by our policyholders and attorneys, less changes in case reserves recoverable advised by us to our
reinsurers as a result of the settlement or movement of assumed claims. Net change in incurred but not reported, or IBNR, reserves represents the change in our
actuarial estimates of losses incurred but not reported.
The net reduction in ultimate loss and loss adjustment expense liabilities for the three months ended June 30, 2012 of $68.4 million was attributable to
a reduction in estimates of net ultimate losses of $58.4 million, a reduction in provisions for bad debt of $0.5 million and a reduction in provisions for
unallocated loss adjustment expense liabilities of $11.7 million, relating to 2012 run-off activity, partially offset by the amortization of fair value
adjustments over the estimated payout period relating to companies acquired amounting to $2.2 million.
The reduction in estimates of net ultimate losses of $58.4 million for the three months ended June 30, 2012, comprised of net favorable incurred loss
development of $36.0 million and reductions in IBNR reserves of $22.4 million, primarily related to the completion of six commutations of assumed
reinsurance liabilities, including one of our largest ten policyholder exposures as at January 1, 2012, and two commutations of ceded reinsurance
recoverables, one of which were among our largest ten reinsurance recoverables balances as at January 1, 2012.
The reductions in provisions for bad debt of $0.5 million resulted from the collection of recoverables against which bad debt provisions had been
provided for in earlier periods.
The net reduction in ultimate loss and loss adjustment expense liabilities for the three months ended June 30, 2011 of $34.3 million was attributable to
a reduction in estimates of net ultimate losses of $27.8 million, a reduction in provisions for bad debt of $1.7 million and a reduction in provisions for
unallocated loss adjustment expense liabilities of $11.8 million, relating to 2011 run-off activity, partially offset by the amortization of fair value
adjustments over the estimated payout period relating to companies acquired amounting to $7.0 million.
The reduction in estimates of net ultimate losses of $27.8 million for the three months ended June 30, 2011, comprised of net incurred loss
development of $0.1 million and reductions in IBNR reserves of $28.0 million,
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which were primarily related to the completion of two commutations that were among our largest ten policyholder exposures.
The reductions in provisions for bad debt of $1.7 million resulted from the collection of recoverables against which bad debt provisions had been
provided for in earlier periods.
The table below provides a reconciliation of the beginning and ending reserves for losses and loss adjustment expenses for the three months ended
June 30, 2012 and 2011. Losses incurred and paid are reflected net of reinsurance recoverables.
Three Months Ended June 30,
2012
2011
(in thousands of U.S. dollars)

Balance as at April 1
Less: total reinsurance reserves recoverable

$ 4,138,623
1,294,606
2,844,017
(17,134)
(68,365)
(71,762)
58,721
2,745,477
1,064,854
$ 3,810,331

Effect of exchange rate movement
Net reduction in ultimate loss and loss adjustment expense liabilities
Net losses paid
Reserves acquired from loss portfolio transfers
Net balance as at June 30
Plus: total reinsurance reserves recoverable
Balance as at June 30

$ 3,394,988
583,478
2,811,510
(1,020)
(34,315)
(65,208)
—
2,710,967
556,374
$ 3,267,341

Refer to “—Significant New Business—Zurich Danish Portfolio” for information regarding reserves acquired from loss portfolio transfers during the
three months ended June 30, 2012.
Salaries and Benefits:
2012

Total

Three Months Ended June 30,
2011
Variance
(in thousands of U.S. dollars)

$24,379

$16,723

$(7,656)

Salaries and benefits, which include expenses relating to our discretionary bonus and employee share plans, were $24.4 million and $16.7 million for
the three months ended June 30, 2012 and 2011, respectively.
The principal changes in salaries and benefits were:
(i)

increased staff costs due to an increase in staff numbers from 348 at June 30, 2011 to 406 at June 30, 2012, primarily related to the expansion of
our U.S. operations; and

(ii)

an increase in the bonus accrual of approximately $6.3 million for the three months ended June 30, 2012 as compared to 2011 (expenses relating
to our discretionary bonus plan will be variable and are dependent on our overall profitability); partially offset by

(iii)

a decrease in U.S. dollar costs of our U.K.-based staff following a decrease in the average British pound exchange rate from approximately 1.6173
for the three months ended June 30, 2011 to 1.5770 for the three months ended June 30, 2012. Of our total headcount for the three months ended
June 30, 2012 and 2011, approximately 54% and 63% of salaries, respectively, were paid in British pounds.

General and Administrative Expenses:
2012

Total

Three Months Ended June 30,
2011
Variance
(in thousands of U.S. dollars)

$14,156
36
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General and administrative expenses decreased by $14.0 million during the three months ended June 30, 2012, as compared to the three months ended
June 30, 2011. The decrease in expenses for 2012 related primarily to:
(i)

a decrease in bank costs of $4.3 million associated primarily with the arrangement and agency fees paid in connection with establishing our
revolving credit facility in 2011;

(ii)

a decrease in professional fees of approximately $5.6 million due primarily to decreased legal fees and settlement costs associated with certain
litigation that was settled in 2011, along with a reduction in audit and audit related fees in 2012 of approximately $0.9 million; and

(iii)

a decrease in actuarial consulting fees of approximately $1.4 million related to costs associated with due diligence projects.

Net Foreign Exchange (Gains) Losses:
2012

Total

Three Months Ended June 30,
2011
Variance
(in thousands of U.S. dollars)

$(627)

$1,932

$ 2,559

We recorded net foreign exchange gains of $0.6 million and losses of $1.9 million for the three months ended June 30, 2012 and 2011, respectively.
The net foreign exchange gains for the three months ended June 30, 2012 arose primarily as a result of the increase in the fair value of our Australian dollar
forward exchange contracts. On February 8, 2012, we entered into two foreign currency forward exchange contracts pursuant to which we sold AU$25.0
million for $26.2 million and AU$35.0 million for $36.1 million. The contracts have settlement dates of December 19, 2012 and May 10, 2013, respectively.
In addition, we entered into a British pound forward exchange contract pursuant to which we sold 17.0 million British pounds for $26.6 million. The contract
has a settlement date of March 6, 2013.
The net foreign exchange losses for the three months ended June 30, 2011 arose primarily as a result of a decrease in the fair value of an Australian
dollar forward exchange contract, which expired on June 30, 2011, resulting in $1.5 million being recorded as part of net foreign exchange losses.
In addition to the net foreign exchange losses recorded in our consolidated statement of earnings for the three months ended June 30, 2012, we
recorded in our condensed consolidated statement of comprehensive income currency translation adjustment losses, net of noncontrolling interest, of
$3.9 million as compared to gains, net of noncontrolling interest, of $10.0 million for the same period in 2011. For the three months ended June 30, 2012, the
currency translation adjustments related primarily to our Australian-based and Ireland-based subsidiaries. As the functional currency of these subsidiaries is
Australian dollars and Euros, respectively, we are required to record any U.S. dollar gains or losses on the translation of their net Australian dollar or Euro
assets through accumulated other comprehensive income.
Income Tax Expense:
2012

Total

Three Months Ended June 30,
2011
Variance
(in thousands of U.S. dollars)

$11,905

$975

$(10,930)

We recorded income tax expense of $11.9 million and $1.0 million for the three months ended June 30, 2012 and 2011, respectively. The increase in
taxes for the three months ended June 30, 2012 was due to higher overall net earnings in our taxable subsidiaries as compared to those earned in the same
period in 2011.
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Noncontrolling Interest:
2012

Total

Three Months Ended June 30,
2011
Variance
(in thousands of U.S. dollars)

$129

$5,639

$(5,510)

We recorded a noncontrolling interest in earnings of $0.1 million and $5.6 million for the three months ended June 30, 2012 and 2011, respectively.
The decrease for the three months ended June 30, 2012 in noncontrolling interest was due primarily to a decrease in earnings for those companies where there
exists a noncontrolling interest. In addition, on January 1, 2012, Lloyd’s Syndicate 2008, or S2008, transferred the assets and liabilities relating to its 2009
and prior underwriting years of account into its 2010 underwriting year of account by means of an RITC transaction. Following the transfer, the existing
noncontrolling interest held by JCF FPK I L.P. and J.C. Flowers II L.P. ceased, resulting in us now providing 100% of the investment in S2008.
Comparison of the Six Months Ended June 30, 2012 and 2011
We reported consolidated net earnings, before net earnings attributable to noncontrolling interest, of approximately $56.3 million and $20.1 million
for the six months ended June 30, 2012 and 2011, respectively. The increase in earnings of approximately $36.2 million was primarily attributable to the
following:
(i)

an increase in net reduction in ultimate loss and loss adjustment expense liabilities of $40.8 million;

(ii)

a decrease in general and administrative expenses of $17.0 million due primarily to a decrease in professional fees, principally related to
decreased legal fees and settlement costs related to certain litigation settled in 2011, along with decreased arrangement and agency fees
related to our revolving credit facility;

(iii)

an increase in net investment income of $4.7 million;

(iv)

an increase in net realized and unrealized gains of $13.6 million due to mark-to-market changes in the market value of our equity securities,
along with an increase in net realized and unrealized gains on our fixed maturity investments classified as trading; and

(v)

a decrease in net foreign exchange losses of $7.6 million; partially offset by

(vi)

an increase in salaries and benefits costs of $17.7 million due primarily to our increased overall average headcount from 348 at June 30, 2011
to 406 at June 30, 2012 combined with an increase in the bonus accrual of $9.6 million for the six months ended June 30, 2012 as compared
to 2011;

(vii)

a gain on bargain purchase of $13.1 million in 2011, which arose in relation to our acquisition of Laguna Life Limited, or Laguna (as
compared to no gain on bargain purchase in 2012);

(viii)

a decrease in consulting fee income of $2.1 due to lower fees earned from third-party incentive-based engagements; and

(ix)

an increase in income tax expense of $14.0 million due in large part to higher net earnings within our taxable subsidiaries.

Noncontrolling interest in earnings reduced by $1.3 million to $5.9 million for the six months ended June 30, 2012 as a result of lower earnings in
those companies in which there are noncontrolling interests. Net earnings attributable to Enstar Group Limited increased from $12.9 million for the six
months ended June 30, 2011 to $50.4 million for the six months ended June 30, 2012.
Consulting Fees:
2012

Total

Six Months Ended June 30,
2011
Variance
(in thousands of U.S. dollars)

$3,969
38

$6,081

$(2,112)

Table of Contents

Our consulting companies earned fees of approximately $4.0 million and $6.1 million for the six months ended June 30, 2012 and 2011, respectively.
The decrease in consulting fees of $2.1 million related primarily to the decrease in management fees earned from incentive-based third-party engagements.
Net Investment Income and Net Realized and Unrealized Gains:

2012

Total

$46,176

Six Months Ended June 30,
Net Investment Income
Net Realized and Unrealized Gains
2011
Variance
2012
2011
Variance
(in thousands of U.S. dollars)

$41,470

$ 4,706

$22,234

$8,632

$ 13,602

Net investment income (inclusive of net realized and unrealized gains) for the six months ended June 30, 2012 increased by $18.3 million to $68.4
million, as compared to $50.1 million for the six months ended June 30, 2011.
During the six months ended June 30, 2012 our average cash and investments (excluding equities and other investments) were $4.15 billion as
compared to $3.50 billion for the six months ended June 30, 2011. The average annualized return on our cash and investments (inclusive of net realized and
unrealized (losses) gains, but excluding net investment income and net realized and unrealized (losses) gains related to our other investments and equities)
for the six months ended June 30, 2012 was 2.37% as compared to the average annualized return of 1.96% for the six months ended June 30, 2011. The
additional investment income from the increase in average cash and investments for the six months ended June 30, 2012 combined with an increase in
investment yields for the same period resulted in an increase in investment returns.
The average annualized return on our other investments and equities (inclusive of net realized and unrealized (losses) gains) for the six months ended
June 30, 2012 was 8.00% as compared to the average annualized return of 7.51% for the six months ended June 30, 2011. The increase in the returns was
principally attributable to net realized and unrealized mark-to-market gains on our equity securities.
The average credit rating of our fixed maturity investments at June 30, 2012 was AA-. During 2011, the rating agency Standard & Poors downgraded
the U.S. sovereign debt from AAA to AA+. This, combined with the assets we acquired upon the acquisition of Clarendon (which had a lower proportion of
investments with AAA credit ratings), resulted in us having a lower percentage of AAA-rated investments than we had as at June 30, 2011.
Gain on Bargain Purchase:
2012

Total

$ —

Six Months Ended June 30,
2011
Variance
(in thousands of U.S. dollars)

$13,105

$(13,105)

Gain on bargain purchase of $13.1 million was recorded for the six months ended June 30, 2011. The gain on bargain purchase was earned in
connection with our acquisition of Laguna and represents the excess of the aggregate fair value of net assets acquired of $34.3 million over the cost of
$21.2 million. This excess was, in accordance with the provisions of the Business Combinations topic of the FASB Accounting Standards Codification 805,
recognized as income for the six months ended June 30, 2011. The gain on bargain purchase arose mainly as a result of our reassessment, upon acquisition, of
the total required estimated costs to manage the business to expiry. Our assessment of costs was lower than the acquired costs recorded by the vendor in the
financial statements of Laguna.
39

Table of Contents

Net Reduction in Ultimate Loss and Loss Adjustment Expense Liabilities:
The following table shows the components of the movement in the net reduction in ultimate loss and loss adjustment expense liabilities for the six
months ended June 30, 2012 and 2011:
Six Months Ended
June 30,
2012
2011
(in thousands of U.S. dollars)

Net losses paid
Net change in case and LAE reserves
Net change in IBNR
Reduction in estimates of net ultimate losses
Reduction in provisions for bad debt
Reduction in provisions for unallocated loss adjustment expense liabilities
Amortization of fair value adjustments
Net reduction in ultimate loss and loss adjustment expense liabilities

$ (133,493)
167,956
27,252
61,715
2,782
24,513
(9,827)
$ 79,183

$ (153,339)
148,504
35,276
30,441
1,672
23,320
(17,046)
$ 38,387

The net reduction in ultimate loss and loss adjustment expense liabilities for the six months ended June 30, 2012 of $79.2 million was attributable to a
reduction in estimates of net ultimate losses of $61.7 million, a reduction in provisions for bad debt of $2.8 million and a reduction in provisions for
unallocated loss adjustment expense liabilities of $24.5 million, relating to 2012 run-off activity, partially offset by the amortization of fair value
adjustments over the estimated payout period relating to companies acquired amounting to $9.8 million.
The reduction in estimates of net ultimate losses of $61.7 million for the six months ended June 30, 2012, comprised of net favorable incurred loss
development of $34.4 million and reductions in IBNR reserves of $27.3 million, primarily related to the completion of six commutations of assumed
reinsurance liabilities, including one of our largest ten policyholder exposures as at January 1, 2012, and two commutations of ceded reinsurance
recoverables, one of which were among our largest ten reinsurance recoverables balances as at January 1, 2012.
The reductions in provisions for bad debt of $2.8 million resulted from the collection of recoverables against which bad debt provisions had been
provided for in earlier periods.
The net reduction in ultimate loss and loss adjustment expense liabilities for the six months ended June 30, 2011 of $38.4 million was attributable to a
reduction in estimates of net ultimate losses of $30.4 million, a reduction in provisions for bad debt of $1.7 million and a reduction in provisions for
unallocated loss adjustment expense liabilities of $23.3 million, relating to 2011 run-off activity, partially offset by the amortization of fair value
adjustments over the estimated payout period relating to companies acquired amounting to $17.0 million.
The reduction in estimates of net ultimate losses of $30.4 million for the six months ended June 20, 2011, comprised of net incurred loss development
of $4.8 million and reductions in IBNR reserves of $35.3 million, primarily related to the completion of two commutations that were among our largest ten
policyholder exposures.
The reductions in provisions for bad debt of $1.7 million resulted from the collection of recoverables against which bad debt provisions had been
provided for in earlier periods.
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The table below provides a reconciliation of the beginning and ending reserves for losses and loss adjustment expenses for the six months ended
June 30, 2012 and 2011. Losses incurred and paid are reflected net of reinsurance recoverables.
Six Months Ended
June 30,
2012
2011
(in thousands of U.S. dollars)

Balance as at January 1
Less: total reinsurance reserves recoverable

$ 4,282,916
1,383,003
2,899,913
(2,881)
(79,183)
(133,493)
—
58,721
2,400
2,745,477
1,064,854
$ 3,810,331

Effect of exchange rate movement
Net reduction in ultimate loss and loss adjustment expense liabilities
Net losses paid
Acquired on purchase of subsidiaries
Reserves acquired from loss portfolio transfers
Retroactive reinsurance contracts assumed
Net balance as at June 30
Plus: total reinsurance reserves recoverable
Balance as at June 30

$ 3,291,275
525,440
2,765,835
33,352
(38,387)
(153,339)
10,439
—
93,067
2,710,967
556,374
$ 3,267,341

Salaries and Benefits:
2012

Total

$44,830

Six Months Ended June 30,
2011
Variance
(in thousands of U.S. dollars)

$27,105

$(17,725)

Salaries and benefits, which include expenses relating to our discretionary bonus and employee share plans, were $44.8 million and $27.1 million for
the six months ended June 30, 2012 and 2011, respectively.
The principal changes in salaries and benefits were:
(i)

increased staff costs due to an increase in average staff numbers from 344 for the six months ended June 30, 2011 to 406 for the six months ended
June 30, 2012, primarily related to the expansion of our U.S. operations; and

(ii)

an increase in the bonus accrual for the six months ended June 30, 2012 as compared to 2011 of approximately $9.6 million (expenses relating
to our discretionary bonus plan will be variable and are dependent on our overall profitability); partially offset by

(iii)

a decrease in U.S. dollar costs of our U.K.-based staff following a decrease in the average British pound exchange rate from approximately 1.6173
for the six months ended June 30, 2011 to 1.5770 for the six months ended June 30, 2012. Of our total headcount for the six months ended
June 30, 2012 and 2011, approximately 54% and 65% of salaries, respectively, were paid in British pounds.
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General and Administrative Expenses:
2012

Total

Six Months Ended June 30,
2011
Variance
(in thousands of U.S. dollars)

$29,014

$45,961

$16,947

General and administrative expenses decreased by $17.0 million during the six months ended June 30, 2012, as compared to the six months ended
June 30, 2011. The decrease was due principally to:
(i)

a decrease in bank costs of $3.7 million primarily associated with the arrangement and agency fees paid in connection with establishing our
revolving credit facility in 2011;

(ii)

a decrease in legal and other professional fees of approximately $8.7 million due primarily to decreased legal fees and settlement costs
associated with certain litigation settled in 2011, along with legal fees associated with ongoing and completed due diligence projects;

(iii)

a decrease in third-party management fees paid of $1.7 million related to transition fees paid in respect of acquisitions completed in 2010; and

(iv)

decreased actuarial consulting fees of approximately $1.7 million due to costs associated with due diligence projects.

Net Foreign Exchange Losses:
2012

Total

Six Months Ended June 30,
2011
Variance
(in thousands of U.S. dollars)

$1,642

$9,266

$7,624

We recorded net foreign exchange losses of $1.6 million and $9.3 million for the six months ended June 30, 2012 and 2011, respectively. For the six
months ended June 30, 2012, the net foreign exchange losses arose primarily as a result of the translation of a U.S. dollar distribution in one of our
subsidiaries whose functional currency is Australian dollars. The distribution was at a rate of approximately AU$1 = $1.08, which was in excess of the U.S.
dollar foreign exchange rate at December 31, 2011 of approximately AU$1 = $1.025. This net foreign exchange loss was partially offset by the increase in the
fair value of our Australian dollar forward exchange contracts discussed above in “— Comparison of the Three Months Ended June 30, 2012 and 2011 — Net
Foreign Exchange (Gains) Losses.”
The net foreign exchange losses for the six months ended June 30, 2011 arose primarily as a result of: (i) holding surplus British pound liabilities at a
time when the British pound was appreciating against the U.S. dollar; (ii) the currency mismatch that is created by the holding of foreign currency availablefor-sale security assets whereby any net foreign currency translation gains or losses on those assets are reflected in the balance sheet as part of accumulated
other comprehensive income, but the net foreign currency gains or losses on the corresponding liabilities impact the statement of earnings; (iii) net foreign
exchange losses arising as a result of holding surplus U.S. dollar assets in one of our subsidiaries whose functional currency is Australian dollars at a time
when the U.S. dollar was depreciating against the Australian dollar; and (iv) a decrease in the fair value of our Australian dollar foreign currency forward
exchange contract, which was recognized as part of the net foreign exchange losses.
In addition to the net foreign exchange losses recorded in our consolidated statement of earnings for the six months ended June 30, 2012, we recorded
in our condensed consolidated statement of comprehensive income currency translation adjustment losses, net of noncontrolling interest, of $1.5 million as
compared to gains, net of noncontrolling interest, of $9.2 million for the same period in 2011. For the six months ended June 30, 2012 and 2011, the currency
translation adjustments related primarily to our Australian-based and Ireland-based subsidiaries. As the functional currency of these subsidiaries is Australian
dollars and Euros, respectively, we are required to record any U.S. dollar gains or losses on the translation of their net Australian dollar or Euro assets through
accumulated other comprehensive income.
42

Table of Contents

Income Tax Expense:
2012

Total

Six Months Ended June 30,
2011
Variance
(in thousands of U.S. dollars)

$15,647

$1,592

$(14,055)

We recorded income tax expense of $15.6 million and $1.6 million for the six months ended June 30, 2012 and 2011, respectively. The increase in
taxes for the six months ended June 30, 2012 was due predominantly to higher overall net earnings in our taxable subsidiaries as compared to those earned in
the same period in 2011.
Noncontrolling Interest:
2012

Total

Six Months Ended June 30,
2011
Variance
(in thousands of U.S. dollars)

$5,862

$7,210

$1,348

We recorded a noncontrolling interest in earnings of $5.9 million and $7.2 million for the six months ended June 30, 2012 and 2011, respectively. The
decrease for the six months ended June 30, 2012 in noncontrolling interest was due primarily to a decrease in earnings for those companies where there exists
a noncontrolling interest. As discussed in “— Comparison of the Three Months Ended June 30, 2012 and 2011 — Noncontrolling Interest,” we now provide
100% of the investment in S2008.
Liquidity and Capital Resources
As of June 30, 2012, total cash, restricted cash and investments were $4.42 billion, compared to $4.56 billion at December 31, 2011.
Reinsurance Recoverables
As of June 30, 2012 and December 31, 2011, total reinsurance balances recoverable were $1.41 billion and $1.79 billion, respectively. The decrease of
$382.6 million in total reinsurance balances recoverable was primarily as a result of commutations and cash collections made during the six months ended
June 30, 2012. The ratio of the provision for uncollectible reinsurance recoverable to total reinsurance balances recoverable (excluding provision for
uncollectible reinsurance recoverable) as of June 30, 2012, increased to 19.8% as compared to 16.0% as of December 31, 2011, primarily as a result of
commutations and the collection of reinsurance balances recoverable against which there were minimal provisions for uncollectible reinsurance recoverable.
Source of Funds
The following table summarizes our consolidated cash flows from operating, investing and financing activities for the six months ended June 30, 2012
and 2011:
Six Months Ended June 30,
2012
2011
(in thousands of U.S. dollars)

Total cash (used in) provided by:

Operating activities
Investing activities
Financing activities
Effect of exchange rate changes on cash
Decrease in cash and cash equivalents

$ (186,555)
146,903
(142,096)
4,157
$ (177,591)

$ (472,741)
386,093
50,137
(2,919)
$ (39,430)

Refer to “Item 1. Financial Statements — Unaudited Condensed Consolidated Statement of Cash Flows for the Six Month Periods Ended June 30, 2012
and 2011” for further information.
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Operating
With respect to the six-month periods ended June 30, 2012 and 2011, net cash used in our operating activities was $186.6 million and $472.7 million,
respectively. The decrease in cash used of $286.1 million was attributable primarily to:
(i)

an increase of $494.9 million in the sales and maturities of trading securities between 2012 and 2011;

(ii)

an increase in the net changes in assets and liabilities of $68.7 million; partially offset by

(iii)

an increase of $339.2 million in the purchases of trading securities.

Investing
Net cash provided by investing activities for the six-month periods ended June 30, 2012 and 2011 was $146.9 million and $386.1 million,
respectively. The decrease in cash provided by investing activities of $239.2 million was attributable primarily to:
(i)

a decrease of $78.4 million in the sales and maturities of available-for-sale securities between 2012 and 2011;

(ii)

an increase of $102.5 million in funding of other investments between 2012 and 2011 due to our increased investments in various bond, hedge
and equity funds during 2012; and

(iii)

a decrease of $53.6 million in restricted cash and cash equivalents between 2012 and 2011.

Financing
Net cash used in financing activities for the six-month period ended June 30, 2012 was $142.1 million as compared to $50.1 million of net cash
provided by financing activities for the six month period ended June 30, 2011. The increase of $192.2 million in cash used in financing activities was
attributable primarily to the following:
(i)

a decrease of $105.7 million in net proceeds as a result of the completion, in April 2011, of a private placement of shares with affiliates of
Goldman, Sachs & Co.;

(ii)

a decrease of $167.7 million in cash received attributable to bank loans between 2012 and 2011, partially offset by a decrease of $91.1 million
in the repayment of bank loans between 2012 and 2011; and

(iii)

an increase of $19.0 million in dividends paid to noncontrolling interest in 2012, partially offset by a decrease of $9.0 million in net
distributions of capital to noncontrolling interest.

Long-term Debt
Our long-term debt consists of loan facilities used to partially finance certain of our acquisitions or significant new business transactions along with
loans outstanding in relation to the share repurchase agreements, or the Repurchase Agreements, related to our ordinary shares entered into with three of our
executives and certain trusts and a corporation affiliated with the executives. We draw down on the loan facilities at the time of the acquisition or significant
new business transaction, although in some circumstances we have made additional draw downs to refinance existing debt of the acquired company. We
incurred interest expense on our loan facilities and loans outstanding relating to the Repurchase Agreements of $4.2 million and $3.7 million for the six
months ended June 30, 2012 and 2011, respectively.
On June 29, 2012, we fully repaid the outstanding principal and accrued interest of $118.0 million on our Revolving Credit Facility with National
Australia Bank Limited and Barclays Corporate, or the EGL Revolving Credit Facility. As of June 30, 2012, the unused portion of the EGL Revolving Credit
Facility was $250.0 million.
Total amounts of loans payable outstanding, including accrued interest, as of June 30, 2012 and December 31, 2011 totaled $126.3 million and $242.7
million, respectively.
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As of June 30, 2012, all of the covenants relating to our two outstanding credit facilities (the EGL Revolving Credit Facility and the term facility
agreement related to our acquisition of Clarendon) were met. Refer to Note 11 of Item 8 included in our Annual Report on Form 10-K for the year ended
December 31, 2011 for a description of these credit facilities and the Repurchase Agreements.
Eurozone Exposure
At June 30, 2012, we did not own any investments in fixed maturity securities (which includes bonds that are classified as cash and cash equivalents)
or bond funds issued by the sovereign governments of Portugal, Ireland, Greece or Spain. Our fixed maturity securities and bond funds exposures to Eurozone
Governments (which includes regional and municipal governments including guaranteed agencies) by rating and maturity date are highlighted in the
following tables:
Rating

Germany
Supranationals(1)
Denmark
Netherlands
Norway
France
Finland
Sweden
Austria
Italy
Euro Region Government Funds

AA

$18,401
22,933
1,576
13,710
2,286
3,750
476
9,547
—
—
72,679
—
$72,679

$ 2,835
828
—
2,529
—
14,409
—
23,041
11,524
—
55,166
11,246
$66,412

3 months
or less

Germany
Supranationals(1)
Denmark
Netherlands
Norway
France
Finland
Sweden
Austria
Italy

(1)
(2)

$ 5,202
—
—
1,019
—
784
—
—
—
—
$ 7,005

3 to 6
months

$

801
797
—
—
—
489
—
9,547
—
—
$ 11,634

Supranationals are defined as international government or quasi-government organizations.
Our bond fund holdings have daily liquidity and are not included in the maturity date table.
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BBB and
A
below
(in thousands of U.S. dollars)

AAA

$

—
—
—
—
—
5,334
—
4,795
—
509
10,638
—
$10,638

$

—
—
—
499
25,595
—
—
—
—
—
26,094
—
$26,094

Maturity Date(2)
6 months
1 to 2
more than
to 1 year
years
2 years
(in thousands of U.S. dollars)

$ 4,794
7,084
—
4,987
18,062
5,334
—
1,379
10,131
—
$ 51,771

$ 3,898
11,058
1,576
6,417
—
13,947
—
3,416
—
509
$ 40,821

$ 6,541
4,822
—
4,315
9,819
2,939
476
23,041
1,393
—
$ 53,346

Total

$ 21,236
23,761
1,576
16,738
27,881
23,493
476
37,383
11,524
509
164,577
11,246
$175,823

Total

$ 21,236
23,761
1,576
16,738
27,881
23,493
476
37,383
11,524
509
$ 164,577
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At June 30, 2012, we owned investments in corporate securities (which includes bonds that are classified as cash and cash equivalents) issued by
entities whose ultimate parent companies were located within the Eurozone. This includes securities that were issued by subsidiaries whose location was
outside of the Eurozone. Our exposures by country and listed by rating, sector and maturity date is highlighted in the following tables:
Rating

Germany
Belgium
Portugal
Netherlands
Sweden
Norway
France
Ireland
Spain
Italy
Switzerland
Czech Republic
Jersey Islands
Russian Federation
Luxembourg

AAA

AA

$ 6,312
—
—
—
—
18,546
31,273
—
—
—
15,271
—
—
—
—
$ 71,402

$ 1,580
—
—
22,146
11,184
—
4,837
—
2,860
—
6,375
—
—
—
—
$ 48,982

Financial

Germany
Belgium
Portugal
Netherlands
Sweden
Norway
France
Ireland
Spain
Italy
Switzerland
Czech Republic
Jersey Islands
Russian Federation
Luxembourg

$ 13,588
5,921
—
43,880
27,412
18,546
43,848
3,129
12,433
433
19,693
—
10,792
—
2,248
$ 201,923
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Energy

$

—
—
—
—
—
—
—
—
8,364
—
—
—
—
695
—
$ 9,059

$ 18,668
18,170
—
21,125
16,228
—
6,555
3,129
4,842
—
7,101
748
10,792
—
—
$ 107,358

Sector
Industrial
Telecom
(in thousands of U.S. dollars)

$ 3,187
12,249
—
5,707
2,729
—
6,165
—
20,640
6,255
9,054
—
—
—
103
$ 66,089

BB and
below

A
BBB
(in thousands of U.S. dollars)

$ 15,608
—
—
—
—
—
—
—
2,305
—
—
—
—
—
—
$ 17,913

$ 15,608
—
—
3,119
2,729
—
10,983
—
41,848
8,767
—
—
—
695
103
$ 83,852

$

—
—
20,038
6,316
—
—
—
—
—
—
—
—
—
—
2,248
$ 28,602

Utility

$ 9,785
—
20,038
3,119
—
—
66
—
5,808
2,079
—
748
—
—
—
$ 41,643

Total

$

42,168
18,170
20,038
52,706
30,141
18,546
53,648
3,129
49,550
8,767
28,747
748
10,792
695
2,351
$ 340,196

Food

Total

—
—
—
—
—
—
3,569
—
—
—
—
—
—
—
—
$ 3,569

$ 42,168
18,170
20,038
52,706
30,141
18,546
53,648
3,129
49,550
8,767
28,747
748
10,792
695
2,351
$ 340,196

$
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Maturity Date

Germany
Belgium
Portugal
Netherlands
Sweden
Norway
France
Ireland
Spain
Italy
Switzerland
Czech Republic
Jersey Islands
Russian Federation
Luxembourg

3 months
or less

3 to 6
months

$ 17,454
—
—
13,035
3,797
—
10,979
—
1,863
—
398
—
—
—
—
$ 47,526

$ 2,552
2,786
20,038
—
11,446
—
3,569
—
—
—
—
—
—
—
—
$ 40,391

more
than 2
years

6 months
1 to 2
to 1 year
years
(in thousands of U.S. dollars)

$ 19,253
8,929
—
4,145
—
—
5,238
—
29,750
2,079
3,975
—
10,792
—
2,248
$ 86,409

$

545
—
—
6,981
2,669
18,546
2,914
—
17,937
6,255
5,528
—
—
—
—
$ 61,375

Total

$

2,364
6,455
—
28,545
12,229
—
30,948
3,129
—
433
18,846
748
—
695
103
$ 104,495

$

42,168
18,170
20,038
52,706
30,141
18,546
53,648
3,129
49,550
8,767
28,747
748
10,792
695
2,351
$ 340,196

Investments we hold in the United Kingdom and Switzerland are not included in the tables above. None of the securities included in the tables above
were considered impaired at June 30, 2012.
Aggregate Contractual Obligations
We have updated our contractual obligations previously provided on page 113 of our Annual Report on Form 10-K for the year ended December 31,
2011 to reflect the change in gross reserves along with loan repayments during the six months ended June 30, 2012.
Payments Due by Period
Less than
1 year
1 - 3 years
3 - 5 years
(in thousands of U.S. dollars)

More than
5 years

$3,810.3

$ 661.3

$1,203.9

$ 682.6

$1,262.5

133.0

22.8

110.2

—

—

Total

Operating Activities
Estimated gross reserves for loss and loss adjustment expenses(1)
Financing Activities
Loan repayments (including interest payments)(2)
(1)

(2)

Gross reserves for loss and loss adjustment expenses (net of fair value adjustments) decreased by $472.6 million in the six months ended June 30, 2012
primarily as a result of claim settlements and commutations. The amounts in the above table represent our best estimate of known liabilities as of June
30, 2012. Accordingly, the amounts paid out in the time periods shown may differ from those indicated above.
In June 2012, we fully repaid the outstanding principal and interest on our Revolving Credit Facility.

There have been no other material changes in our Aggregate Contractual Obligations table since December 31, 2011. Refer to Item 7 included in our
Annual Report on Form 10-K for the year ended December 31, 2011 for more information.
Commitments and Contingencies
On March 14, 2012, we eliminated a certain guarantee of our obligation to our wholly-owned subsidiary, Fitzwilliam Insurance Limited, or Fitzwilliam,
in respect of a letter of credit issued on its behalf by a London-based bank in the amount of £7.5 million (approximately $11.7 million) relating to
Fitzwilliam’s insurance contract requirements.
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On June 26, 2012, we provided a limited parental guarantee supporting Fitzwilliam’s obligation in respect of an amendment to an existing letter of
credit issued on its behalf by a London-based bank in the amount of approximately $11.2 million relating to Fitzwilliam’s insurance contract requirements.
As at June 30, 2012 and December 31, 2011, we had, in total, parental guarantees supporting Fitzwilliam’s obligations in the amount of $217.1 million
and $219.9 million, respectively.
During the six months ended June 30, 2012, we funded $0.8 million of our $5.0 million commitment to Dowling Capital Partners I, L.P.
On July 6, 2012 we, through our wholly-owned subsidiary Providence Washington Insurance Company, entered into a definitive loss portfolio
reinsurance agreement with Reciprocal of America (in Receivership) and its Deputy Receiver relating to a portfolio of workers compensation business. The
estimated total assets and liabilities to be assumed are approximately $174.0 million. Completion of the transaction is conditioned upon, among other things,
regulatory approvals and satisfaction of customary closing conditions. The transaction is expected to close in the fourth quarter of 2012.
There have been no other material changes in our commitments or contingencies since December 31, 2011. Refer to Item 7 included in our Annual
Report on Form 10-K for the year ended December 31, 2011 for more information.
Critical Accounting Estimates
Our critical accounting estimates are discussed in Management’s Discussion and Analysis of Results of Operations and Financial Condition contained
in our Annual Report on Form 10-K for the year ended December 31, 2011.
Off-Balance Sheet and Special Purpose Entity Arrangements
At June 30, 2012, we did not have any off-balance sheet arrangements, as defined by Item 303(a)(4) of Regulation S-K.
Cautionary Statement Regarding Forward-Looking Statements
This quarterly report contains statements that constitute “forward-looking statements” within the meaning of Section 21E of the Securities Exchange
Act of 1934, as amended, or the Exchange Act, with respect to our financial condition, results of operations, business strategies, operating efficiencies,
competitive positions, growth opportunities, plans and objectives of our management, as well as the markets for our ordinary shares and the insurance and
reinsurance sectors in general. Statements that include words such as “estimate,” “project,” “plan,” “intend,” “expect,” “anticipate,” “believe,” “would,”
“should,” “could,” “seek,” “may” and similar statements of a future or forward-looking nature identify forward-looking statements for purposes of the federal
securities laws or otherwise. All forward-looking statements are necessarily estimates or expectations, and not statements of historical fact, reflecting the best
judgment of our management and involve a number of risks and uncertainties that could cause actual results to differ materially from those suggested by the
forward-looking statements. These forward looking statements should, therefore, be considered in light of various important factors, including those set forth
in this quarterly report.
Factors that could cause actual results to differ materially from those suggested by the forward-looking statements include:
•

risks associated with implementing our business strategies and initiatives;

•

the adequacy of our loss reserves and the need to adjust such reserves as claims develop over time;

•

risks relating to the availability and collectability of our reinsurance;

•

risks that we may require additional capital in the future, which may not be available or may be available only on unfavorable terms;
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•

changes and uncertainty in economic conditions, including interest rates, inflation, currency exchange rates, equity markets and credit
conditions, which could affect our investment portfolio, our ability to finance future acquisitions and our profitability;

•

losses due to foreign currency exchange rate fluctuations;

•

tax, regulatory or legal restrictions or limitations applicable to us or the insurance and reinsurance business generally;

•

increased competitive pressures, including the consolidation and increased globalization of reinsurance providers;

•

emerging claim and coverage issues;

•

lengthy and unpredictable litigation affecting assessment of losses and/or coverage issues;

•

loss of key personnel;

•

changes in our plans, strategies, objectives, expectations or intentions, which may happen at any time at management’s discretion;

•

operational risks, including system or human failures;

•

the risk that ongoing or future industry regulatory developments will disrupt our business, or mandate changes in industry practices in ways that
increase our costs, decrease our revenues or require us to alter aspects of the way we do business;

•

changes in Bermuda law or regulation or the political stability of Bermuda;

•

changes in tax laws or regulations applicable to us or our subsidiaries, or the risk that we or one of our non-U.S. subsidiaries become subject to
significant, or significantly increased, income taxes in the United States or elsewhere; and

•

changes in accounting policies or practices.

The factors listed above should be not construed as exhaustive and should be read in conjunction with the other cautionary statements and Risk
Factors that are included in our Annual Report on Form 10-K for the year ended December 31, 2011, as well as in the other materials filed and to be filed
with the U.S. Securities and Exchange Commission. We undertake no obligation to publicly update or review any forward looking statement, whether as a
result of new information, future developments or otherwise.
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Item 3.

QUANTITATIVE AND QUALITATIVE DISCLOSURE ABOUT MARKET RISK

There have been no material changes in our market risk exposures since December 31, 2011. For more information refer to “Quantitative and
Qualitative Disclosures about Market Risk” included in Item 7A of our Annual Report on Form 10-K for the year ended December 31, 2011.
Item 4.

CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures
Our management performed an evaluation, with the participation of our Chief Executive Officer and Chief Financial Officer, of the effectiveness of our
disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) of the Exchange Act) as of June 30, 2012. Based upon that evaluation, our
Chief Executive Officer and Chief Financial Officer concluded that our disclosure controls and procedures are effective to ensure that information that we are
required to disclose in reports that we file or submit under the Exchange Act is recorded, processed, summarized and reported within the time periods
specified in the rules and forms of the U.S. Securities and Exchange Commission and is accumulated and communicated to management, including our
principal executive and principal financial officers, as appropriate to allow timely decisions regarding required disclosure.
Changes in Internal Controls
Our management has performed an evaluation, with the participation of our Chief Executive Officer and our Chief Financial Officer, of changes in our
internal control over financial reporting that occurred during the three months ended June 30, 2012. Based upon that evaluation there were no changes in our
internal control over financial reporting that occurred during the three months ended June 30, 2012 that have materially affected, or are reasonably likely to
materially affect, our internal control over financial reporting.
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PART II — OTHER INFORMATION
Item 1.

LEGAL PROCEEDINGS

We are, from time to time, involved in various legal proceedings in the ordinary course of business, including litigation regarding claims. We do not
believe that the resolution of any currently pending legal proceedings, either individually or taken as a whole, will have a material adverse effect on our
business, results of operations or financial condition. Nevertheless, we cannot assure you that lawsuits, arbitrations or other litigation will not have a material
adverse effect on our business, financial condition or results of operations. We anticipate that, similar to the rest of the insurance and reinsurance industry, we
will continue to be subject to litigation and arbitration proceedings in the ordinary course of business, including litigation generally related to the scope of
coverage with respect to asbestos and environmental claims. There can be no assurance that any such future litigation will not have a material adverse effect
on our business, financial condition or results of operations.
Item 1A.

RISK FACTORS

Our results of operations and financial condition are subject to numerous risks and uncertainties described in “Risk Factors” included in Item 1A of our
Annual Report on Form 10-K for the year ended December 31, 2011. The risk factors identified therein have not materially changed.
Item 6.

EXHIBITS

The information required by this item is set forth on the exhibit index that follows the signature page of this report.
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SIGNATURE
Pursuant to the requirements 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 on August 1, 2012.
ENSTAR GROUP LIMITED

By:
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/s/ Richard J. Harris
Richard J. Harris
Chief Financial Officer, Authorized Signatory and
Principal Accounting and Financial Officer
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EXHIBIT INDEX
Exhibit
No.

2.1* ¿
3.1
3.2
3.3
10.1
10.2
10.3
10.4
15.1*
31.1*
31.2*
32.1**
32.2**
101**
*
**
¿

Description

Stock Purchase Agreement among Clarendon Insurance Group, Inc., Hannover Finance, Inc. and Clarendon Holdings, Inc. and the
Company, dated as of December 21, 2010.
Memorandum of Association of Enstar Group Limited (incorporated by reference to Exhibit 3.1 to the Company’s Form 10-K/A filed on
May 5, 2011).
Third Amended and Restated Bye-Laws of Enstar Group Limited (incorporated by reference to
Exhibit 3.1(b) of the Company’s Form 10-Q filed on August 5, 2011).
Certificate of Designations for the Series A Convertible Participating Non-Voting Perpetual Preferred Stock (incorporated by reference to
Exhibit 3.1 of the Company’s Form 8-K filed on April 21, 2011).
Amended and Restated Employment Agreement, effective May 1, 2007 and amended and restated June 4, 2007, by and between Enstar
Group Limited and Dominic F. Silvester, as amended by Letter Agreement, effective January 1, 2011, and Letter Agreement, dated April
19, 2012 (incorporated by reference to Exhibit 10.1 of the Company’s Form 10-Q filed on May 4, 2012).
Employment Agreement, effective May 1, 2007, by and between the Company and Paul J. O’Shea, as amended by Letter Agreement,
effective January 1, 2011, and Letter Agreement, dated April 25, 2012 (incorporated by reference to Exhibit 10.2 of the Company’s Form
10-Q filed on May 4, 2012).
Employment Agreement, effective May 1, 2007, by and between Enstar Group Limited and Nicholas A. Packer, as amended by Letter
Agreement, effective January 1, 2011, and Letter Agreement, dated April 25, 2012 (incorporated by reference to Exhibit 10.3 of the
Company’s Form 10-Q filed on May 4, 2012).
Employment Agreement, effective May 1, 2007, by and between Enstar Group Limited and Richard J. Harris, as amended by Letter
Agreement, effective January 1, 2011, and Letter Agreement, dated April 19, 2012 (incorporated by reference to Exhibit 10.4 of the
Company’s Form 10-Q filed on May 4, 2012).
KPMG Awareness Letter Regarding Unaudited Interim Financial Information.
Certification pursuant to Rule 13a-14(a)/15d-14(a) of the Securities Exchange Act of 1934, as amended, as adopted pursuant to Section
302 of the Sarbanes-Oxley Act of 2002.
Certification pursuant to Rule 13a-14(a)/15d-14(a) of the Securities Exchange Act of 1934, as amended, as adopted pursuant to Section
302 of the Sarbanes-Oxley Act of 2002.
Certification pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
Certification pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
Interactive Data Files.

Filed herewith
Furnished herewith
Certain of the schedules and similar attachments are not filed but Enstar Group Limited undertakes to furnish a copy of the schedules or similar
attachments to the SEC upon request
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STOCK PURCHASE AGREEMENT
This STOCK PURCHASE AGREEMENT, dated as of December 21, 2010 (this “Agreement”), among Clarendon Insurance Group, Inc., a Delaware
corporation (“CIGI” or “Seller”), Hannover Finance, Inc., a Delaware corporation and direct parent of Seller (“Seller Parent”), Clarendon Holdings, Inc., a
Delaware corporation (“Buyer”), and indirect wholly-owned subsidiary of Enstar Group Limited, a Bermuda Company and ultimate parent company of
Buyer (“Parent”) (together with Seller, Seller Parent, Buyer, and Parent, the “Parties” and each, individually, a “Party”).
RECITALS
WHEREAS, CIGI is the direct record and beneficial owner of all the outstanding shares of capital stock of Clarendon National Insurance Company, a
New Jersey domiciled insurance company, (“Clarendon National” or the “Acquired Company”), and is the indirect beneficial owner of all the outstanding
shares of capital stock of Clarendon America Insurance Company, a New Jersey domiciled insurance company (“Clarendon America”), Clarendon Select
Insurance Company, a Florida domiciled insurance company (“Clarendon Select”) and Harbor Specialty Insurance Company, a New Jersey domiciled
insurance company (“Harbor Specialty”) (Clarendon America, Clarendon Select and Harbor Specialty are each an “Acquired Company Subsidiary” and
collectively are “Acquired Company Subsidiaries”); and
WHEREAS, upon the terms and subject to the conditions of this Agreement Seller desires to sell to Buyer, and Buyer desires to purchase from Seller,
all of the outstanding shares of capital stock of the Acquired Company (the “Acquired Company Shares”); and
WHEREAS, it is also contemplated that, upon the terms and subject to the conditions of this Agreement, Seller and Buyer will execute and deliver
such other agreements, instruments and documents as are described herein;
NOW, THEREFORE, in consideration of the representations, warranties, covenants and agreements contained in this Agreement, and for other good
and valuable consideration, the receipt and adequacy of which are hereby acknowledged, and intending to be legally bound hereby, the Parties agree as
follows:
ARTICLE I
DEFINITIONS
Section 1.1. Certain Defined Terms. For purposes of this Agreement, unless the context otherwise requires, the following terms shall have the respective
meanings set forth below:
“2010 Adjusted Surplus” has the meaning set forth in Section 2.3(a)(i)(B).
“2010 Adjusted Surplus Calculation” has the meaning set forth in Section 2.3(a)(i)(B).
“Accountant” has the meaning set forth in Section 2.3(b).
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“Acquired Company” has the meaning set forth in the recitals of this Agreement.
“Acquired Company Notes” means the Hannover Finance Note, Hannover Re 2002 Note and Hannover Re 2004 Note.
“Acquired Company Retirement Plans” has the meaning set forth in Section 5.4(a).
“Acquired Company Shares” has the meaning set forth in the recitals of this Agreement.
“Acquired Company Subsidiary” and “Acquired Company Subsidiaries” has the meaning set forth in the recitals of this Agreement.
“Acquired Company Subsidiary Shares” has the meaning set forth in Section 3.1(b)(iii).
“Acquired Company Welfare Plans” has the meaning set forth in Section 5.3(a).
“Actuarial Report” has the meaning set forth in Section 3.1(r).
“Adjusted Underwriting Result” means, for any period, the sum of the amounts shown on line 2, losses incurred, and line 3, loss adjustment expenses
incurred, on page 4 of the balance sheet and income statement prepared in accordance with SAP for the period, minus the amount shown on line 19, column
1, part 3 of the Underwriting and Investment Exhibit to the balance sheet and income statement prepared in accordance with SAP for the period, provided,
however, that the Adjusted Underwriting Result for the six month period ended June 30, 2010 shall be prepared in good faith on a statutory form using the
accounting principles, procedures, policies and methods used by Seller in preparing the balance sheets contained in its quarterly statutory statement for the
period ended June 30, 2010 and additional exhibits as needed consistent with the accounting principles, procedures, policies and methods used in its annual
statutory statement for the period ended December 31, 2009, consistently applied.
“Adverse Development Reinsurance Agreement” means the Adverse Development Reinsurance Agreement effective July 1st, 2005 (as subsequently
amended) by and between Clarendon National, Clarendon America, Harbor Specialty (as ceding companies) and Hannover Re (as reinsurer).
“ADR Amendment” means Amendment No. 7 to the Adverse Development Reinsurance Agreement, among the Acquired Company, Clarendon
America, Harbor Specialty (as ceding companies) and Hannover Re (as reinsurer). substantially in the form attached as Exhibit A.
“Affiliate” has the meaning ascribed to such term in Rule 12b-2 under the Exchange Act.
“Affiliation Statement Materials” has the meaning set forth in Section 4.6(b).
“Agreed Claims” has the meaning set forth in Section 8.2(c).
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“Agreement” has the meaning set forth in the introductory paragraph of this Agreement.
“Applicable Contracts” has the meaning set forth in Section 3.1(l).
“Audited 2010 Adjusted Surplus” has the meaning set forth in Section 2.3(a)(ii)(B).
“Audited 2010 Adjusted Surplus Calculation” has the meaning set forth in Section 2.3(a)(ii)(B).
“Audited 2010 Balance Sheet and Income Statement” has the meaning set forth in Section 2.3(a)(ii)(A).
“Audited 2010 Financial Statements” has the meaning set forth in Section 2.3(a)(ii)(A).
“Books and Records” has the meaning set forth in Section 3.1(u).
“Business Day” means any day other than a Saturday, a Sunday or any other day on which commercial banks in New York, New York are required to
be closed for regular banking business.
“Buyer” has the meaning set forth in the introductory paragraph of this Agreement.
“Buyer Indemnified Parties” has the meaning set forth in Section 8.1(a).
“Buyer Material Adverse Effect” means a material adverse effect on the ability of Buyer to perform its obligations under this Agreement or to
consummate the transactions contemplated hereby or thereby on a timely basis.
“Buyer’s Disclosure Letter” means the Buyer’s Disclosure Letter (including any attachments thereto) delivered by Buyer in connection with, and
constituting a part of, this Agreement.
“Closing” has the meaning set forth in Section 2.4.
“Closing Date” has the meaning set forth in Section 2.4.
“COBRA” means Part 6 of Subtitle B of Title I of ERISA and Section 4980B of the Code.
“Code” means the Internal Revenue Code of 1986, as amended.
“Company Material Adverse Effect” means (i) when used with respect to the Acquired Company and the Acquired Company Subsidiaries, a material
adverse effect on the financial condition or results of operations of the Acquired Company and the Acquired Company Subsidiaries, considered as a single
enterprise; provided, however, that a “Company Material Adverse Effect” shall exclude any such effect arising out of or in connection with: (A) general
economic or business conditions or changes therein, including changes in interest or currency rates, or any act of terrorism, similar calamity or war or any
escalation or worsening of the same; (B) any occurrence or condition generally affecting any segment of the property and casualty
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insurance industry or reinsurance industry (including natural or manmade catastrophe events, any change or proposed change in any Requirements of Law in
any jurisdiction, any changes or proposed changes SAP and conditions or trends in the economic, business, financial, regulatory or legal environment);
(C) the announcement or the pendency of the transactions contemplated by this Agreement or the identity of Buyer or Parent; (D) the termination of the
Hannover Re Collateral Facility; or (E) except as contemplated by Section 3.1(g)(v) of this Agreement, any underwriting losses incurred by the Acquired
Company or any Acquired Company Subsidiary after June 30, 2010; or (ii) when used with respect to Seller, a material adverse effect on the ability of Seller
to perform its obligations under this Agreement or to consummate the transactions contemplated hereby or thereby on a timely basis.
“Confidentiality Agreement” means the letter agreement dated May 28, 2010 between Seller and Parent.
“Consolidated Group” means an “affiliated group” as that term is defined pursuant to Section 1504(a)(1) and (a)(2) of the Code (or any similar
provision of state, local or foreign Law) of corporations or entities that file Tax Returns on a consolidated, unified, combined or group basis.
“Consolidated Tax Returns” has the meaning set forth in Section 9.2(a).
“Continuing Hannover Re Reinsurance Agreements” has the meaning set forth in Section 4.8(a).
“De Minimus Amount” has the meaning set forth in Section 8.1(a)(ii)(E).
“Dispute Notice” has the meaning set forth in Section 2.3(b).
“Dispute Period” has the meaning set forth in Section 2.3(b).
“Disputed Items” has the meaning set forth in Section 2.3(b).
“DOJ” means the United States Department of Justice.
“Employee” means each individual who immediately prior to the Closing is actively employed by the Acquired Company or any Acquired Company
Subsidiary (including any person on leave).
“Employee Benefit Plan” means each (i) ERISA Plan, (ii) bonus, deferred compensation, equity or equity-based, severance or other plan or agreement
relating to compensation or fringe benefits, (iii) change in control plan, program or agreement, and (iv) vacation policy sponsored by the Acquired Company
or an ERISA Affiliate thereof in which Employees participate.
“Environmental Law” means any and all local, state and federal laws, regulations, codes, decrees, orders, judgments, principles of common law and
binding judicial or administrative interpretations thereof pertaining to: (a) the protection of the environment (including air quality, surface water,
groundwater, soils, subsurface strata, drinking water,
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natural resources and biota) or human health and safety; or (b) the presence, use, processing, generation, management, storage, treatment, recycling, disposal,
discharge, release, threatened release, investigation or remediation of Hazardous Materials, including, without limitation, the Federal Resource Conservation
and Recovery Act, the Federal Comprehensive Environmental Response, Compensation and Liability Act, the Federal Clean Water Act, the Federal Clean Air
Act, and the Federal Occupational Safety and Health Act and their implementing regulations as well as state analogues, each as may be amended from time to
time.
“ERISA” means the Employee Retirement Income Security Act of 1974, as amended.
“ERISA Affiliate” means (i) a member of any “controlled group” (as defined in Section 414(b) of the Code) of which the Acquired Company is a
member, (ii) a trade or business whether or not incorporated, under common control (within the meaning of Section 414(c) of the Code) with the Acquired
Company, or (iii) a member of any affiliated service group (within the meaning of Section 414(m) of the Code) of which the Acquired Company is a member.
“ERISA Plan” means each “employee benefit plan” (as defined in Section 3(3) of ERISA) which is maintained by, or to which contributions are
required to be made by, the Acquired Company or by any ERISA Affiliate.
“Estimated Purchase Price” has the meaning set forth in Section 2.2.
“Exchange Act” means the Securities Exchange Act of 1934, as amended, and the rules and regulations thereunder.
“Federal Funds Rate” means the offered rate as reported in The Wall Street Journal in the “Money Rates” section for reserves traded among
commercial banks for overnight use in amounts of $1,000,000 or more on the Business Day immediately prior to the day on which a payment is due
hereunder.
“Filing Party” has the meaning set forth in Section 9.2(c).
“Final 2010 Adjusted Surplus” has the meaning set forth in Section 2.3(a)(ii).
“Final 2010 Financial Statements” has the meaning set forth in Section 2.3(a)(ii).
“Final Determination” means: (i) a decision, judgment, decree or other order by the United States Tax Court or any other court of competent
jurisdiction; (ii) a closing agreement under Section 7121 of the Code or a comparable provision of any state, local or foreign Tax Law that is binding against
the Internal Revenue Service or other Taxing Authority; (iii) any other final settlement with the Internal Revenue Service or other Taxing Authority; or
(iv) the expiration of an applicable statute of limitations.
“Final Purchase Price” has the meaning set forth in Section 2.2.
“FTC” means the United States Federal Trade Commission.
“Governmental Entity” has the meaning set forth in Section 3.1(c)(ii).
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“Hannover Re” means Hannover Ruckversicherung AG, a corporation organized under the Laws of Germany.
“Hannover Re Collateral Facility” means the collateral facility pursuant to which Hannover Re provides letters of credit to support non-admitted
reinsurance recoverables other than those due from Hannover Re.
“Hannover Finance Note” means the subordinated surplus note, dated December 20, 2000 issued by Clarendon National to Seller Parent (original face
value $100,000,000).
“Hannover Re 2002 Note” means the subordinated surplus note, dated December 20, 2002 issued by Clarendon National to Hannover Re (original
face value $82,563,230).
“Hannover Re 2004 Note” means subordinated surplus note, dated December 21, 2004 issued by Clarendon National to Hannover Re (original face
value $100,000,000).
“Hazardous Materials” means any substance, product, compound, mixture, material, biological agent, organic matter or waste: (a) that is
characterized or defined by, listed as or regulated under Environmental Laws as “hazardous,” “toxic,” “radioactive,” “contaminant,” or “pollutant”; (b) that is
or may contain asbestos, petroleum products or byproducts, polychlorinated biphenyls, lead-based paint, urea formaldehyde or radon gas; or (c) the exposure
to which may pose a risk to human health and safety.
“HSR Act” means the Hart-Scott-Rodino Antitrust Improvements Act of 1976, as amended, and the rules and regulations thereunder.
“Incentive Bonus Payment” means an amount equal to $5,571,806.
“Indemnification Cap” has the meaning set forth in Section 8.1(a)(ii)(G).
“Indemnification Notice” has the meaning set forth in Section 8.2(a).
“Indemnified Party” has the meaning set forth in Section 8.2(a).
“Indemnifying Party” has the meaning set forth in Section 8.2(a).
“IFRS Closing Balance Sheet” has the meaning set forth in Section 4.15.
“Insurance License” has the meaning set forth in Section 3.1(n)(ii).
“Insurance Regulator” means the Governmental Entity charged with supervision of insurance companies in the jurisdiction of domicile of the
applicable entity.
“Insurance Reserves” has the meaning set forth in Section 11.4(c).
“Intellectual Property Right” has the meaning set forth in Section 3.1(p)(i).
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“Knowledge” means the actual knowledge after due investigation of (i) with respect to Seller, those Persons listed in Section 1.1 of the Seller’s
Disclosure Letter, and (ii) with respect to Buyer, those Persons listed in Section 1.1 of the Buyer’s Disclosure Letter.
“LMX Claims” has the meaning set forth in Section 4.14.
“Law” means any law, ordinance, writ, statute, treaty, rule or regulation.
“Lease” means any lease, leasehold interest, sublease or license, including any amendment with respect thereto, pursuant to which the Acquired
Company or any Acquired Company Subsidiary uses or holds any Leased Real Property.
“Leased Real Property” means the real property leased by the Acquired Company or any Acquired Company Subsidiary, as tenant, together with, to
the extent leased by the Acquired Company or any Acquired Company Subsidiary, all buildings and other structures, facilities or improvements currently
located thereon, all fixtures thereto, and all easements, licenses, rights and other appurtenances relating to the foregoing.
“Liabilities” has the meaning set forth in Section 3.1(d).
“License” means an Insurance License or any other license, certificate of authority, accreditation, franchise, permit, consent, approval, qualification or
authorization to write and/or offer and sell insurance products.
“Liens” means all pledges, claims, liens, charges, encumbrances and security interests of any kind (other than restrictions on transfer imposed or
deposits required by applicable securities or insurance Laws, including Laws requiring insurance regulatory or workers’ compensation deposits).
“Losses” has the meaning set forth in Section 8.1(a).
“Necessary Permits” has the meaning set forth in Section 4.4(a).
“New York Court” has the meaning set forth in Section 11.7.
“Notice Period” has the meaning set forth in Section 2.3(b).
“Other Reports” has the meaning set forth in Section 3.1(n)(i).
“Parent” has the meaning set forth in the introductory paragraph of this Agreement.
“Parent’s Disclosure Letter” has the meaning set forth in Section 3.3.
“Parent Material Adverse Effect” means a material adverse effect on the ability of Parent to perform its obligations under this Agreement or to
consummate the transactions contemplated hereby or thereby on a timely basis.
“Party” and “Parties” has the meaning set forth in the introductory paragraph of this Agreement.
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“Permits” has the meaning set forth in Section 3.1(j).
“Permitted Liens” means, as to any asset or property: (i) Liens for Taxes, assessments and other governmental charges that are not yet due and payable
or are being contested in good faith by appropriate proceedings; (ii) Liens arising by operation of law, including Liens of landlords and Liens of carriers,
warehousemen, mechanics and materialmen; (iii) Liens arising in the ordinary course of business for sums not yet due and payable; (iv) Liens arising from the
actions or conduct of Buyer; and (v) Liens deemed to be created by this Agreement.
“Person” means any natural person, corporation, partnership, limited liability company, joint venture, association, trust, unincorporated organization
or other entity.
“Phoenix Exposures” means all liabilities incurred by the Acquired Company and/or Acquired Company Subsidiaries as a result of Phoenix Home
Life Insurance Company’s failure to pay amounts due under the reinsurance agreements listed in Exhibit B.
“Pre-Closing Tax Period” means a taxable year that begins before the Closing Date, other than the post-Closing Date portion of any such year.
“Proposed 2010 Balance Sheet and Income Statement” has the meaning set forth in Section 2.3(a)(i)(A).
“Proposed 2010 Financial Statements” has the meaning set forth in Section 2.3(a)(i)(A).
“Proposed June 30, 2010 Balance Sheet and Income Statement” has the meaning set forth in Section 2.3(a)(i)(A).
“Raydon Exposures” means all liabilities assumed by the Acquired Company and/or the Acquired Company Subsidiaries under the reinsurance
agreements listed in Exhibit C.
“Raydon/Phoenix Stop Loss Agreement” means the stop loss reinsurance agreement among the Acquired Company, Clarendon America, Harbor
Specialty (as ceding companies), and Hannover Re (as reinsurer), substantially in the form attached as Exhibit D.
“Recipient” has the meaning set forth in Section 3.1(h)(xv).
“Related Party Agreements” has the meaning set forth in Section 4.8(a).
“Requirements of Law” means, with respect to any Person, any Law, judgment, order, decree, injunction of (or an agreement with) a Governmental
Entity, in each case binding on that Person or its property or assets.
“Retrocession Agreement” means the retrocession agreement among Hannover Re, as ceding company, Fitzwilliam Insurance Limited, as
retrocessionaire and Enstar Group Limited, as guarantor, substantially in the form attached as Exhibit E.
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“Reviewed June 30, 2010 Balance Sheet and Income Statement” has the meaning set forth in Section 2.3(a)(ii)(A).
“SAP” means, as to the Acquired Company or any Acquired Company Subsidiary, the statutory accounting practices prescribed or permitted by its
Insurance Regulator.
“2009 SAP Financial Statements” have the meaning set forth in Section 3.1(d).
“SAP Statements” has the meaning set forth in Section 3.1(d).
“Securities Act” means the Securities Act of 1933, as amended, and the rules and regulations thereunder.
“Seller” has the meaning set forth in the introductory paragraph of this Agreement.
“Seller Consolidated Group Tax Claim” has the meaning set forth in Section 9.3.
“Seller’s Disclosure Letter” means the Seller’s Disclosure Letter (including any attachments thereto) delivered by Seller in connection with, and
constituting a part of, this Agreement.
“Seller Parent” has the meaning set forth in the introductory paragraph of this Agreement.
“Seller Parent Material Adverse Effect” means a material adverse effect on the ability of Seller Parent to perform its obligations under this Agreement
or to consummate the transactions contemplated hereby or thereby on a timely basis.
“Seller Parent’s Disclosure Letter” means the Seller Parent’s Disclosure Letter (including any attachments thereto) delivered by Seller Parent in
connection with, and constituting a part of, this Agreement.
“September 30, 2010 SAP Statements” has the meaning set forth in Section 3.1(d).
“Straddle Taxes” has the meaning set forth in Section 9.1(b).
“Subsidiary” means with respect to any Person, any other Person of which such first Person (either alone or through or together with any other
Subsidiary) owns, directly or indirectly, a majority of the outstanding equity securities or securities carrying a majority of the voting power in the election of
the board of directors or other governing body of such Person.
“Taxes” means (i) all federal, state, county, local, foreign and other taxes, assessments, charges, duties, fees, levies, imposts, escheat obligations, or
other similar charges imposed by a Taxing Authority, including all income, franchise, profits, capital gains, capital stock, gross receipts, production, customs,
sales, use, transfer, service, occupation, ad valorem, property, excise, severance, windfall profits, premium, stamp, license, payroll, employment, social
security, alternative minimum, add-on, value-added, capital taxes, withholding, disability, environmental, occupancy, and other similar charges of any kind
whatsoever (whether payable
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directly or by withholding and whether or not requiring the filing of a Tax Return), and all estimated taxes, deficiency assessments, additions to tax, interest
and penalties (civil or criminal), additional amounts imposed by any Taxing Authority on or in respect of a failure to comply with any requirement relating to
such taxes or any Tax Return and (ii) all liability of any Person for the payment of amounts with respect to payments of a type described in clause (i) above
under Section 1.1502-6 of the Treasury Regulations or any analogous provision of foreign, state, or local Law, or as a result of being a transferee or successor,
by contract, or otherwise.
“Taxing Authority” means the Internal Revenue Service and any other Governmental Entity responsible for the administration of any Tax.
“Tax Benefit” means the Tax effect of any item of loss, deduction or credit or any other item which decreases Taxes paid (including by reason of any
amounts that increase Tax basis that is depreciated, amortized or otherwise deductible).
“Tax Claim” has the meaning set forth in Section 9.3.
“Tax Indemnifying Party” has the meaning set forth in Section 9.2(c).
“Tax Return” means any return, report or statement filed or required to be filed with respect to any Tax (including any elections, declarations,
schedules or attachments thereto, and any amendment thereof) with a Taxing Authority.
“Tax Sharing Agreements” has the meaning set forth in Section 9.6.
“Third Party Claim” has the meaning set forth in Section 8.3(a).
“Threshold” has the meaning set forth in Section 8.1(a)(ii)(E).
“Towers Watson” has the meaning set forth in Section 3.1(r).
“Transfer Taxes” has the meaning set forth in Section 9.8.
“Transferred Employee” means any Employee who immediately after the Closing (i) continues to be employed by the Acquired Company or an
Acquired Company Subsidiary or (ii) becomes an employee of Buyer or any Affiliate of Buyer.
“Treasury Regulations” means the final, temporary or proposed regulations promulgated by the Treasury Department under the Code and any
reference to a Treasury Regulation that is amended, revised or otherwise superseded subsequent to the date hereof shall be interpreted as referring to the
Treasury Regulation prior to such change so as to achieve the result originally intended by the Parties.
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ARTICLE II
PURCHASE AND SALE OF THE SHARES
Section 2.1. Purchase and Sale. Upon the terms and subject to the conditions of this Agreement, at the Closing, Seller shall sell to Buyer, and Buyer
shall purchase from Seller, the Acquired Company Shares, free and clear of all Liens (other than Permitted Liens).
Section 2.2. Purchase Price. In consideration for the sale of the Acquired Company Shares, the Buyer shall pay to Seller the aggregate final purchase
price for the Acquired Company Shares (the “Final Purchase Price”) determined in accordance with Section 2.3. At Closing, the price payable by Buyer to
Seller shall consist of cash in an amount equal to the Estimated Purchase Price (defined below) for the Acquired Company Shares. In the event that the 2010
Adjusted Surplus (as defined below) is equal to $249,283,194, the Estimated Purchase Price shall be an amount equal to $201,500,000. In the event that the
2010 Adjusted Surplus (as defined below) is greater than $249,283,194, the Estimated Purchase Price shall be an amount equal to $201,500,000 plus the
product of (a) and (b), where (a) is 0.7 and (b) is the amount by which the 2010 Adjusted Surplus exceeds $249,283,194. In the event that the 2010 Adjusted
Surplus is less than $249,283,194, the Estimated Purchase Price shall be an amount equal to $201,500,000 less the product of (a) and (b), where (a) is 0.7 and
(b) is the amount by which the 2010 Adjusted Surplus is less than $249,283,194.
Section 2.3. Proposed 2010 Financial Statements; Final 2010 Financial Statements; Final Purchase Price.
(a) (i) Not less than five (5) Business Days before the Closing Date or such other time as is mutually agreed in writing by the Parties, Seller shall
prepare, or cause to be prepared, and deliver to Buyer:
(A) the unaudited combined balance sheets and income statements of the Acquired Company for the periods ended June 30, 2010
(the “Proposed June 30, 2010 Balance Sheet and Income Statement”) and December 31, 2010 (the “Proposed 2010 Balance Sheet and
Income Statement,” and together with the Proposed June 30, 2010 Balance Sheet and Income Statement, the “Proposed 2010 Financial
Statements”) that in each case shall be prepared in good faith on a statutory form using the accounting principles, procedures, policies
and methods used by Seller in preparing the balance sheets respectively contained in its quarterly statutory statement for the period
ended June 30, 2010 and its annual statutory statement for the period ended December 31, 2009, consistently applied;
(B) a calculation (the “2010 Adjusted Surplus Calculation”) of an amount equal to the surplus as regards policyholders shown on
page 4, line 39 of the Proposed 2010 Balance Sheet and Income Statement, plus (i) 40% of (a) minus (b), where (a) is the Adjusted
Underwriting Result for the twelve month period ended December 31, 2010 and (b) is the Adjusted Underwriting Result for the six month
period ended June 30, 2010, plus (ii) the amount of any Schedule F Penalty shown on page 3, line 16 of the Proposed 2010 Balance
Sheet and Income Statement in excess of $2,168,000 (the “2010 Adjusted Surplus”); and
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(C) a certificate prepared by the Chief Financial Officer of Seller providing that the Proposed 2010 Financial Statements were
prepared in accordance with Section 2.3(a)(i)(A).
(ii) Within 90 days after the Closing Date, Seller shall prepare and deliver to Buyer:
(A) a combined balance sheet and income statement of the Acquired Company for the period ended June 30, 2010 reviewed by the
Acquired Company’s auditors in accordance with the procedures set forth in Exhibit F hereto (the “Reviewed June 30, 2010 Balance
Sheet and Income Statement”) and an audited combined balance sheet and income statement of the Acquired Company for the period
ended December 31, 2010 (the “Audited 2010 Balance Sheet and Income Statement,” and together with the Reviewed June 30, 2010
Balance Sheet and Income Statement, the “Audited 2010 Financial Statements”) both prepared using the same accounting principles,
procedures, policies and methods used in preparing the Proposed 2010 Financial Statements; and
(B) an audited 2010 Adjusted Surplus Calculation prepared in accordance with Section 2.3(a)(i)(B), except using the Audited 2010
Financial Statements in lieu of the Proposed 2010 Financial Statements (the “Audited 2010 Adjusted Surplus Calculation”), setting
forth the audited 2010 Adjusted Surplus (the “Audited 2010 Adjusted Surplus”).
The Audited 2010 Financial Statements and Audited 2010 Adjusted Surplus as finally agreed or determined in accordance with Section 2.3(b) are hereinafter
referred to as the “Final 2010 Financial Statements” and the “Final 2010 Adjusted Surplus,” respectively.
(iii) Upon the delivery of each of the Proposed 2010 Financial Statements, Proposed 2010 Adjusted Surplus Calculation, Audited 2010
Financial Statements, and Audited 2010 Adjusted Surplus Calculation (including the Audited 2010 Adjusted Surplus set forth therein), each as prepared in
accordance with Sections 2.3(a)(i) and Section 2.3(a)(ii), as applicable, Seller shall (A) provide to Buyer and its representatives access to such work papers,
books and records and other documents relating to their and their accountants’ preparation of such documents as Buyer may reasonably request and
(B) cooperate in good faith with Buyer and its representatives for the purpose of providing such other information as Buyer may reasonably request
concerning such documents.
(b) Within thirty (30) days after its receipt of the Audited 2010 Financial Statements and Audited 2010 Adjusted Surplus Calculation or such
other time as is mutually agreed in writing by the Parties (the “Notice Period”), Buyer shall deliver in writing to Seller either (i) its agreement to the Audited
2010 Financial Statements and Audited 2010 Adjusted Surplus Calculation or (ii) its dispute with respect to any items included in the Audited 2010
Financial Statements and the Audited 2010 Adjusted Surplus Calculation (if any) or application
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of any procedures set forth in Exhibit F, specifying in reasonable detail the nature of its dispute (such items in dispute, the “Disputed Items” and such notice
of the Disputed Items, the “Dispute Notice”). If Buyer fails to deliver to Seller a Dispute Notice within the Notice Period, the Audited 2010 Financial
Statements and the Audited 2010 Adjusted Surplus Calculation (including the Audited 2010 Adjusted Surplus set forth therein) shall be final and binding on
the Parties and shall constitute the Final 2010 Financial Statements and the Final 2010 Adjusted Surplus. If Buyer delivers to Seller a Dispute Notice prior to
the expiration of the Notice Period, each Party shall cooperate and shall cause its representatives to cooperate with the other Parties and their representatives
in good faith to seek to promptly resolve the Disputed Items. Any Disputed Items that are agreed in writing by the Parties within fifteen (15) days of receipt of
the Dispute Notice by Seller or such other time as is mutually agreed in writing by the Parties (the “Dispute Period”) shall be final and binding upon Buyer
and Seller and become part of the calculation of the Final 2010 Adjusted Surplus, which shall be used to calculate the Final Purchase Price (by making the
adjustment to the Estimated Purchase Price contemplated by Section 2.2 but using the Final 2010 Adjusted Surplus in lieu of the 2010 Adjusted Surplus). If
at the end of the Dispute Period, Buyer and Seller have failed to reach agreement with respect to any Disputed Items, such unresolved Disputed Items shall be
submitted within twenty (20) days after the expiration of the Dispute Period to PricewaterhouseCoopers LLP, or if such accounting firm is not available, to an
independent certified public accounting firm of national standing and reputation jointly selected and retained by Buyer and Seller that is not an independent
auditor for either Buyer or Seller and is otherwise neutral and impartial; provided, however, that if Buyer and Seller are unable to select such other accounting
firm within twenty (20) days after the expiration of the Dispute Period, either Party may request the American Arbitration Association to appoint, within
twenty (20) Business Days from the date of such request, an independent accounting firm meeting the requirements set forth above and with significant
relevant experience. The accounting firm so selected shall be referred to herein as the “Accountant.” The Accountant may consider only those Disputed
Items which Buyer and Seller have been unable to resolve within the Dispute Period, and must resolve such Disputed Items in accordance with the terms and
provisions of this Agreement; provided, however, that the determination of the Accountant will neither be more favorable to Seller than reflected in the
Audited 2010 Financial Statements or Audited 2010 Adjusted Surplus Calculation, as applicable, nor more favorable to Buyer than reflected in the Buyers’
Dispute Notice (excluding the allocation of expenses incurred in connection with the resolution of the Disputed Items). The Accountant shall deliver to
Buyer and Seller, as promptly as practicable and in any event within forty-five (45) days after its appointment, a written report setting forth the resolution of
each Disputed Item submitted to it and the resulting Final 2010 Financial Statements and the Final 2010 Adjusted Surplus determined in accordance with the
terms of this Agreement. The conclusions in such report shall be final and binding upon Buyer and Seller and become part of the calculation of the Final
2010 Adjusted Surplus, which shall be used to calculate the Final Purchase Price (by making the adjustment to the Estimated Purchase Price contemplated by
Section 2.2 but using the Final 2010 Adjusted Surplus in lieu of the 2010 Adjusted Surplus). The 45-day period for delivering the written report may be
extended by the mutual written consent of the Parties or by the Accountant for up to thirty (30) days for good cause shown. Each of Buyer and Seller shall
bear all of the fees and costs incurred by it in connection with the resolution of Disputed Items, except that all fees and expenses relating to the foregoing
work by the Accountant shall be borne by Buyer and Seller in inverse proportion to the degree each prevails on the Final 2010 Adjusted Surplus, which
proportionate allocation will also be determined by the Accountant and be included in the Accountant’s written report.
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(c) During the Dispute Period and, if applicable, the time in which the Accountant is reviewing the Disputed Items submitted to it, each Party
shall make available (i) to the other Party and its representatives its accountants’ work papers, schedules and other supporting data as may be reasonably
requested by such Party to enable such Party to verify the amounts set forth on the Audited 2010 Financial Statements and Audited 2010 Adjusted Surplus
Calculation, and (ii) to the Accountant (if applicable) such work papers, schedules and other supporting data as the Accountant may reasonably request to
resolve the Disputed Items submitted to it.
(d) On the fifth Business Day after the Final Purchase Price is determined pursuant to Section 2.3(b), if the Final Purchase Price exceeds the
Estimated Purchase Price, an amount equal to such excess shall be paid by Buyer to Seller, and if the Estimated Purchase Price exceeds the Final Purchase
Price, an amount equal to such excess shall be paid from the Seller to the Buyer. Interest on such amount shall accrue from the Closing Date up to but
excluding the date of payment and shall include interest at a rate per annum equal to the Federal Funds Rate as of the Closing Date, calculated on the basis of
a year of 360 days and the actual number of days elapsed. Such payment shall be made by wire transfer of immediately available funds to the account or
accounts designated by party to whom the payment is due.
Section 2.4. Closing. Unless this Agreement shall have been terminated pursuant to Section 10.1 and subject to the satisfaction or waiver of each of the
conditions set forth in Article VI, the closing of the purchase and sale of the Acquired Company Shares (the “Closing”) shall take place at 10:00 am on a date
which is not more than ten (10) calendar days after the last of the conditions to Closing set forth in Article VI (other than those conditions which by their
terms can only be satisfied at the Closing) is satisfied or waived; provided, however that the Closing Date shall be no earlier than February 15, 2011. The
actual date and time of Closing are herein referred to as the “Closing Date.”
Section 2.5. Pre-Closing Delivery Instructions. At least two (2) Business Days prior to the Closing Date, Seller shall deliver to Buyer instructions
designating the accounts to which the Estimated Purchase Price shall be deposited by wire transfer of immediately available funds on the Closing Date.
Section 2.6. Closing Deliveries. At the Closing, the Parties shall take the following actions:
(a) Seller shall deliver to Buyer:
(i) a receipt evidencing receipt by Seller of payment and delivery by Buyer of the Estimated Purchase Price;
(ii) certificates representing the Acquired Company Shares to be transferred by CIGI, duly executed in blank or accompanied by stock
powers duly executed in blank, in proper form for transfer;
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(iii) copies (or other evidence) of all valid approvals or authorizations of, filings or registrations with, or notifications to, all
Governmental Entities required to be obtained, filed or made by Seller in satisfaction of Section 6.1(a) and Section 6.2(c);
(iv) duly executed Raydon/Phoenix Stop Loss Agreement;
(v) duly executed ADR Amendment;
(vi) Retrocession Agreement executed by Hannover Re;
(vii) the officer’s certificates contemplated in Section 6.2(a) and Section 6.2(b);
(viii) a letter substantially in the form attached as Exhibit G from Hannover Re, and acknowledged by the Acquired Company and
Acquired Company, Subsidiaries terminating the Hannover Re Collateral Facility as of the Closing Date;
(ix) a certification, duly completed and executed by Seller pursuant to Section 1.1445-2(b)(2) of the Treasury Regulations, certifying that
Seller is not a “foreign person” within the meaning of Section 1445 of the Code;
(x) the common seal (if any), certificate of incorporation including any amendments, minute books, stock ledgers and statutory registers
relating to the Acquired Company and the Acquired Company Subsidiaries duly recorded up to Closing;
(xi) a certificate prepared by the Chief Financial Officer of Clarendon National certifying that the Acquired Company Notes have been
validly contributed to Clarendon National, free and clear of all Liens;
(xii) written resignations, expressed to take effect as of the Closing, of the directors of each of the Acquired Company and each Acquired
Company Subsidiary; and
(xiii) all such additional instruments, documents and certificates provided for by this Agreement or as may be reasonably requested by
Buyer in connection with the closing of the transactions contemplated by this Agreement.
(b) Buyer shall deliver to Seller:
(i) cash in an amount equal to the Estimated Purchase Price, which shall be made by wire transfer of immediately available funds to the
account or accounts designated by Seller pursuant to Section 2.5;
(ii) copies (or other evidence) of all valid approvals or authorizations of, filings or registrations with, or notifications to, all
Governmental Entities required to be obtained, filed or made by Buyer in satisfaction of Section 6.1(a) and Section 6.3(c);
(iii) the officer’s certificate contemplated in Section 6.3(a); and
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(iv) Retrocession Agreement executed by Fitzwilliam Insurance Limited and Parent;
(v) all such additional instruments, documents and certificates provided for by this Agreement or as may be reasonably requested by
Seller in connection with the closing of the transactions contemplated by this Agreement.
Section 2.7. Proceedings at Closing. All proceedings to be taken, and all documents to be executed and delivered by the Parties, at the Closing shall be
deemed to have been taken and executed simultaneously, and, except as permitted hereunder, no proceedings shall be deemed taken nor any documents
executed or delivered until all have been taken, executed and delivered.
ARTICLE III
REPRESENTATIONS AND WARRANTIES
Section 3.1. Representations and Warranties of Seller. Except as otherwise disclosed in the corresponding section of the disclosure letter delivered by
the Seller in connection with the execution and delivery of this Agreement (the “Seller’s Disclosure Letter”) (provided, that any disclosure contained in any
section of the Seller’s Disclosure Letter shall qualify each other representation and warranty where it would be reasonably apparent that it should be an
exception to such representation or warranty or be disclosed in such section of the Seller’s Disclosure Letter, and it being acknowledged and agreed by the
Buyer and the Parent that the disclosure of any matter set forth in the Seller’s Disclosure Letter shall expressly not be deemed to constitute an admission by
the Seller or any of their Affiliates, or otherwise imply, that any such matter rises to the level of a Company Material Adverse Effect or is otherwise material
for purposes of this Agreement), the Seller hereby represents and warrants to the Buyer and Parent, as of the date hereof (except where such representation or
warranty is expressly made as of another specific date), as follows:
(a) Organization, Standing and Corporate Power.
(i) Seller is a corporation duly organized, validly existing and in good standing under the Laws of its jurisdiction of incorporation and
has the requisite corporate power and authority to own its assets and carry on its business as currently conducted.
(ii) Seller has the requisite corporate power and authority to enter into this Agreement and to consummate the transactions contemplated
hereby. The execution and delivery by Seller of this Agreement and the consummation of the transactions contemplated hereby have been duly authorized
by all necessary corporate action on the part of Seller. This Agreement has been duly executed and delivered by Seller and, assuming this Agreement
constitutes the valid and binding agreement of Buyer and Parent, constitutes a valid and binding obligation of Seller, enforceable against Seller in
accordance with its terms, subject to (A) applicable bankruptcy, insolvency or other similar Laws, now or hereafter in effect, affecting creditors’ rights
generally and (B) general equitable principles (regardless of whether considered in a proceeding of law or in equity).
(iii) The Acquired Company and each Acquired Company Subsidiary is a corporation duly organized, validly existing and in good
standing under the Laws of its
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jurisdiction of organization and has the requisite corporate power and authority to own its assets and to carry on its business as currently conducted. Except
as provided in Section 3.1(j), the Acquired Company and each Acquired Company Subsidiary is duly qualified to do business and is in good standing (where
applicable) as a foreign corporation in each jurisdiction where the ownership or operation of its assets or the conduct of its business as currently conducted
requires such qualification, except for those jurisdictions where the failure to be so qualified or to be in good standing would not reasonably be expected to
have a Company Material Adverse Effect.
(b) Capital Stock of the Acquired Company and the Acquired Company Subsidiaries.
(i) Section 3.1(b)(i) of the Seller’s Disclosure Letter lists each Acquired Company Subsidiary and any Person in which the Acquired
Company or an Acquired Company Subsidiary, individually or collectively, owns more than 5% of the outstanding common stock, any other voting stock or
similar equity securities thereof (including options, warrants, rights, commitments or agreements to acquire such equity securities) or otherwise possesses,
directly or indirectly, the power to direct or cause the direction of the management or policies of any Person.
(ii) The authorized capital stock of the Acquired Company consists solely of 48,000 shares of common stock, par value $100 per share, of
which 48,000 shares are issued and outstanding and constitute the Acquired Company Shares. The Acquired Company Shares (A) are beneficially and legally
owned by CIGI, free and clear of all Liens (except for Permitted Liens) and (B) have been duly authorized, validly issued and are fully paid and nonassessable.
(iii) The authorized capital stock of Clarendon America consists solely of 5,000 shares of common stock, par value $1000 per share, of
which 5,000 shares are issued and outstanding. The authorized capital stock of Clarendon Select consists solely of 2,000,000 shares of common stock, par
value $18 per share, of which 166,667 shares are issued and outstanding. The authorized capital stock of Harbor Specialty consists solely of 4,100,000 shares
of common stock, par value $1 per share, of which 4,100,000 shares are issued and outstanding. All of the outstanding shares and other ownership interests of
each Acquired Company Subsidiary (the “Acquired Company Subsidiary Shares”) (x) are beneficially and legally owned, directly or indirectly, by the
Acquired Company, free and clear of all Liens (except for Permitted Liens) and (y) have been duly authorized and validly issued and are fully paid and nonassessable.
(iv) All of the Acquired Company Shares and the Acquired Company Subsidiary Shares were issued in compliance with applicable Laws.
None of the Acquired Company Shares or the Acquired Company Subsidiary Shares were issued in violation of any agreement, arrangement or commitment
to which any of Sellers, the Acquired Company or the Acquired Company Subsidiaries is or was a party or otherwise bound or is or was subject to or in
violation of any preemptive or similar rights of any Person.
(v) Except as set forth in Section 3.1(b)(v) of the Seller’s Disclosure Letter, there are no outstanding options, warrants, convertible
securities or other rights,
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agreements, arrangements or commitments relating to the Acquired Company Shares or the Acquired Company Subsidiary Shares or obligating Seller or any
of its Affiliates, at any time or upon the occurrence of certain events, to offer, issue, sell, transfer, vote or otherwise dispose of any Acquired Company Shares
or Acquired Company Subsidiary Shares; and neither the Acquired Company nor any Acquired Company Subsidiary has outstanding or authorized any stock
appreciation, phantom stock, profit participation or similar rights; and there are no voting trusts, stockholder agreements, proxies or other agreements or
understandings in effect with respect to the voting or transfer of any of the Acquired Company Shares or the Acquired Company Subsidiary Shares. Except as
set forth in Section 3.1(b)(v) of the Seller’s Disclosure Letter, there are no certificated or uncertificated Acquired Company Shares or Acquired Company
Subsidiary Shares.
(c) Non-Contravention; Consents.
(i) Except as set forth in Section 3.1(c)(i) of the Seller’s Disclosure Letter and except as may result from any facts or circumstances
relating to Buyer or any of its Affiliates otherwise referred to in this Agreement, the execution, delivery and performance by the Seller of this Agreement does
not, and the consummation of the transactions contemplated hereby will not, (A) conflict with any of the provisions of the articles of incorporation or bylaws
of Seller or the comparable documents of the Acquired Company or any Acquired Company Subsidiary, (B) conflict with, result in a breach of or default (with
or without notice or lapse of time, or both) under or give rise to a right of termination under, any material contract, agreement, permit, license or instrument to
which any Seller, Acquired Company or Acquired Company Subsidiary is a party or otherwise bound or (C) subject to the matters referred to in Section 3.1(c)
(ii), contravene any material Requirement of Law applicable to Seller, the Acquired Company or any Acquired Company Subsidiary.
(ii) No consent, approval or authorization of, or declaration or filing with, or notice to, any domestic or foreign court, governmental or
regulatory authority or agency (a “Governmental Entity”) is required to be obtained or made by any Seller, Acquired Company or Acquired Company
Subsidiary in connection with the execution and delivery of this Agreement by Seller or the consummation by Seller of any of the transactions contemplated
hereby, except for (A) the filing of pre-merger notification and report forms under the HSR Act, (B) the approvals, filings and notices required under the
insurance Laws of the jurisdictions in which the Acquired Company and Acquired Company Subsidiaries are organized or transact the business of insurance,
(C) such other consents, approvals, authorizations, declarations, filings or notices as are set forth in Section 3.1(c)(ii) of the Seller’s Disclosure Letter; and
(D) all other consents, approvals, authorizations, declarations, filings or notices where the failure to obtain such consents, approvals or authorizations or make
such declarations, filings or notices would be not be material.
(d) Financial Statements. Seller has furnished Buyer with complete and correct copies of (i) the annual audited statutory financial statements of
the Acquired Company and the Acquired Company Subsidiaries as of December 31, 2009 including the exhibits, schedules, interrogatories, notes, electronic
pages and actuarial opinions thereto (the “2009 SAP Financial Statements”) and (ii) the unaudited statutory financial statements of the Acquired Company
and the Acquired Company Subsidiaries for the nine month period ended September 30,
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2010, together with the exhibits, schedules and notes thereto (collectively the “September 30, 2010 SAP Statements”, and together with the 2009 SAP
Financial Statements, the “SAP Statements”). Except as set forth in Section 3.1(d) of the Seller’s Disclosure Letter or disclosed in the notes, exhibits or
schedules to the SAP Statements and subject to Section 4.8, the SAP Statements were prepared in accordance with SAP consistently applied, and present
fairly in all material respects the statutory financial condition of the Acquired Company and Acquired Company Subsidiaries as of the date thereof and the
results of operations of the Acquired Company and Acquired Company Subsidiaries for the periods then ended (subject, in the case of the September 30,
2010 SAP Statements, to normal recurring year-end adjustments). The Acquired Company and the Acquired Company Subsidiaries have no known liabilities,
obligations or commitments of any nature whatsoever, asserted or unasserted, absolute or contingent, accrued or unaccrued, matured or unmatured or
otherwise which would be required to be reflected on a balance sheet prepared in accordance with SAP (“Liabilities”), except (a) those that are adequately
reflected or reserved against in September 30, 2010 SAP Statements, and (b) those that have been incurred in the ordinary course of business consistent with
past practice since September 30, 2010 and that are not, individually or in the aggregate, material in amount.
(e) Rights to the Acquired Company Shares. Upon consummation of the transactions contemplated by this Agreement, including the execution
and delivery of documents in accordance with Section 2.6, at the Closing Buyer shall acquire the Acquired Company Shares, free of any claims, except
claims attributable to Buyer or its Affiliates.
(f) Labor Matters. Since January 1, 2005, (i) none of the Acquired Company or the Acquired Company Subsidiaries is a party to any labor or
collective bargaining agreement or other agreement with any labor organization applicable to any Employees and (ii) there are no pending or, to the
Knowledge of Seller, threatened complaints, charges or claims against the Acquired Company or any Acquired Company Subsidiary in connection with or
relating to the employment or termination of employment of any Person.
(g) Absence of Certain Changes or Events. Except as disclosed in Section 3.1(g) of the Seller’s Disclosure Letter, reflected in the September 30,
2010 SAP Statements, or as contemplated by this Agreement, since January 1, 2010: (i) the Acquired Company and the Acquired Company Subsidiaries have
conducted their business in the ordinary course, consistent with past practice; (ii) there has been no change in or failure to comply with the claims payment,
actuarial, financial or accounting practices or policies adopted by the Acquired Company and each of the Acquired Company Subsidiaries, (iii) except as
contemplated by Section 3.1(g)(v), there has been no material adverse change in the financial position of the Acquired Company or any of the Acquired
Company Subsidiaries; (iv) no management or service charge or similar payment has been made by the Acquired Company or any of the Acquired Company
Subsidiaries, on the one hand, to the Seller or any of the Seller’s Affiliates, on the other; and (v) to the Knowledge of the Seller, the Acquired Company and
the Acquired Company Subsidiaries, taken on a combined basis, have not suffered any material adverse claims development during the period from June 30,
2010 through the date of this Agreement (for the avoidance of doubt, this Section 3.1(g)(v) refers to the aggregate claims results for the Acquired Company
and the Acquired Company Subsidiaries and not to individual claims or programs). Except as contemplated or permitted by this Agreement, as required by
Law or as properly reflected in the
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September 30, 2010 SAP Statements, during the period from January 1, 2010 to the date hereof, the Acquired Company and the Acquired Company
Subsidiaries have not through the date hereof, taken any of the actions listed in Section 4.1.
(h) Benefit Plans.
(i) Each Employee Benefit Plan is listed in Section 3.1(h)(i) of the Seller’s Disclosure Letter. Seller has made available or delivered to
Buyer a true and complete copy of each ERISA Plan document or policy (as amended to the date of the Closing). Seller has also made available or delivered
to Buyer a true and complete copy of each Employee Benefit Plan that is not an ERISA Plan (as amended to the date of the Closing), or a summary
description thereof.
(ii) The Employee Benefit Plans are in compliance with all applicable requirements of ERISA, the Code, and other applicable Laws and
have been administered in accordance with their terms and such Laws. Each ERISA Plan that is intended to be qualified within the meaning of Section 401 of
the Code has received a favorable determination letter from the Internal Revenue Service as to its qualification and, to the Knowledge of Seller, nothing has
occurred that would reasonably be expected to adversely affect such qualification.
(iii) Except as set forth in Section 3.1(h)(iii) of the Seller’s Disclosure Letter or for ordinary and usual claims by participants and
beneficiaries for benefits, there are no pending or, to the Knowledge of Seller, threatened claims or litigation with respect to any Employee Benefit Plan.
(iv) Neither the Acquired Company nor any ERISA Affiliate now maintains or has ever maintained or is now obligated to contribute to or
has ever been obligated to contribute to any ERISA Plan subject to Title IV of ERISA.
(v) Except as set forth in Section 3.1(h)(v) of the Seller’s Disclosure Letter, neither the Acquired Company nor any ERISA Affiliate has
ever been obligated to contribute to any multiemployer plan (within the meaning of Section 4001(a)(3) of ERISA). Neither the Acquired Company nor any
ERISA Affiliate is now obligated to contribute to any multiemployer plan (within the meaning of Section 4001(a)(3) of ERISA).
(vi) Except as set forth in Section 3.1(h)(vi) of the Seller’s Disclosure Letter, all Employees are employed at will, and there are no
employment, retention or other similar agreements in effect between an Employee and either the Acquired Company or an Acquired Company Subsidiary.
(vii) The Acquired Company and the ERISA Affiliates have made full and timely payment of all amounts they are required, under
applicable law or the terms of each Employee Benefit Plan, to have contributed thereto before the Closing, or proper accruals for such contributions have
been made and are reflected on their balance sheet(s) and books and records.
(viii) There is not now, and has never been, any violation of ERISA or the Code with respect to the filing of applicable reports,
documents and notices with the United
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States Department of Labor or the Internal Revenue Service regarding any Employee Benefit Plan, or the furnishing of such documents to the participants in
or beneficiaries of any Employee Benefit Plan.
(ix) Complete and correct copies of all of the following documents have been made available or delivered by Seller to the Buyer: (i) all
current trust agreements, custodial agreements, investment management or advisory agreements, and insurance contracts (as each is amended to the Closing
Date), with respect to each of the Employee Benefit Plans, (ii) for each of the most recently ended three plan years, all Form 5500 series forms (and any
financial statements and other schedules attached thereto) for each ERISA Plan, (iii) the three most recent summary annual reports for each ERISA Plan;
(iv) the most recent internal Revenue Service determination letter, and each currently pending application to the Internal Revenue Service for a
determination letter, for each ERISA Plan that is intended to be a qualified plan, and (v) all current summary plan descriptions and subsequent summaries of
material modifications with respect to each of the ERISA Plans and any similar documents for any Employee Benefit Plan that is not an ERISA Plan.
(x) With respect to each ERISA Plan, no change has occurred with respect to the matters covered by the last Form 5500 series form since
its filing date.
(xi) There are no inquiries, proceedings, claims or lawsuits which have been asserted, instituted or threatened by the Internal Revenue
Service or the United States Department of Labor involving any aspect of any Employee Benefit Plan and, to the Knowledge of Seller, there are no facts
which could form the basis for any such claim or lawsuit.
(xii) All amendments and actions required to bring the Employee Benefit Plans into conformity in all respects with all of the applicable
provisions of ERISA, the Code, and other applicable laws have been made or taken except to the extent that such amendments or actions are not required by
law to be made or taken until a date after the Closing. Notwithstanding the preceding sentence, all amendments and actions to bring the Employee Benefit
Plans that are subject to Section 409A of the Code into compliance with such Section or to exempt such plans from such Section have been made or taken.
(xiii) There has been no violation of the continuation coverage requirements of COBRA with respect to any Employee Benefit Plan to
which such continuation coverage requirements apply.
(xiv) Except as set forth in Section 3.1(h)(xiv) of the Seller’s Disclosure Letter, other than continuation coverage as required by COBRA,
the cost of which is fully paid by the former employee or his or her dependent, neither the Acquired Company nor any ERISA Affiliate maintains retiree
health or retiree life plans that provide for continuing benefits or coverage for any Employee or any beneficiary of an Employee after the Employee’s
termination of employment.
(xv) No payment made to any officer, director, Employee or agent of the Acquired Company or of the Acquired Company Subsidiaries
(“Recipient”) pursuant to any employment agreement, severance agreement, or other arrangement as a consequence of the
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transaction described herein will be non-deductible to the Acquired Company because of the applicability of the “golden parachute” provisions of
Section 280G of the Code, nor will the Acquired Company be required to “gross up” or otherwise compensate any Recipient because of the imposition of any
excise tax (including any interest or penalties related thereto) on the Recipient as a result of the applicability of Section 4999 of the Code to the Recipient.
(xvi) Except as set forth in Section 3.1(h)(xvi) of the Seller’s Disclosure Letter, the consummation of the transactions contemplated
herein will not, separately or together, (i) entitle any Employee, officer or director of the Acquired Company or of any Acquired Company Subsidiary to
severance pay, unemployment compensation, or any other payment, or (ii) accelerate the time of payment or vesting of, or increase the amount of,
compensation due to any such Employee, officer or director.
(xvii) Except as set forth in Section 3.1(h)(xvii) of the Seller’s Disclosure Letter, there are no legal constraints on Seller or on the
Acquired Company or on any Acquired Company Subsidiary that would prevent the termination of any Employee Benefit Plan.
(xviii) None of the Acquired Company or the Acquired Company Subsidiaries is a party to any collective bargaining agreement. To the
Knowledge of Seller, no union organizing activities among Employees are occurring as of the date hereof.
(i) Taxes.
Except as set forth in Section 3.1(i) in the Seller’s Disclosure Letter:
(i) All Tax Returns required to be filed by or with respect to the Acquired Company and the Acquired Company Subsidiaries have been
duly and timely filed in the manner prescribed by Law (taking into account all valid extensions) and such Tax Returns were true, correct and complete in all
respects when filed. All existing liabilities of the Acquired Company and the Acquired Company Subsidiaries for Taxes (whether or not shown on any Tax
Return) (A) have been paid in full or (B) have been duly provided for in the SAP Statements and, if asserted by any Taxing Authority, are being contested in
good faith.
(ii) No written notice of deficiencies, assessments, reassessments, claims, actions, audits, investigations, examinations or other
administrative or court proceedings for or with regard to any Taxes have been proposed, asserted or assessed against any of the Acquired Company or the
Acquired Company Subsidiaries by any Taxing Authority which has not been resolved in full. No claim has been made by any Taxing Authority in a
jurisdiction where the Acquired Company or any of the Acquired Company Subsidiaries does not file a Tax Return that such company was, is, or may be
subject to taxation by that jurisdiction.
(iii) None of the Acquired Company or the Acquired Company Subsidiaries has executed or filed any agreement or other document
extending the period for assessment, reassessment or collection of any amount of Taxes that will be in force after the Closing Date, and no power of attorney
granted by the Acquired Company or an Acquired Company Subsidiary prior to the Closing Date shall remain in effect after the Closing Date.
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(iv) There are no Liens for any Taxes upon the assets of the Acquired Company or the Acquired Company Subsidiaries, other than
(A) Permitted Liens or (B) Liens for which an adequate reserve has been established in accordance with SAP.
(v) The Acquired Company and the Acquired Company Subsidiaries have complied with all Laws relating to the withholding and
payment of Taxes and have, within the time and in the manner prescribed by law, withheld and paid over to the proper Taxing Authorities all amounts
required to be so withheld and paid over in connection with amounts paid to any employee, independent contractor, creditor, stockholder or other third party.
(vi) The Acquired Company and the Acquired Company Subsidiaries have made adequate provision in accordance with SAP on the most
recent financial statement for all accrued and contingent liabilities for Taxes.
(vii) None of the Acquired Company nor any of the Acquired Company Subsidiaries is a party to, or bound by, any agreement with any
Person, which provides for the allocation, sharing or indemnification of Taxes.
(viii) The Acquired Company Shares are not “United States real property interests,” as defined in Section 897 of the Code.
(ix) Neither the Acquired Company nor any of the Acquired Company Subsidiaries has any contract, agreement, plan or arrangement
which may involve any compensation amounts that are nondeductible under Section 280G or Section 162(m) of the Code or which may result in any interest
charge or additional tax under Section 409A of the Code or any other liability related to Section 409A of the Code.
(x) Neither the Acquired Company nor any of the Acquired Company Subsidiaries (1) has agreed to or is required to make an adjustment
under Section 481(a) of the Code with respect to a change in accounting method, (2) owns any stock in a “passive foreign investment company,” as defined
in Section 1297 of the Code or a “controlled foreign corporation,” as defined in Section 957 of the Code, or (3) has made any transfer of intangible property
that is subject to Section 367(d) or 482 of the Code.
(xi) Neither the Acquired Company nor any of the Acquired Company Subsidiaries has engaged in operations or activities that are
subject to reporting obligations under Section 999 of the Code.
(xii) Neither the Acquired Company nor any of the Acquired Company Subsidiaries has engaged in a listed transaction within the
meaning of Treasury Regulations §1.6011-4 (or any predecessor provision).
(xiii) Neither the Acquired Company nor any of the Acquired Company Subsidiaries has engaged in any transaction resulting in a
deferred intercompany gain or an excess loss account under the Consolidated Return Regulations, nor has any of such companies been a party, within the
past six years, to a reorganization under Section 368 of the Code or a transaction described in Section 351 or 355 of the Code.
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(j) Compliance with Applicable Law. Except as set forth in Section 3.1(j) of the Seller’s Disclosure Letter or in Section 3.1(n)(ii), (i) the Acquired
Company and each Acquired Company Subsidiary has in full force and effect all material federal, state, local and foreign governmental approvals,
authorizations, consents, licenses, permits and rights (collectively, “Permits”) necessary for it to own, lease or operate its properties and assets and to carry
on its business as now conducted and (ii) is in material compliance with all applicable Requirements of Law.
(k) Litigation. Except as set forth in Section 3.1(k) of the Seller’s Disclosure Letter, there is no suit, action, proceeding or arbitration (excluding
those relating to policies or contracts of insurance or reinsurance written or assumed in the ordinary course of business) pending or, to the Knowledge of
Seller, threatened against or affecting the Acquired Company, any Acquired Company Subsidiary, any of their respective properties or assets or the
transactions contemplated by this Agreement. Except as set forth in Section 3.1(k) of the Seller’s Disclosure Letter, there is no judgment, decree, injunction or
order of any Governmental Entity or arbitrator outstanding against Seller, the Acquired Company, any Acquired Company Subsidiary, any of their respective
properties or assets or the transactions contemplated by this Agreement that would reasonably be expected to result in damages in excess of $100,000.
(l) Contracts. Seller has made available true and complete copies of each of the following types of contracts of the Acquired Company and the
Acquired Company Subsidiaries (collectively, the “Applicable Contracts”): (i) any written agreement (other than insurance policies or contracts of assumed
or ceded reinsurance written in the ordinary course of business) that contains obligations of the Acquired Company or any Acquired Company Subsidiary in
excess of $500,000 in any one fiscal year; (ii) any agreement for the incurrence of indebtedness for borrowed money involving amounts in excess of
$1,000,000, other than agreements with Affiliates which are to be terminated pursuant to Section 4.8; (iii) any non-competition agreement (other than any
Permit granted by any Governmental Entity) which limits in any material respect the manner in which, or the localities in which, the business of the Acquired
Company or the Acquired Company Subsidiaries is conducted; (iv) any material joint venture or partnership agreement, other than in respect of joint
ventures or similar investments held in an investment portfolio and reflected on the SAP Statements; (v) any ceded reinsurance agreement with respect to
which an Acquired Company or Acquired Company Subsidiary recorded a reinsurance recoverable at 12/31/09; and (vi) any Lease. For the avoidance of
doubt, Seller provides no representation or warranty as to the collectability of any reinsurance recoverable or other amounts due or payable under any ceded
reinsurance agreement to which the Acquired Company or any Acquired Company Subsidiary is a party whether or not such reinsurance recoverable is
reported as an asset or contra-liability in the Final 2010 Financial Statements or any other book or record of the Acquired Company or the Acquired
Company Subsidiaries. Each Applicable Contract is the legal, valid and binding obligation of the Acquired Company or Acquired Company Subsidiary that
is a party thereto and, to the Knowledge of Seller, of each other party thereto, and is enforceable in accordance with its terms, subject to applicable
bankruptcy, insolvency, reorganization, moratorium or similar Laws affecting the enforcement of creditors’ rights generally and to general equitable
principles (regardless of whether considered in a proceeding of law or in equity). Neither the Acquired Company nor any Acquired Company Subsidiary that
is a party thereto nor, to the Knowledge of Seller, any other party, is in material violation or default of any term of any such Applicable Contract and to the
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Knowledge of Seller, no condition or event exists which with the giving of notice or the passage of time, or both, would constitute a material violation or
default of any Applicable Contract by the Acquired Company or any Acquired Company Subsidiary, as the case may be, or any other party thereto or permit
the termination, modification, cancellation or acceleration of performance of any material obligation of the Acquired Company or any Acquired Company
Subsidiary, as the case may be, or any other party to the Applicable Contract.
(m) Insurance Matters.
(i) Seller has made available for inspection by Buyer copies of: (A) each annual statement filed with or submitted to any insurance
regulatory authority by the Acquired Company and Acquired Subsidiaries since January 1, 2006; (B) any reports of examination (including, without
limitation, financial, market conduct and similar examinations and drafts thereof) of the Acquired Company and Acquired Company Subsidiaries issued by
any insurance regulatory authority since January 1, 2006; (C) all other material holding company filings or submissions made by Seller, the Acquired
Company or any Acquired Company Subsidiary with any insurance regulatory authority since January 1, 2006; and (D) all material correspondence,
including paper or electronic form, relating to any of the foregoing. Each of the Acquired Company and Acquired Company Subsidiaries has filed all material
reports, registrations, filings and submissions required to be filed with any insurance regulatory authority since January 1, 2007. All such reports,
registrations, filings and submissions were in material compliance with applicable Requirements of Law when filed or as amended or supplemented.
(ii) Except as set forth in Section 3.1(m)(ii) of the Seller’s Disclosure Letter, to the Knowledge of the Seller, all material insurance policy
forms issued by the Acquired Company or an Acquired Company Subsidiary that are required to be approved by an insurance regulatory authority, have been
approved by all applicable insurance regulatory authorities or filed with and not objected to by such insurance regulatory authorities within the period
provided by applicable Law for objection.
(n) Regulatory Filings.
(i) Except as set forth in Section 3.1(n)(i) of the Seller’s Disclosure Letter and except for reports, statements, documents, registrations,
filings or submissions with insurance regulatory authorities with respect to insurance matters, all material reports, statements, documents, registrations, filings
or submissions required to be filed by the Acquired Company or any Acquired Company Subsidiary with any Governmental Entity (the “Other Reports”),
have been filed. Except as set forth in Section 3.1(n)(i) of the Seller’s Disclosure Letter, all the Other Reports were in material compliance with all applicable
Requirements of Law when filed or as amended or supplemented, and no material deficiencies have been asserted in writing by any such Governmental
Entity with respect to any Other Report that have not been remedied.
(ii) Section 3.1(n)(ii) of the Seller’s Disclosure Letter sets forth a true, complete and correct list of (A) all state insurance certificates of
authority issued to the Acquired Company and the Acquired Company Subsidiaries (“Insurance Licenses”), and (B) all other material Licenses issued to the
Acquired Company and the Acquired Company Subsidiaries.
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Seller has delivered to Buyer true, complete and correct copies of all material Licenses issued to the Acquired Company and the Acquired Company
Subsidiaries and, except as otherwise indicated in Seller’s Disclosure Letter, each such License is in good standing and in full force and effect. To the
Knowledge of the Seller, except that the Acquired Company and the Acquired Company Subsidiaries have stopped writing new business, no event has
occurred that, with or without notice or lapse of time or both, could reasonably be expected to result in the nonrenewal, revocation, suspension, lapse or
limitation of any of such Licenses. Since April 1, 2006, the Acquired Company and the Acquired Company Subsidiaries have not transacted any material
amount of insurance business in any jurisdiction requiring an License therefore in which it did not possess such License, and the Licenses listed in
Section 3.1(n)(ii) of the Seller’s Disclosure Letter comprise all such Licenses required to conduct the business of the Seller as is currently being conducted.
(o) Brokers. No broker, investment banker, financial advisor or other Person is entitled to any broker’s, finder’s, financial advisor’s or similar fee
or commission in connection with the transactions contemplated by this Agreement based upon arrangements made by or on behalf of Seller, except those for
which Seller will be solely responsible.
(p) Technology and Intellectual Property.
(i) Except as set forth in Section 3.1(p)(i) of the Seller’s Disclosure Letter and subject, at Closing, to Section 4.5(c), the Acquired
Company or the Acquired Company Subsidiaries own or possess, or have rights or licenses to use, the patents, patent applications, trademarks, trademark
applications, service marks, trade names, copyrights, Internet domain names (including any registrations, licenses or rights relating to any of the foregoing),
computer software, trade secrets, inventions and know-how that are material to carrying on their business as presently conducted (each, an “Intellectual
Property Right”). Except as set forth in Section 3.1(p)(i) of the Seller’s Disclosure Letter, none of the Acquired Company or the Acquired Company
Subsidiaries has received any written notice of any infringement of the rights of any third party with respect to any Intellectual Property Right.
(ii) All Intellectual Property Rights that have been licensed by or on behalf of the Acquired Company and the Acquired Company
Subsidiaries are being used substantially in accordance with the applicable license pursuant to which the Acquired Company or the Acquired Company
Subsidiaries have the right to use such Intellectual Property Rights.
(iii) Section 3.1(p)(iii)(A) of the Seller’s Disclosure Letter contains a complete and accurate list of (A) registered and applied for patents,
trademarks, service marks, copyrights or domain names owned by the Acquired Company or the Acquired Company Subsidiaries, in each case specifying the
jurisdiction in which the applicable registration has been obtained or pending application has been filed, and, where applicable, the registration or
application number therefore and (B) material common law trademarks and service marks owned by the Acquired Company or the Acquired Company
Subsidiaries. Except as set forth in Section 3.1(p)(iii)(B) of the Seller’s Disclosure Letter, as of the date hereof, there are no claims pending or, to the
Knowledge of Seller, threatened, challenging the ownership, validity or enforceability of any Intellectual Property Right owned by the Acquired Company or
the Acquired Company Subsidiaries.
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(iv) Except as set forth in Section 3.1(p)(iv) of Seller’s Disclosure Letter, none of the Acquired Company or the Acquired Company
Subsidiaries has suffered a material security breach with respect to its data or systems requiring notification to employees in connection with such employees’
confidential information or to customers.
(q) Property.
(i) Except for Intellectual Property Rights subject to Section 3.1(p) which are excluded from this Section 3.1(q), the Acquired Company
and the Acquired Company Subsidiaries have good title to, or valid and subsisting leasehold interests in, all personal property and other assets on their books
and reflected in the SAP Statements, or acquired in the ordinary course of business since January 1, 2010, which would have been required to be reflected on
their SAP Statements, as applicable, if acquired on or prior to January 1, 2010, other than assets which have been disposed of in the ordinary course of
business since January 1, 2010.
(ii) The Acquired Company and the Acquired Company Subsidiaries have good and marketable title to all assets on their books and
reflected in the SAP Statements, free and clear of all Liens (other than Permitted Liens). None of such assets is in default and there has occurred no event that
(whether with notice or lapse of time or both) would reasonably be expected to result in a default under any such assets.
(iii) Except as set forth in Section 3.1(q)(iii) of the Seller’s Disclosure Letter, none of the Acquired Company or the Acquired Company
Subsidiaries owns, and since January 1, 2000, have not owned, any real property.
(iv) (A) The Acquired Company and each Acquired Company Subsidiary has operated its business in compliance with all applicable
Environmental Laws; (B) there are no events, conditions or circumstances that could reasonably be expected to result in any action, claim or allegation
against the Acquired Company or any Acquired Company Subsidiary under applicable Environmental Laws or related to Hazardous Materials nor have
Seller, the Acquired Company or the Acquired Company Subsidiaries received any notice that any of the business, investments or property that is owned,
leased, used or operated (whether currently or formerly, in part or in whole) by the Acquired Company or any Acquired Company Subsidiary is in violation of
any Environmental Laws or that the Acquired Company or any Acquired Company Subsidiary is responsible for the investigation, cleanup, monitoring or
other remediation of any Hazardous Materials on, at or under any property; (C) neither the Acquired Company nor any Acquired Company Subsidiary has
assumed or retained (other than insurance or reinsurance contracts entered into in the ordinary course), contractually or by operation of law, from any person
any liability under Environmental Laws or related to Hazardous Materials; and (D) Seller has made available to Buyer all environmental reports, assessments,
audits or studies of the Acquired Company or any Acquired Company Subsidiary in its possession or control.
(r) Actuarial Report. Seller has made available to Buyer a copy of the actuarial report prepared by Towers Watson Pennsylvania Inc., a Towers
Watson company (“Towers Watson”), dated as of April 23, 2010, and all attachments, addenda, supplements and modifications thereto (the “Actuarial
Report”). To the Knowledge of Seller, the information and data furnished by the Acquired Company and Acquired Company Subsidiaries to Towers Watson
in connection with the preparation of the Actuarial Report was accurate.
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(s) Related Party Transactions. Section 3.1(s) of the Seller’s Disclosure Letter lists all contracts between or among the Acquired Company or any
Acquired Company Subsidiary and any of the following Persons: (i) Seller or any of its Affiliates (other than the Acquired Company and the Acquired
Company Subsidiaries) and (ii) any director, officer or senior executive of Seller or Affiliates of Seller (including the Acquired Company and the Acquired
Company Subsidiaries).
(t) Reinsurance. Except as set forth in Section 3.1(t) of Seller’s Disclosure Letter: (i) All reinsurance treaties or agreements reflected in the SAP
Statements are valid, binding and enforceable against the Acquired Company and each Acquired Company Subsidiary and, to the Knowledge of Seller,
against any other party thereto, in accordance with their terms, are in full force and effect and transfer such risk as would be required for such treaties and
agreements to be properly accounted for as reinsurance and comply in all material respects with Law; (ii) No such treaty or agreement contains any provision
providing that the other party thereto may terminate or amend such treaty or agreement by reason of the transactions contemplated by this Agreement; and
(iii) the Acquired Company and each Acquired Company Subsidiary are entitled to take full credit in its financial statements, net of any Schedule F penalty
or any offset required by SAP, pursuant to applicable Laws for all material reinsurance ceded pursuant to any reinsurance treaty or agreement to which the
Acquired Company and each Acquired Company Subsidiary are a party or otherwise bound. For the avoidance of doubt, Seller provides no representation or
warranty as to the collectability of any reinsurance recoverable or other amounts due or payable under any reinsurance agreement to which the Acquired
Company or any Acquired Company Subsidiary is a party or otherwise bound whether or not such reinsurance recoverable is reported as an asset or contraliability in the Final 2010 Financial Statements or any other book or record of the Acquired Company or the Acquired Company Subsidiaries.
(u) Books and Records. The Acquired Company and each Acquired Company Subsidiary maintains and has possession of all material files,
records and documentation of the Acquired Company and each Acquired Company Subsidiary relating to its business and operations, including all material
contracts, computer records, general ledgers, books and records, contract information, credit records and other information maintained by it (collectively, the
“Books and Records”). The Books and Records are true and complete and maintained in accordance with the Acquired Company or Acquired Company
Subsidiary’s customary business practice consistently applied and applicable Law.
(v) Conduct of Business. Except as set forth in Section 3.1(v) of the Seller’s Disclosure Letter, (i) from January 1, 2000 through March 31, 2006,
none of the Acquired Company or the Acquired Company Subsidiaries have carried on any business other than the insurance business as conducted by each
of them during such period; and (ii) on and after April 1, 2006, none of the Acquired Company or the Acquired Company Subsidiaries have carried on any
business other than the insurance business in run off as conducted by each of them during such period.
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(w) Off-balance Sheet Arrangements. Neither the Acquired Company nor any Acquired Company Subsidiary is a party to, or has any commitment
to become a party to, any joint venture, off balance sheet partnership or any similar contract or arrangement (including any contract or arrangement relating
to any transaction or relationship between or among the Acquired Company or any Acquired Company Subsidiary, on the one hand, and any unconsolidated
affiliate, including any structured finance, special purpose or limited purpose entity or person, on the other hand, or any “off balance sheet arrangements” (as
defined in Item 303(a) of Regulation S-K under the Exchange Act)), where the result, purpose or intended effect of such contract or arrangement is to avoid
disclosure of any material transaction involving, or material liabilities of, the Acquired Company or any Acquired Company Subsidiary in the Acquired
Company’s or such Acquired Company Subsidiary’s SAP Statements or other published financial statements.
Section 3.2. Representations and Warranties of Buyer. Except as otherwise disclosed in this Agreement or the corresponding section of the Disclosure
Letter delivered by the Buyer in connection with the execution and delivery of this Agreement (the “Buyer Disclosure Letter”) (provided, that any
disclosure contained in any section of the Buyer’s Disclosure Letter shall qualify each other representation and warranty where it would be reasonably
apparent that it should be an exception to such representation or warranty or be disclosed in such section of the Buyer’s Disclosure Letter, and it being
acknowledged and agreed by the Seller that the disclosure of any matter set forth in the Buyer Disclosure Letter shall expressly not be deemed to constitute
an admission by the Buyer, or otherwise imply, that any such matter rises to the level of a Buyer Material Adverse Effect or is otherwise material for purposes
of this Agreement), the Buyer represents and warrants to the Seller, as of the date hereof (except where such representation or warranty is expressly made as of
another specific date), as follows:
(a) Organization, Standing and Corporate Power.
(i) Buyer is a corporation duly organized, validly existing and in good standing under the Laws of its jurisdiction of organization and
has the requisite corporate power and authority to own its assets and carry on its business as currently conducted, except for those jurisdictions where the
failure to be so organized, existing or in good standing or where the failure to have such power and authority would not reasonably be expected to have a
Buyer Material Adverse Effect. Buyer is duly qualified to do business and is in good standing as a foreign corporation in each jurisdiction where the
ownership or operation of its assets or the conduct of its business as currently conducted requires such qualification, except for those jurisdictions where the
failure to be so qualified or to be in good standing would not reasonably be expected to have a Buyer Material Adverse Effect.
(ii) Buyer has the requisite corporate power and authority to enter into this Agreement and to consummate the transactions contemplated
hereby. The execution and delivery by Buyer of this Agreement and the consummation by Buyer of the transactions contemplated hereby have been duly
authorized by all necessary corporate action on the part of Buyer. This Agreement has been duly executed and delivered by Buyer and, assuming this
Agreement constitutes the valid and binding agreement of Seller and Parent, constitutes a valid and binding obligation of Buyer, enforceable against Buyer
in accordance with its terms, subject to (A) applicable bankruptcy, insolvency or other similar Laws, now or hereafter in effect, affecting creditors’ rights
generally and (B) general equitable principles (regardless of whether considered in a proceeding of law or in equity).
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(b) Non-Contravention; Consents.
(i) Except as set forth in Section 3.2(b)(i) of the Buyer’s Disclosure Letter and except as may result from any facts or circumstances
relating to Seller or any of its Affiliates, the execution, delivery and performance by Buyer of this Agreement does not, and the consummation of the
transactions contemplated hereby will not, (A) conflict with any of the provisions of the articles of incorporation or bylaws of Buyer, (B) conflict with, result
in a breach of or default (with or without notice or lapse of time, or both) under or give rise to a right of termination under, any contract, agreement, permit,
license or instrument to which Buyer or any Affiliate of Buyer is a party or otherwise bound or (C) subject to the matters referred to in Section 3.2(b)(ii),
contravene any material Requirement of Law applicable to Buyer or any Affiliate of Buyer.
(ii) No consent, approval or authorization of, or declaration or filing with, or notice to, any Governmental Entity is required to be made
by Buyer or any of its Affiliates in connection with the execution and delivery of this Agreement by Buyer or the consummation by Buyer of any of the
transactions contemplated by this Agreement, except for (A) the filing of pre-merger notification and report forms under the HSR Act; (B) the approvals,
filings and notices required under the insurance Laws of the jurisdictions in which the Acquired Company and Acquired Company Subsidiaries are organized
or transact the business of insurance; (C) such other consents, approvals, authorizations, declarations, filings or notices as are set forth in Section 3.2(b)(ii) of
the Buyer’s Disclosure Letter; and (D) all other consents, approvals, authorizations, declarations, filings or notices where the failure to obtain such consents,
approvals or authorizations or make such declarations, filings or notices would be not be material.
(c) Purchase Not for Distribution. The Acquired Company Shares to be acquired under the terms of this Agreement will be acquired by Buyer for
its own account and not with a view to distribution. Buyer will not resell, transfer, assign or distribute the Acquired Company Shares except in compliance
with the registration requirements of the Securities Act and applicable state Laws or pursuant to an available exemption therefrom.
(d) Litigation. Except as set forth in Section 3.2(d) of the Buyer’s Disclosure Letter, there is no suit, action, proceeding or arbitration pending or,
to the Knowledge of Buyer, threatened against or affecting Buyer, any Affiliate of Buyer or any of their respective properties or the transactions contemplated
by this Agreement. Except as set forth in Section 3.2(d) of the Buyer’s Disclosure Letter, there is no judgment, decree, injunction or order of any
Governmental Entity or arbitrator outstanding against Buyer, any Affiliate of Buyer or any of their respective properties or assets or the transactions
contemplated by this Agreement that would result in damages in excess of $100,000.
(e) Brokers. No broker, investment banker, financial advisor or other Person is entitled to any broker’s, finder’s, financial advisor’s or other
similar fee or commission in connection with the transactions contemplated by this Agreement based upon arrangements made by or on behalf of Buyer or
any Affiliate of Buyer.
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(f) Financing. Buyer will have on the Closing Date sufficient funds available to purchase the Acquired Company Shares on the terms and
conditions contemplated by this Agreement, to consummate the other transactions contemplated by this Agreement and to pay all associated costs and
expenses required to be paid by Buyer.
Section 3.3. Representations and Warranties of Parent. Except as otherwise disclosed in this Agreement or the corresponding section of the Disclosure
Letter delivered by the Parent in connection with the execution and delivery of this Agreement (the “Parent’s Disclosure Letter”) (provided, that any
disclosure contained in any section of the Parent’s Disclosure Letter shall qualify each other representation and warranty where it would be reasonably
apparent that it should be an exception to such representation or warranty or be disclosed in such section of the Parent’s Disclosure Letter, and it being
acknowledged and agreed by the Seller that the disclosure of any matter set forth in the Parent’s Disclosure Letter shall expressly not be deemed to constitute
an admission by the Parent, or otherwise imply, that any such matter rises to the level of a Parent Material Adverse Effect or is otherwise material for purposes
of this Agreement), the Parent represents and warrants to the Seller, as of the date hereof (except where such representation or warranty is expressly made as of
another specific date), as follows:
(a) Organization, Standing and Corporate Power.
(i) Parent is a corporation duly organized, validly existing and (where applicable) in good standing under the Laws of its jurisdiction of
organization and has the requisite corporate power and authority to own its assets and carry on its business as currently conducted. Parent is duly qualified to
do business and is in good standing as a foreign corporation in each jurisdiction where the ownership or operation of its assets or the conduct of its business
as currently conducted requires such qualification, except for those jurisdictions where the failure to be so qualified or to be in good standing would not
reasonably be expected to have a Parent Material Adverse Effect.
(ii) Parent has the requisite corporate power and authority to enter into this Agreement and to consummate the transactions contemplated
hereby. The execution and delivery by Parent of this Agreement and the consummation by Parent of the transactions contemplated hereby have been duly
authorized by all necessary corporate action on the part of Parent. This Agreement has been duly executed and delivered by Parent and, assuming this
Agreement constitutes the valid and binding agreement of Seller, Buyer and Seller Parent, constitutes a valid and binding obligation of Parent, enforceable
against Parent in accordance with its terms, subject to (A) applicable bankruptcy, insolvency or other similar Laws, now or hereafter in effect, affecting
creditors’ rights generally and (B) general equitable principles (regardless of whether considered in a proceeding of law or in equity).
(b) Non-Contravention; Consents.
(i) Except as set forth in Section 3.3(b)(i) of the Parent’s Disclosure Letter and except as may result from any facts or circumstances
relating to Seller or any of its
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Affiliates, the execution, delivery and performance by Parent of this Agreement does not, and the consummation of the transactions contemplated hereby will
not, (A) conflict with any of the provisions of the articles of incorporation or bylaws of Parent or the comparable documents of any Affiliate of Parent,
(B) conflict with, result in a breach of or default (with or without notice or lapse of time, or both) under or give rise to a right of termination under, any
contract, agreement, permit, license or instrument to which Parent or any Affiliate of Parent is a party or otherwise bound or (C) subject to the matters referred
to in Section 3.3(b)(ii), contravene any material Requirement of Law applicable to Parent or any Affiliate of Parent.
(ii) No consent, approval or authorization of, or declaration or filing with, or notice to, any Governmental Entity is required to be made
by Parent or any of its Affiliates in connection with the execution and delivery of this Agreement by Parent or the consummation by Parent of any of the
transactions contemplated by this Agreement, except for (A) the filing of pre-merger notification and report forms under the HSR Act; (B) the approvals,
filings and notices required under the insurance Laws of the jurisdictions in which the Acquired Company and Acquired Company Subsidiaries are organized
or transact the business of insurance; (C) such other consents, approvals, authorizations, declarations, filings or notices as are set forth in Section 3.3(b)(ii) of
the Parent’s Disclosure Letter; and (D) all other consents, approvals, authorizations, declarations, filings or notices where the failure to obtain such consents,
approvals or authorizations or make such declarations, filings or notices would be not be material.
Section 3.4. Representations and Warranties of Seller Parent. Except as otherwise disclosed in this Agreement or the corresponding section of the
Disclosure Letter delivered by the Seller Parent in connection with the execution and delivery of this Agreement (the “Seller Parent’s Disclosure Letter”)
(provided, that any disclosure contained in any section of the Seller Parent’s Disclosure Letter shall qualify each other representation and warranty where it
would be reasonably apparent that it should be an exception to such representation or warranty or be disclosed in such section of the Seller Parent’s
Disclosure Letter, and it being acknowledged and agreed by the Buyer that the disclosure of any matter set forth in the Seller Parent’s Disclosure Letter shall
expressly not be deemed to constitute an admission by the Seller Parent, or otherwise imply, that any such matter rises to the level of a Seller Parent Material
Adverse Effect or is otherwise material for purposes of this Agreement), the Seller Parent represents and warrants to the Buyer, as of the date hereof (except
where such representation or warranty is expressly made as of another specific date), as follows:
(a) Organization, Standing and Corporate Power.
(i) Seller Parent is a corporation duly organized, validly existing and (where applicable) in good standing under the Laws of its
jurisdiction of organization and has the requisite corporate power and authority to own its assets and carry on its business as currently conducted. Seller
Parent is duly qualified to do business and is in good standing as a foreign corporation in each jurisdiction where the ownership or operation of its assets or
the conduct of its business as currently conducted requires such qualification, except for those jurisdictions where the failure to be so qualified or to be in
good standing would not reasonably be expected to have a Seller Parent Material Adverse Effect.
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(ii) Seller Parent has the requisite corporate power and authority to enter into this Agreement and to consummate the transactions
contemplated hereby. The execution and delivery by Seller Parent of this Agreement and the consummation by Seller Parent of the transactions contemplated
hereby have been duly authorized by all necessary corporate action on the part of Seller Parent. This Agreement has been duly executed and delivered by
Seller Parent and, assuming this Agreement constitutes the valid and binding agreement of Seller, Buyer and Seller Parent, constitutes a valid and binding
obligation of Seller Parent, enforceable against Seller Parent in accordance with its terms, subject to (A) applicable bankruptcy, insolvency or other similar
Laws, now or hereafter in effect, affecting creditors’ rights generally and (B) general equitable principles (regardless of whether considered in a proceeding of
law or in equity).
(b) Non-Contravention; Consents.
(i) Except as set forth in Section 3.4(b)(i) of the Seller Parent’s Disclosure Letter and except as may result from any facts or circumstances
relating to Buyer or any of its Affiliates, the execution, delivery and performance by Seller Parent of this Agreement does not, and the consummation of the
transactions contemplated hereby will not, (A) conflict with any of the provisions of the articles of incorporation or bylaws of Seller Parent or the comparable
documents of any Affiliate of Seller Parent, (B) conflict with, result in a breach of or default (with or without notice or lapse of time, or both) under or give rise
to a right of termination under, any contract, agreement, permit, license or instrument to which Seller Parent or any Affiliate of Seller Parent is a party or
otherwise bound or (C) subject to the matters referred to in Section 3.4(b)(i), contravene any material Requirement of Law applicable to Seller Parent or any
Affiliate of Seller Parent.
(ii) No consent, approval or authorization of, or declaration or filing with, or notice to, any Governmental Entity is required to be made
by Seller Parent or any of its Affiliates in connection with the execution and delivery of this Agreement by Seller Parent or the consummation by Seller Parent
of any of the transactions contemplated by this Agreement, except for (A) the filing of pre-merger notification and report forms under the HSR Act; (B) the
approvals, filings and notices required under the insurance Laws of the jurisdictions in which the Acquired Company and Acquired Company Subsidiaries
are organized or transact the business of insurance; (C) such other consents, approvals, authorizations, declarations, filings or notices as are set forth in
Section 3.4(b)(ii) of the Seller Parent’s Disclosure Letter; and (D) all other consents, approvals, authorizations, declarations, filings or notices where the
failure to obtain such consents, approvals or authorizations or make such declarations, filings or notices would be not be material.
ARTICLE IV
COVENANTS
Section 4.1. Conduct of Business of the Acquired Company. Except (i) as contemplated or permitted by this Agreement (including the transactions
contemplated by Section 4.8) or (ii) as may be required by Law, in which event Seller shall cause the Acquired Company and the Acquired Company
Subsidiaries to provide prior written notice to Buyer of any action as may be required by Law, from the date hereof to the Closing Date, Seller shall
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cause the Acquired Company and the Acquired Company Subsidiaries to conduct their business in all material respects in the ordinary course. Without
limiting the foregoing, except for (i) actions taken with respect to business ceded by the Acquired Company and the Acquired Company Subsidiaries to
Praetorian Insurance Company and Redland Insurance Company under three Indemnity Reinsurance Agreements dated as of December 31, 2005, as amended,
which agreements are shown on Section 4.1 of the Seller’s Disclosure Letter and (ii) the refund of the Incentive Bonus Payment by the Acquired Company to
the Seller Parent, from the date hereof to the Closing Date, Seller shall not permit the Acquired Company or any Acquired Company Subsidiary to take any of
the following actions without the prior consent of Buyer, which consent with respect to Sections 4.1(p), (q), (r) and (u) shall not be unreasonably withheld,
delayed or conditioned, and provided that if the Acquired Company and the Acquired Company Subsidiaries have not entered into a binding lease for space
for their New York operations by April 1, 2011, Buyer’s consent with respect to a lease for such space shall not be unreasonably withheld, delayed or
conditioned:
(a) (i) declare, set aside or pay any dividends on, or make any other distributions (whether in cash, stock or property) in respect of, the
outstanding capital stock of the Acquired Company or any Acquired Company Subsidiary (other than the declaration or payment of any dividend or
distributions to the Acquired Company or an Acquired Company Subsidiary); (ii) split, combine or reclassify any of its outstanding capital stock or issue or
authorize the issuance of any other securities in respect of, in lieu of or in substitution for shares of its outstanding capital stock; or (iii) purchase, redeem or
otherwise acquire any shares of outstanding capital stock of the Acquired Company or any Acquired Company Subsidiary or any rights, warrants or options
to acquire any such shares.
(b) issue, sell, grant, pledge or otherwise encumber any shares of its capital stock, any other of its voting securities or any securities convertible
into, or any rights, warrants or options to acquire, any such shares, voting securities or convertible securities;
(c) (i) make any payment of principal or interest on any Acquired Company Notes, or (ii) make any payment of principal or interest on any other
debt of the Acquired Company or the Acquired Company Subsidiaries, except in the ordinary course of business;
(d) merge, consolidate or enter into any other business combination with any other Person;
(e) amend its articles of incorporation, bylaws or other comparable organizational documents;
(f) commence or consent to the commencement of any liquidation, rehabilitation, conservatorship or other similar proceeding;
(g) (i) acquire (by merger, consolidation, acquisition of stock or assets or otherwise) any interest in any corporation, partnership or other business
organization or assets comprising a business or any material amount of property or assets in or of any other Person or (ii) dispose, transfer or lease any material
property or assets other than in the ordinary course of business and in accordance with the respective investment policies of the Acquired Company or the
Acquired Company Subsidiaries;
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(h) mortgage, pledge or subject to any Lien (other than Permitted Liens) any of its material assets, except in the ordinary course of business;
(i) sell, lease, license or otherwise dispose of any material assets, except in the ordinary course of business;
(j) (i) incur any indebtedness for borrowed money or guarantee or otherwise become responsible for any such indebtedness of another Person,
except in the ordinary course of business, (ii) make any loans, advances or capital contributions to any other Person, other than to the Acquired Company or
an Acquired Company Subsidiary, or (iii) make any investments other than investments in assets in accordance with the respective investment policies of the
Acquired Company or the Acquired Company Subsidiary in the ordinary course of business.
(k) enter into, amend, or terminate or non-renew any material Applicable Contract, except in the ordinary course of business or as contemplated
by Sections 4.1(t) and (u);
(l) make, or make any change to, any Tax election (except as otherwise provided in Section 9.9), change any financial or statutory accounting
methods, principles or practices used by it except insofar as may be required by a change in law or applicable accounting principles, change its accountants
or auditors, or enter into any closing agreement, settle any Tax Claim, consent to any extension or waiver of the limitation period applicable to any Tax
Claim, or fail to timely file any Tax Return or timely pay any Tax (in each case, taking into account any valid extensions);
(m) make any capital expenditures in excess of $500,000 in the aggregate;
(n) adopt or amend any Employee Benefit Plan (or any plan that would be an Employee Benefit Plan if adopted) unless required to comply with
applicable Law or enter into or adopt any collective bargaining agreement covering any Employee;
(o) grant to any officer or Employee any increase in compensation or benefits or make any bonus, pension, retirement or profit sharing
distribution or payment of any kind, except in the ordinary course of business or in accordance with existing agreements, plans or arrangements;
(p) except as provided in Section 4.1(u), commence, negotiate a settlement of, or settle, or provide authority to any other party to commence,
negotiate a settlement of, or settle, any material litigation, arbitration or similar proceeding, other than the settlement of any such proceeding relating to a
policy issued by the Acquired Company or any Acquired Company Subsidiary;
(q) make payment of any direct policy claim or provide authority to any other party to make payment of any direct policy claim, in each case in
excess of $200,000 unless the Acquired Company or Acquired Company Subsidiary notifies Buyer in writing (i) prior to making such payment, or (ii) within
5 Business Days of making such payment if prior notice is not practicable;
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(r) negotiate a settlement of, or settle, or provide authority to any other party to negotiate a settlement of, or settle, any policy claim in excess of
$300,000;
(s) enter into any loss portfolio transfers or similar transfers or transactions;
(t) except for ceded reinsurance, amend, terminate or non-renew any insurance policy, contract, agreement or similar undertaking (other than
those underwritten in connection with the business described in Section 3.1(v)(i)) in force and in effect on the date of this Agreement that provides coverage
to the Acquired Company and any Acquired Company Subsidiary;
(u) commence, settle, commute, pay or compromise any contract, claim, litigation, arbitration or proceeding with respect to ceded and assumed
reinsurance, if such commencement, settlement, commutation, payment or compromise involves (i) a payment or a receipt, (ii) a release of an asset, or
(iii) compromise of a liability (with assets and liabilities considered separately for the purposes of this section) by the Acquired Company or Acquired
Company Subsidiaries in the case of each of (i), (ii) and (iii) an amount in excess of $2,500,000; or
(v) enter into any legally binding commitment with respect to any of the foregoing.
(w) Notwithstanding any of the foregoing, Seller can take or cause the Acquired Company or any Acquired Company Subsidiary to take, without
notice to or consent of Buyer, any action with respect to (i) the Phoenix Exposures, subject to Section 4.16, and (ii) the commutation of any ceded or assumed
reinsurance agreement listed in Section 4.1(w) of the Seller Disclosure Letter within the parameters for such commutation set forth in Section 4.1(w) of the
Seller Disclosure Letter.
Section 4.2. Access to Information; Confidentiality.
(a) From the date hereof until the Closing Date, Seller shall cause the Acquired Company and the Acquired Company Subsidiaries to afford to
Buyer and its Affiliates and to the officers, employees and other representatives of Buyer and its Affiliates reasonable access upon reasonable advance notice
at reasonable times during normal business hours to all of its properties, books, contracts and records, and Seller shall cause the Acquired Company and the
Acquired Company Subsidiaries to furnish to Buyer such information concerning their business, properties, financial condition, including information
concerning claims and reserves, operations and personnel, as Buyer may from time to time reasonably request, other than any such properties, books,
contracts and records that (a) are subject to an attorney-client or other legal privilege or (b) are subject to an obligation of confidentiality or privacy;
provided, however, that Buyer’s investigation shall be conducted in a manner that: (i) is in compliance with applicable Requirements of Law; (ii) does not
result in the disclosure of any trade secrets of third parties or any trade secrets of Seller or of any of its Affiliates; and (iii) does not unreasonably interfere with
the normal operations, customers and employee relations of Seller or any Affiliate of Seller
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(including the Acquired Company and the Acquired Company Subsidiaries). All requests for access or information pursuant to this Section 4.2(a) shall be
directed to such Person or Persons as Seller shall designate. Any information obtained by Buyer with respect to Seller and/or any of their Affiliates shall be
subject to the terms and conditions set forth in the Confidentiality Agreement, the terms and conditions of which are incorporated herein by reference.
(b) Seller hereby acknowledges and agrees that attendance by up to three individuals representing the Buyer at the premises of the Acquired
Company and the Acquired Company Subsidiaries in New York and Florida at any one time on a daily basis is reasonable for the purposes of Section 4.2(a),
provided that such attendance shall be at the Buyer’s sole cost and expense and shall not unreasonably interfere with the business or operations of the
Acquired Company or the Acquired Company Subsidiaries.
(c) Seller hereby acknowledges and agrees that a representative of Buyer shall have a right to attend any meeting of any of the Acquired
Company or the Acquired Company Subsidiaries at which the business and operations of the Acquired Company or the Acquired Company Subsidiaries are
discussed, provided that such attendance shall be at Buyer’s sole cost and expense and Buyer’s representative shall not have the right to attend meetings of
the Board of Directors of the Acquired Company or any Acquired Company Subsidiary or meetings at which potential disputes or interpretations under this
Agreement or under transactions contemplated by this Agreement between Seller and its Affiliates, on the one hand, and Buyer and its Affiliates, on the other,
are discussed. Seller shall consult with Buyer in good faith in preparation of any financial statements that Seller is required to prepare in accordance with this
Agreement, including those described in Section 2.3(a)(i) and Section 2.3(a)(ii).
(d) The requirement for Seller notification in Section 4.1(q) and the requirement of the Seller to obtain the Buyer’s prior written consent in
Section 4.1(r) shall be satisfied by the Seller providing written notice to or seeking the prior written consent of, as applicable, any of the individuals referred
to in Section 4.2(b).
Section 4.3. Commercially Reasonable Efforts.
(a) Upon the terms and subject to the conditions and other agreements set forth in this Agreement, each of the Parties to this Agreement agrees to
use its commercially reasonable efforts to take, or cause to be taken, all actions, and to do, or cause to be done, and to assist and cooperate with the other
Parties in doing, all things necessary, proper or advisable to consummate and make effective, in the most expeditious manner practicable, the transactions
contemplated by this Agreement.
(b) Seller shall, and shall cause the Acquired Company and each Acquired Company Subsidiary to, use its commercially reasonable efforts to
maintain all material policies of fire, liability, workers’ compensation, employment practices liability, property, casualty and other forms of insurance
existing as of the date hereof maintained for the benefit of the business or properties of the Acquired Company or the Acquired Company Subsidiaries.
(c) During the period from the date hereof until the earlier of (i) the date this Agreement is terminated and (ii) the Closing Date, neither Buyer nor
Seller shall take any action
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or omit to take any action for the purpose of directly or indirectly preventing, materially delaying or materially impeding (or that would reasonably be
expected to prevent, materially delay or materially impede) the consummation of the transactions contemplated by this Agreement or agree, commit in
writing or otherwise, to take any such actions.
Section 4.4. Consents, Approvals and Filings.
(a) Seller and Buyer shall each use its commercially reasonable efforts and will cooperate fully with each other (i) to comply as promptly as
practicable with all governmental requirements applicable to the transactions contemplated by this Agreement, (ii) to obtain as promptly as practicable all
Permits set forth in Section 4.4 of the Seller’s Disclosure Letter in connection with the consummation of the purchase and sale of the Acquired Company
Shares and the other transactions contemplated by this Agreement (“Necessary Permits”) and (iii) subject to Section 4.4(c), to obtain as promptly as
practicable all consents or waivers of all third parties necessary in connection with the consummation of the transactions contemplated by this Agreement;
provided, however, that nothing contained herein shall require Buyer to agree to any condition or restriction that (i) would result in a Company Material
Adverse Effect or (ii) would impose on Buyer, any Affiliate of Buyer, or any of the Acquired Company or the Acquired Company Subsidiaries, any material
cost, liability, obligation or restriction. In connection therewith, Seller and Buyer shall make and cause their respective Affiliates to make all legally required
filings as promptly as practicable in order to facilitate the prompt consummation of the transactions contemplated by this Agreement and shall provide, and
shall cause their respective Affiliates to provide, such information and communications to Governmental Entities as such Governmental Entities may request.
Each of the Parties shall provide to the other Party copies of all applications or other communications to Governmental Entities in connection with this
Agreement in advance of the filing or submission thereof.
(b) Without limiting Section 4.4(a), as promptly as practicable after the date hereof (but in no event later than forty-five (45) days after the date
hereof), (i) if and to the extent required under the HSR Act, Seller and Buyer shall prepare and file all documents and notifications with the FTC and the DOJ
as are required to comply with the HSR Act (ii) Buyer shall file with all applicable insurance regulatory authorities requests for approval of the transactions
contemplated by this Agreement required to be obtained by Buyer, including the filing of Form A applications or other requests for approval of the
acquisition of control of a domestic insurer, which requests shall include all required exhibits and (iii) Seller shall file with all applicable insurance
regulatory authorities or other Governmental Entities requests for Permits described in Section 4.4(a). A reasonable time prior to furnishing any written
materials or presentations to the FTC, DOJ or any Governmental Entity in connection with the transactions contemplated by this Agreement, each Party shall
furnish the other with a copy thereof (excluding confidential portions thereof), and the other shall have a reasonable opportunity to provide comments
thereon. Each Party shall give to the other prompt written notice if it receives any notice or other communication from the FTC, DOJ or any Governmental
Entity in connection with the transactions contemplated by this Agreement and, in the case of any such notice or communication that is in writing, shall
promptly furnish a copy thereof. If any Governmental Entity requires that a hearing be held in connection with such approval, each Party shall use its
commercially reasonable efforts to arrange for such hearing to be held promptly after its receipt of the notice that such hearing is required. Each Party shall
respond to any
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Governmental Entity’s comments in connection with the transactions contemplated by this Agreement as soon as reasonably practicable following receipt
thereof. Each Party shall give to the other reasonable prior written notice of the time and place when any meetings or other conferences may be held by it with
any Governmental Entity in connection with the transactions contemplated by this Agreement, and the other shall have the right to have a representative or
representatives attend or otherwise participate in any such meeting or conference. If any order, judgment or injunction is entered by any Governmental Entity
in connection with any regulatory filing described in this Section 4.4(b), in each case that would make the sale of the Acquired Company or the other
transactions contemplated hereby illegal or would otherwise prohibit or materially impair or delay the consummation of the sale of the Acquired Company
Shares or the other transactions contemplated hereby, then in such event Seller and Buyer shall use all commercially reasonable efforts to have vacated,
lifted, reversed or overturned any order, judgment or injunction, whether temporary, preliminary or permanent, that is in effect and prohibits, prevents or
restricts consummation of the transactions contemplated by this Agreement. Notwithstanding the foregoing or any other provision of this Agreement, nothing
in this Section 4.4(b) shall limit a party’s right to terminate this Agreement pursuant to Section 10.1 so long as such party has up to then complied with its
obligations under this Section 4.4(b).
(c) Rights Under Licenses and Contracts. To the extent that the rights of the Acquired Company or any Acquired Company Subsidiary under any
license or other contract (including services, agreements, software licenses and hardware leases) may not be transferred or made available to Buyer or, after the
Closing, to the Acquired Company and the Acquired Company Subsidiaries without obtaining the consent of a third party, Buyer and Seller shall divide
equally the costs (including any license or other fees and expenses) associated with obtaining the consents from such third party or work on obtaining a
replacement for such rights. Any communication by Buyer with third parties in connection with obtaining such consents shall be with Seller’s participation,
cooperation and approval. With respect to those consents which have not been obtained by the Closing Date, this Agreement shall not constitute an
agreement to transfer or make available such rights if an attempted transfer would constitute a breach of such license or other contract or be unlawful.
Section 4.5. Public Announcements. Seller and Buyer shall not, and shall not permit their respective Affiliates or representatives, without the prior
written approval of the other Party, to issue any press releases or otherwise make any public statements with respect to the transactions contemplated by this
Agreement, except (a) as may be required by applicable Law or (b) as required by any listing agreement with any national securities exchange.
Section 4.6. Use of Names and Affiliation Statement.
(a) Immediately at the Closing, the Acquired Company and the Acquired Company Subsidiaries shall cease to have any right, title or interest,
which any of them may have in or to the name, trademark and service mark “Hannover” or any name, trademark, service mark, acronym or logo based on or
incorporating the foregoing name, trademark or service mark or any portion of it which is currently used by or on behalf of any of them or which was
previously used by or on behalf of any of them.
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(b) Buyer shall refrain and shall cause the Acquired Company and the Acquired Company Subsidiaries to refrain from using any printed
materials and other means of communication which state, suggest or imply any affiliation with Seller or any of its Affiliates (“Affiliation Statement
Materials”) following the Closing Date.
Section 4.7. Access to Books and Records. From and after the Closing, (a) Buyer shall afford, and shall cause its Affiliates (including the Acquired
Company and the Acquired Company Subsidiaries) to afford, to Seller and any Affiliates of Seller, and their respective counsel and accountants and other
representatives, during normal business hours, reasonable access to inspect, audit and make copies of the books and records of the Acquired Company and
the Acquired Company Subsidiaries, at Seller’s sole cost and expense, with respect to the period prior to the Closing Date and (b) Buyer shall cause, and shall
cause its Affiliates to cause, its employees who are Transferred Employees to cooperate with Seller and its Affiliates, at Seller’s sole cost and expense,
provided that such access shall not unreasonably interfere with the business or operations of Buyer or any Affiliate of Buyer, in each case with respect to the
foregoing clauses (a) and (b), to the extent that such access may be reasonably required by Seller or any Affiliate of Seller for any lawful business purpose,
including the investigation, defense, prosecution, litigation, arbitration and final disposition of any claims that might have been or might be made by or
against Seller or any Affiliate of Seller in connection with the business of the Acquired Company and the Acquired Company Subsidiaries. Notwithstanding
anything in this Agreement to the contrary, and except as provided in Section 8.3(b), Buyer’s obligation to cooperate with respect to the execution of
affidavits, appearances, testimony and production of documents pursuant to federal and state criminal and civil, and arbitration panels, subpoenas,
depositions, interrogatories and other requests shall expire three (3) years after the Closing Date, after which Buyer shall have no such obligation. Buyer shall
not, and shall cause its Affiliates not to, dispose of, alter or destroy any such books and records until the later of (i) ten (10) years after the Closing Date,
(ii) sixty (60) days after giving written notice to Seller which notice shall permit Seller, at its expense, to examine, duplicate or repossess such books and
records and (iii) the time specified in the applicable Acquired Company or Acquired Company Subsidiary’s record retention guidelines as in effect on the
date hereof. Notwithstanding the foregoing, this Section 4.7 shall not apply to the Tax Returns and other materials covered by Section 9.5.
Section 4.8. Certain Intercompany Matters.
(a) Prior to or at the Closing, Seller shall, and shall cause the Acquired Company and the Acquired Company Subsidiaries to, terminate without
any liability to the Acquired Company or the Acquired Company Subsidiaries (except for any payment required pursuant to Section 4.8(b)) all agreements
between the Acquired Company and the Acquired Company Subsidiaries, on the one hand, and Seller and its Affiliates (other than the Acquired Company
and the Acquired Company Subsidiaries), on the other hand (“Related Party Agreements”) except for the Adverse Development Reinsurance Agreement,
the Raydon/Phoenix Stop Loss Agreement and certain normal course of business reinsurance between the Acquired Company and the Acquired Company
Subsidiaries on the one hand, and Hannover Re, on the other hand set forth in Section 4.8(a) of the Seller Disclosure Letter (“Continuing Hannover Re
Reinsurance Agreements”), which will remain in force after Closing.
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(b) Prior to or at the Closing, Seller shall cause the Acquired Company and the Acquired Company Subsidiaries to settle in full all payable and
receivable balances (including those related to Taxes) whether or not due between the Acquired Company and the Acquired Company Subsidiaries, on the
one hand, and Seller and its Affiliates (other than the Acquired Company and the Acquired Company Subsidiaries), on the other hand, except for balances
due under the Adverse Development Reinsurance Agreement, the Raydon/Phoenix Stop Loss Agreement and balances not due prior to the Closing Date
under the Continuing Hannover Re Reinsurance Agreements.
Section 4.9. Nonsolicitation. For a period of two (2) years after the Closing Date, Seller shall not, and shall cause its Affiliates not to, solicit or offer
employment to any Transferred Employees; provided, that the foregoing provision shall not prohibit the Seller or its Affiliates from offering employment to
or employing persons: (a) who respond to a general solicitation or advertisement that is not specifically directed to the Transferred Employees (and nothing
shall prohibit the making of any such solicitation or advertisement); (b) who are referred to the Seller or its Affiliates by search firms, employment agencies or
other similar entities; provided, that such entities have not been specifically instructed by the Seller or its Affiliates to solicit the Transferred Employees;
(c) whose employment has been terminated by Buyer or any of its Affiliates; or (d) any Transferred Employee who contacts Seller or its Affiliates on his or her
own initiative without solicitation.
Section 4.10. Further Assurances. Seller and Buyer agree, and Seller, prior to the Closing, and Buyer, after the Closing, agree to cause the Acquired
Company and the Acquired Company Subsidiaries to execute and deliver such other documents, certificates, agreements and other writings and to take such
other actions as may be necessary or desirable in order to consummate or implement expeditiously the transactions contemplated by this Agreement.
Section 4.11. Parent Guarantee. Parent hereby guarantees to Seller the full, complete and punctual payment, performance and satisfaction when, as, if
and to the extent due, of all of the obligations of Buyer under this Agreement. The guarantee of Parent under this Section shall be absolute, unconditional
and irrevocable and shall continue and shall remain in full force and effect until all payment obligations of Buyer under this Agreement shall have been fully
performed and satisfied when, as, if and to the extent due. Parent agrees that the provisions of this Section may be enforced by Seller without the necessity at
any time of resorting to or exhausting any other remedy against Buyer.
Section 4.12. Seller Parent Guarantee. Seller Parent hereby guarantees to Buyer the full, complete and punctual payment, performance and satisfaction
when, as, if and to the extent due, of all of the obligations of Seller under this Agreement. The guarantee of Seller Parent under this Section shall be absolute,
unconditional and irrevocable and shall continue and shall remain in full force and effect until all payment obligations of Seller under this Agreement shall
have been fully performed and satisfied when, as, if and to the extent due. Seller Parent agrees that the provisions of this Section may be enforced by Buyer
without the necessity at any time of resorting to or exhausting any other remedy against Seller.
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Section 4.13. Notice to Buyer. Seller or Seller Parent shall provide prompt written notice to Buyer if either Seller or Seller Parent becomes aware of any
breach by either of them of the representations, warranties or covenants set forth in this Agreement.
Section 4.14. LMX Claims. Buyer hereby acknowledges and agrees that Hannover Re and Seller Parent have previously paid the Acquired Company in
full for all of the Acquired Company’s rights, title and interest in any claims, recoveries or other amounts, whether known or unknown, vested or contingent,
that may be due to the Acquired Company and the Acquired Company Subsidiaries in connection with the case of Robert D. Ferguson et al. v Hannover
Rueckversicherungs – Aktiensgesellschaft NY State Court Index No. 500106/08 or otherwise arising out of the Amended and Restated Stock Purchase
Agreement dated February 16, 1999 between Kansa International Corporation, Ltd Bankruptcy Estate, Milo Family Limited Partnership, Ralph Milo, Robert
D Ferguson, CJH Investments Limited Partnership, Omphalos LLC AND Hannover Rueckversicherungs – Aktiengesellschaft (the “LMX Claims”), including
amounts subject to the LMX Escrow Agreement dated as of February 25th, 1999 among Kansa International Corporation, Ltd Bankruptcy Estate, Milo
Family Limited Partnership, Robert D Ferguson, CJH Investments Limited Partnership, Omphalos LLC And Hannover Rueckversicherungs –
Aktiengesellschaft And Citibank N.A., and any amount realized from any contingent claim that the Acquired Company or the Acquired Company
Subsidiaries may have with respect to such litigation including a contingent claim against SRRF in respect of potential return claims under the 1994 LMX
107 account. Buyer further acknowledges and agrees that prior to Closing, and in consideration of amounts previously paid to the Acquired Company and
the Acquired Company Subsidiaries by Hannover Re and Seller Parent, the Acquired Company and the Acquired Company Subsidiaries shall execute and
deliver an assignment transferring all its rights, title and interest to the LMX Claims to Hannover Re and Seller Parent, which assignment shall be in a form
reasonably acceptable to Buyer.
Section 4.15. Closing Balance Sheets. Buyer shall prepare and provide to Seller a consolidated balance sheet for the Acquired Company in accordance
with International Financial Reporting Standards, consistently applied, reviewed in accordance with procedures and provided in a format consistent with that
used in prior periods (“IFRS Closing Balance Sheet”), as follows: (i) if the Closing occurs more than 30 days before the end of a calendar quarter, by the end
of the calendar quarter in which the closing occurs, or (ii) if the Closing occurs less than 30 days from the end of a calendar quarter, by the end of the month
immediately following the calendar quarter in which the Closing occurs. Seller agrees to cooperate in good faith to assist Buyer in negotiating an
engagement letter between KPMG and Buyer pursuant to which KPMG would agree to audit a consolidated balance sheet for the Acquired Company in
accordance with United States generally accepted accounting principles as of the same date as the IFRS Closing Balance Sheet.
Section 4.16. Commutation of Phoenix Exposures Prior to Closing. If, prior to the Closing Date, the Acquired Company and the applicable Acquired
Company Subsidiaries enter into a commutation with respect to the Phoenix Exposures, such commutation to be effected using documentation reasonably
acceptable to Buyer, Buyer and Seller shall cooperate in good faith to amend the Raydon/Phoenix Stop Loss Agreement so that the reinsurance provided
thereunder by Hannover Re (i) no longer shall apply to the failure of Phoenix Home Life Insurance Company to pay amount dues and owing under the
reinsurance agreements listed in
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Exhibit B to this Agreement, and (ii) shall apply to the risks previously ceded under the reinsurance agreements listed in Exhibit B to this Agreement on the
same terms as coverage was provided under such reinsurance agreements, except that Hannover Re shall waive any defenses that would have been available
under such reinsurance agreements, provided that cessions to Hannover Re after the effective date of such reinsurance agreements are consistent with cessions
to Phoenix Home Life Insurance Company before the effective date. The amendment to the Raydon/Phoenix Stop Loss Agreement shall provide that
Hannover Re shall negotiate in good faith to commute the reinsurance provided by Hannover Re under subpart (ii) of this Section 4.16 if requested by the
Acquired Company and the Acquired Company Subsidiaries. The amendment to the Raydon/Phoenix Stop Loss Agreement shall be effective as of the
Closing Date, and as consideration for such amendment, the Acquired Company and the applicable Acquired Company Subsidiaries shall pay Hannover Re
an amount equal to the commutation payment the Acquired Company and the applicable Acquired Company Subsidiaries receive from Phoenix Home Life
Insurance Company.
ARTICLE V
EMPLOYEE MATTERS
Section 5.1. Offers and Transfer of Employment. Buyer shall employ or cause its Affiliates (including the Acquired Company and the Acquired
Company Subsidiaries) to employ all of the Employees as Transferred Employees, with such employment commencing on the Closing Date.
Section 5.2. Termination and Severance. If a Transferred Employee is terminated on or after the Closing Date, Seller shall incur no obligation or
liability to provide termination or severance benefits of any kind to any such Transferred Employee.
Section 5.3. Welfare Plans.
(a) Acquired Company and/or the Acquired Company Subsidiaries shall retain sponsorship of all employee welfare benefit plans (within the
meaning of ERISA Section 3(1)) maintained for the benefit of the Transferred Employees immediately prior to the Closing Date (the “Acquired Company
Welfare Plans”), and Buyer or its Affiliates may administer the Acquired Company Welfare Plans in their discretion, including the amendment, modification,
or termination of the plans, subject to all terms and conditions of the Law, the plans, and all contracts, policies, certificates of coverage, and other agreements
pursuant to which the Acquired Company Welfare Plans are governed, funded, and administered.
(b) Buyer and its Affiliates (including the Acquired Company and the Acquired Company Subsidiaries) shall be solely responsible for and fully
perform, pay and discharge, all claims for benefits under the Acquired Company Welfare Plans, whether incurred, or arising in connection with incidents
occurring, before, on, or after the Closing Date and whether any claim is made with respect thereto before, on, or after the Closing Date. Seller, however, shall
retain responsibility for and continue to pay, or cause to be paid, all self-funded or self-insured medical, life insurance, disability and other welfare plan
expenses and benefits for Transferred Employees with respect to claims incurred by such Transferred Employees or their covered dependents prior to the
Closing Date, in accordance with the terms of the Employee
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Benefit Plans. For purposes of this paragraph, a claim is deemed incurred when the services that are the subject of the claim are performed; in the case of life
insurance, when the death occurs; in the case of long-term or short-term disability benefits, when the disability begins; and in the case of a hospital stay,
when the employee or covered dependent first enters the hospital.
(c) Buyer shall be responsible for all legally mandated continuation of health care coverage for all Transferred Employees and any of their
covered dependents who experience a qualifying event on or prior to the Closing Date. Buyer shall also be responsible for all legally mandated continuation
of health care coverage for all Transferred Employees and any of their covered dependents who experience a qualifying event after the Closing Date.
Section 5.4. Qualified Plans.
(a) Acquired Company and/or the Acquired Company Subsidiaries shall retain sponsorship of all employee pension benefit plans (within the
meaning of ERISA Section 3(2)) maintained for the benefit of the Transferred Employees immediately prior to the Closing Date (the “Acquired Company
Retirement Plans”), and Buyer or its Affiliates may administer the Acquired Company Retirement Plans in their discretion, including the amendment,
modification, or termination of the plans, subject to all terms and conditions of the Law, the plans, and all contracts and other agreements pursuant to which
the Acquired Company Retirement Plans are governed, funded, and administered.
(b) Effective as of the Closing Date, the Buyer or its Affiliates shall, by operation of law, retain all the assets held in separate trusts for the
Acquired Company Retirement Plans, whether in cash or in kind (inclusive of loans). Buyer and its Affiliates also agree that any defined contribution plan of
Buyer or any of its Affiliates will accept a direct rollover from any other such plan maintained by the Seller of the account of any Transferred Employee who
elects to make such a direct rollover, including a direct rollover, in kind, of any outstanding loan(s) of any such Transferred Employee, provided any such
rollover elected by a Transferred Employee is eligible for rollover treatment under applicable Law. To the extent necessary, Buyer shall, and shall cause its
Affiliates to, amend its plans prior to the Closing in order to carry out the intent of this Section 5.4.
(c) All contributions payable to the Acquired Company Retirement Plans for all benefits earned and other liabilities incurred through the
Closing Date, determined in accordance with the terms and provisions of such plan, ERISA, and the Code, have been paid or otherwise provided for, and to
the extent unpaid are reflected in the books or financial statements of Seller. However, in the event that the Closing Date occurs on a date that is not
coincident with the end of a payroll cycle of one or more payrolls of Seller, Buyer and its Affiliates shall retain or assume financial responsibility, on a prorata basis, for the value of company contribution obligations arising before and after, respectively, the Closing Date occurring during such payroll cycle(s) for
such Transferred Employees.
Section 5.5. Filings and Records. Seller, Buyer, the Acquired Company and the Acquired Company Subsidiaries shall cooperate in (i) making all
filings required under the Code or ERISA and any applicable securities Laws with respect to the Employee Benefit Plans that cover Transferred Employees;
(ii) implementing all appropriate communications with
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participants; (iii) maintaining and transferring appropriate records; and (iv) taking all such other actions as may be necessary and appropriate to implement
the provisions of this Article V. After the Closing, to the extent permitted by Law, Seller, Buyer, the Acquired Company and the Acquired Company
Subsidiaries shall cooperate fully with one another in providing records regarding the employment of, and the benefits provided to, all individuals who are or
were Employees.
Section 5.6. No Third-Party Beneficiary. The Parties acknowledge and agree that all provisions contained herein with respect to Employees are
included for the sole benefit of Seller and Buyer and shall not create any right (i) in any other Person, including any Transferred Employees, any Employees
or former employees of Seller or its Affiliates, any participant in any Employee Benefit Plan, or any spouse or beneficiary thereof, or (ii) in any Transferred
Employee to continued employment with Buyer or any Affiliate of Buyer.
Section 5.7. Restrictive Covenants. To the extent any Transferred Employee is subject to noncompetition, nonsolicitation or similar restrictive
covenants in favor of Seller or the Affiliate of Seller, Seller hereby waives compliance by each such Transferred Employee with such covenants and agrees
that such covenants shall not apply to any such Transferred Employee from and after the Closing Date for so long as he or she is employed (or retained as an
independent contractor) by the Buyer or an Affiliate of the Buyer.
ARTICLE VI
CONDITIONS PRECEDENT
Section 6.1. Conditions to Each Party’s Obligations. The respective obligations of each Party to effect the purchase and sale of the Acquired Company
Shares and the other actions to be taken at the Closing are subject to the satisfaction or waiver on or prior to the Closing Date of the following conditions:
(a) HSR Act. Any applicable waiting period under the HSR Act with respect to the transactions contemplated by this Agreement shall have
expired or been terminated.
(b) No Injunctions or Restraints. No temporary restraining order, preliminary or permanent injunction or other order shall have been issued by
any court of competent jurisdiction, no statute shall have been enacted and no rule or regulation of any Governmental Entity shall have been promulgated,
preventing the consummation of the purchase and sale of the Acquired Company Shares or any of the other transactions contemplated by this Agreement;
provided, however, that the Party invoking this condition shall have complied with Section 4.4(b) of this Agreement.
Section 6.2. Conditions to Obligations of Buyer. The obligations of Buyer to effect the purchase and sale of the Acquired Company Shares and the
other actions to be taken at the Closing are further subject to the satisfaction or waiver by Buyer on or prior to the Closing Date of the following conditions:
(a) Representations and Warranties. (i) Other than the representations and warranties of Seller set forth in Section 3.1(a) (except those portions of
3.1(a)(iii) relating to due organization, good standing and due qualification as a foreign corporation), Section 3.1(b)(ii),
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(iii), (iv) and (v), Section 3.1(c)(i)(A) and (C), Section 3.1(c)(ii) and Section 3.1(e), the representations and warranties of Seller set forth in this Agreement shall
be true and correct as of the Closing Date as though made on and as of the Closing Date (or, to the extent any such representation and warranty speaks as of
an earlier date, on and as of such earlier date), except where the failure of such representations and warranties to be true and correct (without giving effect to
any limitation as to “materiality” or “Company Material Adverse Effect” contained therein) would not have a Company Material Adverse Effect; (ii) the
representations and warranties of Seller set forth in Section 3.1(a) (except those portions of 3.1(a)(iii) relating to due organization, good standing and due
qualification as a foreign corporation), Section 3.1(b)(ii), (iii), (iv) and (v), Section 3.1(c)(i)(A) and (C), Section 3.1(c)(ii) and Section 3.1(e) shall be true and
correct in all respects as of the Closing Date as though made on and as of the Closing Date (or, to the extent any such representation and warranty speaks as of
an earlier date, on and as of such earlier date); and (iii) Buyer shall have received a certificate signed on behalf of Seller by an executive officer of Seller to
the effect set forth in this Section 6.2(a).
(b) Performance of Obligations of Seller. Seller shall have performed in all material respects all obligations required to be performed by it under
this Agreement on or prior to the Closing Date, and Buyer shall have received a certificate signed on behalf of Seller by an executive officer of Seller to such
effect.
(c) Regulatory Approvals. Other than with respect to the HSR Act, all Necessary Permits of Seller set forth in Section 6.2(c) of the Seller’s
Disclosure Letter and all Necessary Permits of Buyer set forth in Section 6.3(c) of the Buyer’s Disclosure Letter shall have been duly obtained by Seller and
Buyer, respectively, shall be in full force and effect and shall not contain any condition or restriction that (i) would result in a Company Material Adverse
Effect or (ii) would impose on Buyer, any Affiliate of Buyer, or any of the Acquired Company or the Acquired Company Subsidiaries, any material cost,
liability, obligation or restriction.
(d) Related Party Agreements. Seller shall have caused (i) all Related Party Agreements to be terminated without any obligation or liability of the
Acquired Company or the Acquired Company Subsidiaries (except for the payment required pursuant to clause (ii) below) in a form and substance acceptable
to Buyer in its sole discretion, except for the Adverse Development Reinsurance Agreement, the Raydon/Phoenix Stop Loss Agreement and Continuing
Hannover Re Reinsurance Agreements, which will remain in force after Closing, and (ii) all intercompany accounts receivable or payable (whether or not
currently due or payable) between the Acquired Company and the Acquired Company Subsidiaries, on the one hand, and Seller and its Affiliates (other than
the Acquired Company and the Acquired Company Subsidiaries), or any of the officers or directors of any of Seller and its Affiliates, on the other hand, to be
settled in full (without any premium or penalty), in each case at or prior to Closing, except for amounts payable or receivable under the Adverse Development
Reinsurance Agreement, the Raydon/Phoenix Stop Loss Agreement and amounts not due prior to the Closing Date under the Continuing Hannover Re
Reinsurance Agreements, which will remain in force after Closing.
(e) Delivery of Documents. Seller shall have delivered, or caused to be delivered, to Buyer each of the deliverables specified in Section 2.6(a).
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(f) Acquired Company Notes. Each holder of an Acquired Company Note shall have validly contributed such Acquired Company Note to the
Acquired Company free and clear of any Liens and other encumbrances and Seller shall have cause each of the Acquired Company Notes to be cancelled, in
each case without any repayment or cost (other than the depletion of net operating losses for Tax purposes) to the Acquired Company or the Acquired
Company Subsidiaries. Seller shall have delivered to Buyer evidence satisfactory to Buyer that the Acquired Company Notes have been contributed and
cancelled as specified in this Section 6.2(f).
(g) The Raydon/Phoenix Stop Loss Agreement shall have been executed and entered into by the parties thereto.
(h) The Retrocession Agreement shall have been executed and entered into by the parties thereto.
(i) The ADR Amendment shall have executed and entered into by the parties thereto.
(j) All outstanding options, warrants, convertible securities or other rights, agreements, arrangements or commitments relating to the Acquired
Company Shares or the Acquired Company Subsidiary Shares have been released, terminated or satisfied.
Section 6.3. Conditions to Obligations of Seller. The obligations of Seller to effect the purchase and sale of the Acquired Company Shares and the
other actions to be taken at the Closing are further subject to the satisfaction or waiver by Seller on or prior to the Closing Date of the following conditions:
(a) Representations and Warranties. The representations and warranties of Buyer and Parent set forth in this Agreement shall be true and correct
as of the Closing Date as though made on and as of the Closing Date (or, to the extent any such representation and warranty speaks as of an earlier date, on
and as of such earlier date), except where the failure of such representations and warranties to be true and correct (without giving effect to any limitation as to
“materiality” or “Buyer Material Adverse Effect” contained therein) would not have a Buyer Material Adverse Effect; and Seller shall have received a
certificate signed on behalf of Buyer by an executive officer of Buyer to the effect set forth in this Section 6.3(a).
(b) Performance of Obligations of Buyer and Parent. Buyer and Parent shall have performed in all material respects all obligations required to be
performed by it under this Agreement on or prior to the Closing Date; and Seller shall have received a certificate signed on behalf of Buyer by an executive
officer of Buyer to such effect.
(c) Regulatory Approvals. Other than with respect to the HSR Act, all Necessary Permits of Buyer set forth in Section 6.3(c) of the Buyer’s
Disclosure Letter and Necessary Permits of Seller set forth in Section 6.2(c) of the Seller’s Disclosure Letter shall have been duly obtained by Buyer and
Seller, respectively, and shall be in full force and effect and shall not contain any condition or restriction that would impose on Seller or any Affiliate of
Seller any material cost, liability, obligation or restriction.
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(d) Delivery of Documents. Buyer shall have delivered, or caused to be delivered, to Seller each of the deliverables specified in Section 2.6(b).
(e) Execution of Retrocession Agreement. Fitzwilliam Insurance Limited and Parent shall have executed the Retrocession Agreement.
ARTICLE VII
SURVIVAL OF REPRESENTATIONS AND WARRANTIES
Section 7.1. Survival of Representations and Warranties. Except as set forth in Section 9.5, all representations and warranties contained in this
Agreement shall survive Closing solely for purposes of Section 8.1(a) and Section 8.1(b) and shall terminate and expire at the close of business on the date
that is eighteen (18) months after the Closing Date except for those representations contained in Section 3.1(a)(except those portions of 3.1(a)(iii) relating to
good standing and due qualification as a foreign corporation), Section 3.1(b)(ii), (iii), (iv) and (v), Section 3.1(c)(i)(A), Section 3.1(e), Section 3.2(a) (except
those portions of 3.2(a)(i) relating to good standing and due qualification as a foreign corporation), Section 3.2(b)(i)(A), Section 3.3(a) (except those portions
of 3.3(a)(i) relating to good standing and due qualification as a foreign corporation), Section 3.3(b)(i)(A), Section 3.4(a) (except those portions of 3.4(a)(i)
relating to good standing and due qualification as a foreign corporation) and Section 3.4(b)(i)(A), which shall survive indefinitely. All covenants and
agreements contained in this Agreement, to the extent that the foregoing by their express terms are to have effect or be performed after the Closing, shall
survive the Closing in accordance with their terms.
ARTICLE VIII
INDEMNIFICATION
Section 8.1. Obligation to Indemnify.
(a) (i) Subject to the limitations set forth in this Article VIII, Seller agrees to indemnify and hold harmless Buyer and its Affiliates (the “Buyer
Indemnified Parties”) from and against all losses and out-of-pocket expenses (including reasonable attorneys’ fees and expenses of outside counsel) but not
including punitive, exemplary or consequential damages, including, without limitation, lost profits and opportunity costs, unless such punitive, exemplary
or consequential damages are awarded against any of the Parties in a Third Party Claim (“Losses”), to the extent actually incurred as a result of (x) any breach
of the representations and warranties of Seller contained in Section 3.1; (y) any breach of any of the covenants and agreements of Seller contained in this
Agreement; (z) the resignation of any director of any of the Acquired Company or the Acquired Company Subsidiaries prior to Closing, or (zz) any matter
related to or arising in connection with the LMX Claims; provided, however, that there shall not be any duplicative payments or indemnities by Seller; and
provided, further, that Seller shall not have any indemnification liability under this Agreement unless a claim is timely asserted during the survival period
specified in Section 7.1.
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(ii) The rights of the Buyer Indemnified Parties to indemnification under this Section 8.1(a) shall be limited as follows:
(A)

The amount of any Losses or liabilities with respect to Taxes incurred by the Buyer Indemnified Parties shall be reduced by the net
amount of the Tax Benefits actually realized by Buyer or any of its Affiliates by reason of such Losses in the taxable year of such Losses
or a prior taxable year.

(B)

The amount of any Losses incurred by Buyer Indemnified Parties shall be reduced by the net amount Buyer or any of its Affiliates
recovers (after deducting all reasonable attorneys’ fees, expenses, applicable insurance premiums paid and other costs of recovery) from
any insurer or other party liable for such Losses.

(C)

The amount of any Losses (other than Losses relating to Taxes) incurred or sustained by Buyer Indemnified Parties shall be reduced to
the extent such Losses shall have been caused, contributed to or exacerbated by any action or omission of Buyer or any of its Affiliates or
their respective employees, representatives or agents.

(D)

In no event will Buyer be entitled to indemnification for any Losses related to or arising from the reinsurer’s failure to pay reinsurance
recoverables or other amounts due or otherwise perform under any ceded reinsurance agreement to which the Acquired Company and/or
Acquired Company Subsidiaries are a party.

(E)

The Buyer Indemnified Parties shall be entitled to indemnification under this Section 8.1 only to the extent that the aggregate amount of
Losses (reduced as provided above) exceed on a cumulative basis 5% of the Final Purchase Price (the “Threshold”), in which event the
Buyer Indemnified Parties shall be entitled to indemnification for all such Losses.

(F)

In no event will Buyer be entitled to indemnification under Section 8.1(a) for any individual item of Loss (as reduced as provided in
paragraphs (A) through (C) above) that is less than $200,000 (the “De Minimus Amount”) and each such item will not be taken into
account in determining whether the aggregate amount of Losses exceeds the Threshold under paragraph (E).

(G)

In any event, the maximum amount for which Seller shall be liable in the aggregate under Section 8.1(a) (after taking into account
paragraphs (A) through (E) above) shall not exceed 35% of the Final Purchase Price, (the “Indemnification Cap”).

(H)

For purposes of this Section 8.1(a)(ii), any inaccuracy in or breach of any representation or warranty shall be determined without regard
to any materiality, Company Material Adverse Effect or other similar qualification contained in or otherwise applicable to such
representation or warranty.
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(iii) Notwithstanding anything to the contrary set forth in this Agreement, Sections 8.1(a)(ii)(E), (F) and (G) shall not apply to claims for
indemnification under Section 8.1(a)(i)(z), Section 8.1(a)(i)(zz), Section 8.1(a)(i)(x) for breaches of Section 3.1(a) (except those portions of 3.1(a)(iii) relating
to good standing and due qualification as a foreign corporation), Section 3.1(b)(ii), (iii), (iv) and (v), Section 3.1(c)(i)(A), Section 3.1(e), Section 3.1(i),
Section 3.4(a) (except those portions of 3.4(a)(i) relating to good standing and due qualification as a foreign corporation), Section 3.4(b)(i)(A), Section 9.1(a)
and Section 9.1(c)(i), or any intentional or willful breach of this Agreement.
(b) (i) Subject to the limitations set forth in this Article VIII, Buyer and Parent agree to indemnify and hold harmless Seller and its Affiliates and
its respective directors, officers and employees from and against all Losses to the extent actually incurred as a result of (I) any breach of the representations
and warranties of Buyer contained in Section 3.2 or of Parent contained in Section 3.3; (II) any breach of any of the covenants and agreements of Buyer
contained in this Agreement; (III) administration of the Employee Benefit Plans, including the termination thereof, the employment or termination of any
Transferred Employee, or the resignation or removal of any director or officer of any of the Acquired Company or the Acquired Company Subsidiaries, after
Closing; or (IV) the ownership after the Closing by Buyer or any of its Affiliates of the Acquired Company and the Acquired Company Subsidiaries or the
operation after the Closing of the business of the Acquired Company and the Acquired Company Subsidiaries, except to the extent Buyer is entitled to
indemnification by Seller under Section 8.1(a); provided, however, that there shall not be any duplicative payments or indemnities by Buyer or Parent; and
provided, further, that neither Buyer nor Parent shall have any indemnification liability under this Agreement unless a claim is timely asserted during the
survival period specified in Section 7.1.
(ii) The rights of Seller to indemnification under this Section 8.1(b) shall be limited as follows:
(A)

The amount of any Losses or liabilities with respect to Taxes incurred by Seller shall be reduced by the net amount of the Tax Benefits
actually realized by Seller or any of its Affiliates by reason of such Losses in the taxable year of such Losses or a prior taxable year.

(B)

The amount of any Losses incurred by Seller shall be reduced by the net amount Seller or any of its Affiliates recovers (after deducting all
reasonable attorneys’ fees, expenses, applicable insurance premiums paid and other costs of recovery) from any insurer or other party
liable for such Losses.

(C)

The amount of any Losses (other than Losses relating to Taxes) incurred or sustained by Seller shall be reduced to the extent such Losses
shall have been caused, contributed to or exacerbated by any action or omission of Seller or any of its Affiliates or their respective
employees, representatives or agents.
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(D)

Seller shall be entitled to indemnification under this Section 8.1 only to the extent that the aggregate amount of Losses (reduced as
provided above) exceeds the Threshold, and then only for the amount of any such excess.

(E)

In no event will Seller be entitled to indemnification under Section 8.1(b) for any individual item of Loss (as reduced as provided above)
that is less than the De Minimus Amount and each such item will not be taken into account in determining whether the aggregate amount
of Losses exceeds the Threshold above.

(F)

In any event, the maximum amount for which Buyer shall be liable in the aggregate under Section 8.1(b) (after taking into account
paragraphs (A) through (D) above) shall not exceed the Indemnification Cap.

(G)

For purposes of this Section 8.1(b)(ii), any inaccuracy in or breach of any representation or warranty shall be determined without regard
to any materiality, Buyer Material Adverse Effect or other similar qualification contained in or otherwise applicable to such
representation or warranty.

(iii) Notwithstanding anything to the contrary set forth in this agreement, Section 8.1(b)(ii)(D), (E) and (F) shall not apply to claims for
indemnification under Section 8.1(b)(i)(I) for breaches of Section 3.2(a) (except those portions of 3.2(a)(i) relating to good standing and due qualification as a
foreign corporation), Section 3.2(b)(i)(A), Section 3.3(a) (except those portions of 3.3(a)(i) relating to good standing and due qualification as a foreign
corporation) and Section 3.3(b)(i)(A), Section 8.1(b)(i)(III), Section 8.1(b)(i)(IV), or any intentional or willful breach of this Agreement.
Section 8.2. Indemnification Notice Procedures.
(a) Promptly after the incurrence of any Losses by any Person entitled to indemnification pursuant to Section 8.1 (an “Indemnified Party”),
including any claim by a third party described in Section 8.3, which might give rise to indemnification pursuant to Section 8.1, the Indemnified Party shall
deliver to the Party from which indemnification is sought (the “Indemnifying Party”) a notice (the “Indemnification Notice”), which Indemnification Notice
shall:
(i) state that the Indemnified Party has paid or incurred Losses for which such Indemnified Party is entitled to indemnification pursuant to
this Agreement; and
(ii) specify in reasonable detail (and have annexed thereto all supporting documentation, including any correspondence in connection
with any Third Party Claim and paid invoices for claimed Losses) each individual item of Loss included in the amount so stated, the date such item was paid
or incurred, the basis for any anticipated liability and the nature of the misrepresentation, breach of warranty, breach of covenant or claim to which each such
item is related and the computation of the amount to which such Indemnified Party claims to be entitled hereunder.
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(b) In the event that the Indemnifying Party shall object to the indemnification of an Indemnified Party in respect of any claim or claims
specified in any Indemnification Notice, the Indemnifying Party shall, within forty-five (45) days after receipt by the Indemnifying Party of such
Indemnification Notice, deliver to the Indemnified Party a notice to such effect and the Indemnifying Party and the Indemnified Party shall, within the sixty
(60) day period beginning on the date of receipt by the Indemnified Party of such objection, attempt in good faith to agree upon the rights of the respective
Parties with respect to each of such claims to which the Indemnifying Party shall have so objected. If the Indemnified Party and the Indemnifying Party shall
succeed in reaching agreement on their respective rights with respect to any of such claims, the Indemnified Party and the Indemnifying Party shall promptly
prepare and sign a memorandum setting forth such agreement. Should the Indemnified Party and the Indemnifying Party be unable to agree as to any
particular item or items or amount or amounts within such time period, then either the Indemnified Party or the Indemnifying Party shall submit such dispute
to a court of competent jurisdiction as set forth in Section 11.7.
(c) Claims for Losses specified in any Indemnification Notice to which an Indemnifying Party shall not object in writing within forty-five
(45) days after receipt of such Indemnification Notice, claims for Losses covered by a memorandum of agreement of the nature described in Section 8.2(b),
and claims for Losses the validity and amount of which have been the subject of a final, non-appealable judicial determination as described in Section 8.2(b)
or shall have been settled with the consent of the Indemnifying Party, as described in Section 8.3, are hereinafter referred to, collectively, as “Agreed
Claims.” Within ten (10) Business Days after the determination of the amount of any Agreed Claim, the Indemnifying Party shall pay to the Indemnified
Party an amount equal to the Agreed Claim by wire transfer in immediately available funds to the bank account or accounts designated by the Indemnified
Party in a notice to the Indemnifying Party not less than two (2) Business Days prior to such payment.
Section 8.3. Third Party Claims.
(a) The Indemnified Party agrees to give the Indemnifying Party notice in writing of the assertion of any claim or demand made by, or an action,
proceeding or investigation instituted by, any Person not a Party to this Agreement (a “Third Party Claim”) in respect of which indemnity may be sought
under Section 8.1 in accordance with the notice procedures set forth in Section 8.2 promptly after such Indemnified Party learns of the Third Party Claim;
provided, however, that failure to give such notice shall not affect the indemnification provided hereunder except to the extent the Indemnifying Party shall
have been actually prejudiced as a result of such failure (except that the Indemnifying Party shall not be liable for any expenses incurred during the period in
which the Indemnified Party failed to give such notice). Thereafter, the Indemnified Party shall deliver to the Indemnifying Party, within five (5) calendar
days after the Indemnified Party’s receipt thereof, copies of all notices and documents (including court papers) received by the Indemnified Party relating to
the Third Party Claim.
(b) If a Third Party Claim is made against an Indemnified Party, the Indemnifying Party will be entitled to participate in the defense thereof and,
if it so chooses, to assume the defense thereof with counsel selected by the Indemnifying Party. Should the Indemnifying Party so elect to assume the defense
of a Third Party Claim, the Indemnifying
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Party will not, as long as it conducts such defense, be liable to the Indemnified Party for legal expenses subsequently incurred by the Indemnified Party in
connection with the defense thereof. If the Indemnifying Party assumes such defense, the Indemnified Party shall have the right to participate in the defense
thereof and to employ counsel, at its own expense, separate from the counsel employed by the Indemnifying Party, it being understood that the Indemnifying
Party shall control such defense. The Indemnifying Party shall be liable for the reasonable fees and expenses of counsel employed by the Indemnified Party
for any period during which the Indemnifying Party has not assumed the defense thereof (other than during any period in which the Indemnified Party shall
have not yet given notice of the Third Party Claim as provided above). All Parties shall cooperate in the defense or prosecution of a Third Party Claim. Such
cooperation shall include the retention and (upon the Indemnifying Party’s request) the provision to the Indemnifying Party of records and information that
are reasonably relevant to such Third Party Claim, and making employees available on a mutually convenient basis to provide additional information and
explanation of any material provided hereunder. Whether or not the Indemnifying Party shall have assumed the defense of a Third Party Claim, the
Indemnified Party shall not admit any liability with respect to, or settle, compromise or discharge, such Third Party Claim without the Indemnifying Party’s
prior written consent.
(c) The Indemnifying Party shall be authorized to consent to a settlement of, or the entry of any judgment arising from, any Third Party Claim as
to which the Indemnifying Party has assumed the defense in accordance with the terms of Section 8.3(b), without the consent of any Indemnified Party, but
only if such settlement or entry of judgment: (i) provides solely for the payment of money, (ii) provides a complete release of, or dismissal with prejudice of
claims against, any Indemnified Party potentially affected by such Third Party Claim from all matters that were or could have been asserted in connection
with such claims, (iii) does not impose any equitable remedy or penalty upon the Indemnified Party, and (iv) does not admit liability on the part of the
Indemnified Party or any of the Acquired Company or the Acquired Company Subsidiaries or admit facts that may prejudice the Indemnified Party or any of
the Acquired Company or the Acquired Company Subsidiaries in collateral disputes.
(d) Notwithstanding the foregoing, if a settlement offer to which the Indemnifying Party is not authorized to consent to pursuant to Section 8.3(c)
is made by a third party claimant solely for money damages, and the Indemnifying Party notifies in writing the Indemnified Party of the Indemnifying Party’s
willingness to accept the settlement offer and, subject to the applicable limitations of this Article VIII, pay the amount called for by such offer, and the
Indemnified Party declines to accept such offer, the Indemnified Party may continue to contest such Third Party Claim, free of any participation by the
Indemnifying Party, and the amount of any ultimate liability with respect to such Third Party Claim that the Indemnifying Party has an obligation to pay
hereunder shall be limited to the lesser of (i) the amount of the settlement offer that the Indemnified Party declined to accept plus the other Losses of the
Indemnified Party relating to such Third Party Claim prior to the date of its rejection of the settlement offer or (ii) the aggregate Losses of the Indemnified
Party with respect to such Third Party Claim.
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Section 8.4. Termination; Mitigation.
(a) The indemnities provided in this Agreement shall survive Closing; provided, however, that the indemnities provided under Section 8.1(a)
and Section 8.1(b) shall terminate when the applicable representation or warranty terminates pursuant to Article VII, except as to any item as to which the
Person to be indemnified shall have, before the expiration of the applicable period, previously made a claim by delivering a notice (stating in reasonable
detail the basis of such claim) to the Indemnifying Party. Except in cases of common law fraud or willful breaches of covenants or other obligations set forth
in this Agreement, or as otherwise specifically provided herein (including Section 8.5), the remedies provided in this Article VIII, Article IX and Article X
shall be the exclusive remedies (including equitable remedies that involve monetary payment, such as restitution or disgorgement, other than specific
performance to enforce any payment or performance due hereunder) of the Parties from and after the Closing in connection with any breach of a
representation or warranty, or nonperformance, partial or total, of any covenant or agreement contained herein.
(b) For purposes of determining the amount of any Tax Benefit, such Tax Benefit shall be computed by calculating the amount of actual Tax
refund received or reduction in Tax payable by the taxpayer for the taxable year in which the relevant Loss is incurred or a prior taxable year.
(c) The Indemnified Party shall take and shall cause its Affiliates to take all commercially reasonable steps to mitigate any Loss or liability with
respect to Taxes upon becoming aware of any event which would reasonably be expected to, or does, give rise thereto, including incurring costs only to the
extent reasonably necessary to remedy the breach which gives rise to the Loss.
(d) Notwithstanding anything contained in this Agreement to the contrary, in the event that any fact, event or circumstance which results in an
adjustment to the Estimated Purchase Price would also constitute a breach or inaccuracy of any of Seller’s representations, warranties, covenants or
agreements under this Agreement, Seller and its respective Affiliates shall have no obligation to indemnify any Buyer Indemnified Party with respect to such
breach or inaccuracy to the extent of such adjustment.
(e) Upon making any indemnification payment, the Indemnifying Party will, to the extent of such payment, be subrogated to all rights of the
Indemnified Party against any third party in respect of the Loss or liability with respect to Taxes to which the payment relates. Without limiting any other
provision hereof, each such Indemnified Party and Indemnifying Party will duly execute upon request all instruments reasonably necessary to evidence and
perfect the above-described subrogation rights.
Section 8.5. Tax Indemnification. Notwithstanding anything to the contrary in this Agreement, the rights and obligations of the Parties with respect to
indemnification for any and all Tax matters shall be governed by Article IX hereof.
Section 8.6. Knowledge of Inaccuracy or Breach. Neither Seller nor Buyer shall be liable under Article VIII for any Losses resulting from or relating to
any inaccuracy in or breach
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of any representation or warranty in this Agreement if the party seeking indemnification for such Losses had Knowledge of such breach before Closing if it
acquired that Knowledge from a source other than the other Party, one of its Affiliates or a person acting on behalf of or associated with the other Party or one
of its Affiliates.
ARTICLE IX
TAX MATTERS
Section 9.1. Tax Indemnity.
(a) Except as provided for in Section 9.1(c)(ii) and subject to Section 9.6, Seller shall be liable for and shall indemnify and hold harmless the
Buyer Indemnified Parties from and against any and all Taxes imposed on the Acquired Company for any Pre-Closing Tax Periods aside from Taxes reflected
as accrued liabilities on the Final 2010 Financial Statements.
(b) For purposes of determining Seller’s liability pursuant to Section 9.1(a) with respect to Taxes (other than Transfer Taxes) that are payable for
a taxable period that begins before the Closing Date and ends after the Closing Date (“Straddle Taxes”), the portion of any such Tax that is allocable to the
Pre-Closing Tax Periods shall be in the case of (i) Taxes imposed on a periodic basis or otherwise measured by the level of any item deemed to be the amount
of such Taxes for the entire period (or, in the case of such Taxes determined on an arrears basis, the amount of such Taxes for the immediately preceding
period), multiplied by a fraction the numerator of which is the number of calendar days in the period ending on the Closing Date and the denominator of
which is the number of calendar days in the entire period irrespective of the lien or assessment date of such Taxes; (ii) Taxes imposed on or measured by
income, gross receipts, wages, expenses or other similar periodic measures or imposed on sales, assignments or any other transfers of any property deemed
equal to the amount which would be payable if the taxable year ended with the Closing Date (based on an interim closing of the books as of the Closing);
and (iii) Taxes imposed on the basis of premium deemed equal to the amount which would be payable on the basis of the amount of the premium written as of
the Closing.
(c) Contribution of Surplus Notes.
(i) The transfer of the Acquired Company Notes to the Acquired Company prior to the Closing Date shall be treated by the Seller on its
Consolidated Tax Return for the period in which the transfer occurs as a contribution to the capital of the Acquired Company in which the Acquired
Company Notes are extinguished.
(ii) Buyer shall not seek indemnification from Seller for any additional Taxes for which the Buyer may become liable as a result of the
contribution of the Acquired Company Notes.
Section 9.2. Preparation and Filing of Tax Returns.
(a) Seller shall prepare or cause to be prepared in a manner consistent with past practice, except as otherwise required by applicable tax law or
otherwise agreed to by Buyer prior to the filing thereof, and file or cause to be filed on a timely basis all (i) Tax Returns
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relating to the Acquired Company that are due on or before the Closing Date and (ii) consolidated, unitary, combined or similar Tax Returns (the
“Consolidated Tax Returns”) that include the Acquired Company and Seller or any Affiliate of Seller no matter when such taxable years end, and after the
Closing Buyer shall cause the Acquired Company to take all actions and provide all information necessary to facilitate the preparation and filing of all such
Tax Returns.
(b) Buyer shall prepare or cause to be prepared and file or cause to be filed on a timely basis all Tax Returns with respect to the Acquired
Company that are not described in Section 9.2(a) and, subject to Seller’s indemnity for Taxes as provided in Section 9.1(a), pay all Taxes reported as due on
such Tax Returns.
(c) With respect to any Tax Return required to be filed or caused to be filed by Seller or Buyer pursuant to Section 9.2(a) and Section 9.2(b) with
respect to the Acquired Company (such Party, the “Filing Party”) and as to which an amount of Tax is allocable to the Party that is not the Filing Party (the
“Tax Indemnifying Party”) pursuant to Section 9.2(a) or Section 9.2(b), the Filing Party shall provide the Tax Indemnifying Party and its authorized
representatives with a copy of such completed Tax Return or in the case of a Consolidated Tax Return, a pro forma Tax Return for the Acquired Company
(prepared on a separate company basis) and a statement certifying and setting forth the calculation of the amount of Tax shown on such Tax Return that is
allocable to such Tax Indemnifying Party, together with appropriate supporting information and schedules at least fifteen (15) Business Days prior to the due
date (including any extension thereof) for the filing of such Tax Return or Consolidated Tax Return, as the case may be, and such Tax Indemnifying Party
and its authorized representatives shall have the right to review and comment on such Tax Return and statement, as the case may be, prior to the filing of such
Tax Return and the Filing Party shall consider such comments in good faith.
(d) Payment of any amounts due under this Article IX in respect of Taxes shall be made: (i) except to the extent that there is a Tax Dispute or that
a matter relating to Taxes is being contested with a Taxing Authority, at least three (3) Business Days before the due date of the applicable estimated or final
Tax Return required to be filed by the Filing Party that reports a Tax liability for which a Tax Indemnifying Party is liable pursuant to this Agreement and
(ii) with respect to a Tax Dispute or any matter relating to Taxes which are being contested with a Taxing Authority, within three (3) Business Days after the
following: (A) an agreement between Seller and Buyer that an indemnity amount is payable; (B) a Final Determination having been made by a Taxing
Authority; or (C) in the event of a Tax Dispute, a final determination by the Tax Referee. If liability under this Article IX is in respect of an expense relating
to the contest of a Tax matter, payment of any amounts due under this Article IX shall be made as of the time when the payment of the corresponding Tax is
due pursuant to the immediately preceding sentence.
Section 9.3. Tax Notice; Tax Controversies. Seller and Buyer shall provide to each other notice within ten (10) days of receipt of any notice of
deficiency, proposed adjustment, assessment, audit, examination or other administrative or court proceeding, suit, dispute or other claim (a “Tax Claim”) in
which a Taxing Authority makes or proposes to make a Tax adjustment to any Tax period which includes any period up to and including the Closing Date.
Seller shall have the right, at Seller’s expense, to participate in and, upon notice to Buyer within
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30 days, control the conduct of any Tax Claim that involves a Consolidated Tax Return or any matter relating to the Consolidated Group of which Seller is a
member (a “Seller Consolidated Group Tax Claim”). With respect to any Tax Claim, the Party not controlling the proceeding of such Tax Claim or its
representative shall (to the extent permitted by Law) have the right, at its expense, to participate in any such Tax Claim. The Parties agree that they will not
settle, compromise or agree to any Tax adjustment which increases the liability for Taxes of the other Party without the prior written consent of the other
Party, which consent shall not be unreasonably withheld or delayed.
Section 9.4. Cooperation and Controversies. Seller, Buyer and the Acquired Company shall reasonably cooperate, and shall cause their respective
Affiliates, agents, auditors, representatives, officers and employees reasonably to cooperate, in preparing and filing all Tax Returns (including amended
returns and claims for refund), including maintaining and making available to each other all records necessary in connection with Taxes and with respect to
any Tax Claim, which cooperation shall include but not be limited to (i) providing all relevant information that is available to Buyer, Seller and/or the
Acquired Company, as the case may be, with respect to such Tax Claim; (ii) making personnel available at reasonable times; and (iii) preparation of responses
to requests for information; provided, that the foregoing shall be done in a manner so as to not unreasonably interfere with the conduct of business by Buyer,
Seller or the Acquired Company, as the case may be. Any information obtained under this Section shall be kept confidential, except as may be otherwise
necessary in connection with the filing of Tax Returns or claims for refund or with respect to any Tax Claim.
Section 9.5. Survival. All agreements, covenants and indemnification matters contained in this Article IX and the representations and warranties set
forth in Section 3.1(i) shall survive the Closing until the expiration of the applicable statutory period of limitation.
Section 9.6. Termination of Tax Sharing Agreements. As of the Closing Date, Seller shall cause all written Tax allocation and Tax sharing agreements
and arrangements (“Tax Sharing Agreements”) between Seller, on the one hand, and the Acquired Company, on the other, to be extinguished and
terminated with respect to the Acquired Company; provided, however, that such termination shall not excuse the Acquired Company from making all
payments due to Seller or any Affiliate of Seller (other than the Acquired Company) under such Tax Sharing Agreements as determined as of the Closing
Date. The payment and calculation of any payments due and owing with respect to the preceding sentence shall be made in a time and manner consistent
with past practice.
Section 9.7. Exclusivity. Except as provided in Section 3.1(i) with respect to representations and warranties relating to Tax matters and Section 8.1(a)
with respect to limitations on indemnity, notwithstanding any other provision in this Agreement to the contrary, this Article IX shall control all matters
relating to Taxes and any claims, liabilities, damages, deficiencies, obligations, costs or expenses, penalties and reasonable attorneys’ fees and disbursements
related thereto.
Section 9.8. Transfer Taxes. All real property transfer or gains, sales, use, transfer, value added, stock transfer, and stamp taxes, any transfer, recording,
registration and other fees, and any similar Taxes which become payable in connection with the transactions contemplated
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by this Agreement (collectively, “Transfer Taxes”), shall be borne equally by Seller and Buyer. Buyer or Seller, as appropriate, shall file such applications
and documents as shall permit any such Tax to be assessed and paid on or prior to the Closing Date in accordance with any available pre-sale filing
procedure. Buyer or Seller, as appropriate, shall execute and deliver all instruments and certificates necessary to enable the other to comply with any filing
requirements relating to any such Taxes.
Section 9.9. Certain Tax Elections. On the Consolidated Tax Return of the CIGI affiliated group for the taxable year that includes the Closing Date the
following elections shall be made, if available: elections pursuant to Treasury Regulation §1.1502-95(c) to apportion to the Acquired Company and the
Acquired Company Subsidiaries all of the consolidated section 382 limitations and net unrealized built-in gains of the CIGI affiliated group with respect to
prior section 382 ownership changes, if any.
Section 9.10. Miscellaneous.
(a) For purposes of this Article IX, all references to the Acquired Company are intended to include the Acquired Company Subsidiaries both
collectively and individually.
(b) Seller and Buyer agree to treat all payments made by either of them to or for the benefit of the other (including any payments to the Acquired
Company or any Acquired Company Subsidiary) under this Article IX or under other indemnity provisions of this Agreement as adjustments to the Final
Purchase Price for Tax purposes and that such treatment shall govern for purposes hereof except to the extent that the Laws of a particular jurisdiction provide
otherwise.
ARTICLE X
TERMINATION PRIOR TO THE CLOSING
Section 10.1. Termination of Agreement. This Agreement may be terminated at any time prior to the Closing:
(a) by Seller or Buyer in writing, if any order, injunction or decree of any court of competent jurisdiction shall have been issued and shall have
become final and nonappealable, or if any statute shall have been enacted, or if any rule or regulation shall have been promulgated by any Governmental
Entity, that prohibits or restrains any Party from consummating the transactions contemplated by this Agreement;
(b) by Seller or Buyer in writing, if the Closing has not occurred on or prior to August 1, 2011; provided, however, that the right to terminate this
Agreement under this Section 10.1(b) shall not be available to the Party whose failure to fulfill any obligation under this Agreement has been the cause of or
resulted in the failure of the Closing to occur on or before such date; and
(c) by Seller or Buyer, if there shall have been a breach by Buyer or Seller, respectively, of any of their respective representations, warranties,
covenants or obligations contained herein, which breach would result in the failure to satisfy any condition set forth in Section 6.1 or Section 6.3 (in the case
of a breach by Buyer) or Section 6.1 or Section 6.2 (in the
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case of a breach by Seller), and in any such case such breach shall be incapable of being cured or, if capable of being cured, shall not have been cured within
thirty (30) calendar days, or such longer time as may be mutually agreed upon by the Parties, after written notice thereof shall have been received by the Party
alleged to be in breach.
(d) at any time prior to the Closing, by mutual written consent of Seller and Buyer.
Section 10.2. Survival. If this Agreement is terminated and the transactions contemplated hereby are not consummated as described herein, this
Agreement shall become null and void and of no further force and effect, except for (a) the provisions of this Section 10.2 and Article XI and (b) rights and
obligations arising from any breach of this Agreement prior to such termination, including the right to indemnification for such breach under Article VIII.
ARTICLE XI
GENERAL PROVISIONS
Section 11.1. Fees and Expenses. Whether or not the purchase and sale of the Acquired Company Shares is consummated, except as provided herein,
each Party shall pay its own fees and expenses incident to preparing for, entering into and carrying out this Agreement and the transactions contemplated
hereby. For the avoidance of doubt, Buyer shall be responsible for all fees and expenses in connection with any filings or submissions (and preparation
thereof) pursuant to the HSR Act.
Section 11.2. Notices. All notices, requests, claims, demands and other communications under this Agreement shall be in writing and shall be delivered
personally, by facsimile (which is confirmed as provided below) or by overnight courier (providing proof of delivery) to the Parties at the following addresses
(or at such other address for a Party as shall be specified by like notice):
(a)

If to Buyer, to:
Clarendon Holdings, Inc.
c/o Enstar (US) Inc.
7901 4 th Street N., Suite 203
St. Petersburg, FL 33702
Phone: (727) 576-1632
Fax: (727) 576-3627
Attention: Karl J. Wall
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with a copy to:
Drinker Biddle & Reath LLP
One Logan Square, Suite 2000
Philadelphia, PA 19103-6996
Phone: (215) 988-2488
Fax: (215) 988-2757
Attention: Daniel W. Krane
(b)

If to Seller, to:
Hannover Re
Karl-Wiechert-Allee 50
30625 Hannover
Germany
Phone: 49 511 5604 1538
Fax: 49 511 5604 3538
Attention: Thomas Fiedler, General Counsel
with a copy to:
Locke Lord Bissell & Liddell, LLP
701 8th Street, N.W.
Suite 700
Washington, D.C. 20001
Phone: (202) 220-6967
Fax: (202) 521-4209
Attention: William J. Kelty

Notice given by personal delivery or overnight courier shall be effective upon actual receipt. Notice given by facsimile shall be confirmed by appropriate
answer back and shall be effective upon actual receipt if received during the recipient’s normal business hours, or at the beginning of the recipient’s next
Business Day if not received during the recipient’s normal business hours.
Section 11.3. Interpretation. This Agreement shall be governed by the following rules of interpretation: (a) when a reference is made in this Agreement
to an Article, Section, Annex, Exhibit, Schedule or Disclosure Letter, such reference shall be to an Article of, a Section of, or an Annex, Exhibit, Schedule or
Disclosure Letter to, this Agreement unless otherwise indicated; (b) disclosure of any item in the Seller’s Disclosure Letter or Buyer’s Disclosure Letter shall
not be deemed an admission that such item represents a material item, fact, exception of fact, event or circumstance or that occurrence or non-occurrence of
any change or effect related to such item would result in a Company Material Adverse Effect or a Buyer Material Adverse Effect, as the case may be; (c) the
table of contents and headings contained in this Agreement are for reference purposes only and shall not affect in any way the meaning or interpretation of
this Agreement; (d) whenever the words “include,” “includes” or “including” are used in this Agreement, they shall be deemed to be followed by the words
“without limitation;” (e) whenever the singular is used herein, the same shall include the plural, and whenever the plural is used herein, the same shall
include the singular, where appropriate; and (f) references to “$” shall mean United States dollars.
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Section 11.4. Entire Agreement; No Other Representations; Third-Party Beneficiaries.
(a) This Agreement (including all annexes, exhibits and schedules hereto) constitute the entire agreement of the Parties with respect to the
subject matter contained herein and therein, and supersede all prior agreements, understandings, representations and warranties, both written and oral, among
the Parties with respect to such subject matter, other than the Confidentiality Agreement which shall survive and remain in full force and effect according to
its terms (or such longer time if agreed herein), except to the extent such terms conflict with the terms of this Agreement.
(b) BUYER ACKNOWLEDGES THAT NEITHER SELLER, NOR ANY AFFILIATE, OFFICER, DIRECTOR, EMPLOYEE,
REPRESENTATIVE OR AGENT THEREOF MAKES OR HAS MADE, NOR HAS BUYER RELIED ON, ANY REPRESENTATION OR WARRANTY,
EXPRESS OR IMPLIED, OR ANY OTHER INDUCEMENT OR PROMISE TO BUYER EXCEPT AS SPECIFICALLY MADE IN THIS AGREEMENT.
IN PARTICULAR, BUT WITHOUT LIMITING THE FOREGOING, AND EXCEPT AS OTHERWISE SPECIFICALLY SET FORTH IN THIS
AGREEMENT, NO SUCH PERSON HAS MADE, AND THE PARTIES EXPRESSLY DISCLAIM, ANY REPRESENTATION OR WARRANTY TO
BUYER WITH RESPECT TO: (x) ANY INFORMATION SET FORTH IN THE CONFIDENTIAL DESCRIPTIVE MEMORANDUM DISTRIBUTED
BY SELLER OR ITS AFFILIATES IN CONNECTION WITH THE PROPOSED SALE OF THE ACQUIRED COMPANY AND THE ACQUIRED
COMPANY SUBSIDIARIES OR (y) ANY FINANCIAL PROJECTION OR FORECAST RELATING TO THE ACQUIRED COMPANY OR THE
ACQUIRED COMPANY SUBSIDIARIES. WITH RESPECT TO ANY SUCH PROJECTION OR FORECAST DELIVERED BY OR ON BEHALF OF
SELLER TO BUYER, BUYER ACKNOWLEDGES THAT: (i) THERE ARE UNCERTAINTIES INHERENT IN ATTEMPTING TO MAKE SUCH
PROJECTIONS AND FORECASTS; (ii) IT IS FAMILIAR WITH SUCH UNCERTAINTIES; (iii) IT IS TAKING FULL RESPONSIBILITY FOR
MAKING ITS OWN EVALUATION OF THE ADEQUACY AND ACCURACY OF ALL SUCH PROJECTIONS AND FORECASTS SO FURNISHED;
(iv) IT IS NOT ACTING IN RELIANCE ON ANY SUCH PROJECTION OR FORECAST SO FURNISHED TO IT; AND (v) IT SHALL HAVE NO
CLAIM AGAINST ANY SUCH PERSON WITH RESPECT TO ANY SUCH PROJECTION OR FORECAST.
(c) Notwithstanding anything to the contrary in this Agreement or any other agreement, document or instrument to be delivered in connection
with the transactions contemplated hereby or thereby, each of Buyer and Parent further acknowledges and agrees that Seller makes no representation or
warranty with respect to, and nothing contained in this Agreement or any other agreement, document or instrument to be delivered in connection with the
transactions contemplated hereby or thereby is intended or shall be construed to be a representation or warranty (express or implied) of Seller for any purpose
of this Agreement or any other agreement, document or instrument to be delivered in connection with the transactions
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contemplated hereby or thereby, in respect of (i) the adequacy or sufficiency of insurance loss and loss adjustment expense reserve liabilities reflected in the
SAP Statements of the Acquired Company or any Acquired Company Subsidiary (the “Insurance Reserves”) and (ii) the effect of the adequacy or sufficiency
of Insurance Reserves on any line item, asset, liability or equity amount on the SAP Statements or any other financial statements. Further, Buyer
acknowledges and agrees that no fact, condition, development or issue relating to the adequacy or sufficiency of Insurance Reserves may be used, directly or
indirectly, to demonstrate or support the breach of any representation or warranty contained in this Agreement or any other agreement, document or
instrument to be delivered in connection with the transactions contemplated hereby or thereby.
(d) Except as otherwise provided in Article VIII, the terms and provisions of this Agreement are intended solely for the benefit of the Parties, and
their respective successors and assigns, and nothing in this Agreement is intended or shall be construed to give any other Person any legal or equitable right,
remedy or claim under, or in respect of, this Agreement or any provision contained herein.
(e) Nothing in this Agreement, including Article VIII and this Article XI, limits or excludes liability arising as a result of fraud.
Section 11.5. Governing Law. This Agreement shall be governed by, and construed in accordance with, the Laws of the State of New York applicable to
agreements made and to be performed entirely within such State, without regard to the conflict of laws principles of such State.
Section 11.6. Assignment. Neither this Agreement nor any of the rights, interests or obligations of any Party shall be assigned, in whole or in part, by
operation of law or otherwise by such Party without the prior written consent of the other Parties, and any such assignment that is not consented to shall be
null and void; provided, however, that after the Closing Seller may assign all or any portion of its rights or interests hereunder to any Affiliate without such
consent. Subject to the preceding sentence, this Agreement will be binding upon, inure to the benefit of, and be enforceable by, the Parties and their
respective successors and assigns.
Section 11.7. Enforcement. The Parties agree that irreparable damage would occur in the event that any of the provisions of this Agreement were not
performed in accordance with their specific terms or were otherwise breached. It is accordingly agreed that the Parties shall be entitled to an injunction or
injunctions to prevent breaches of this Agreement and to enforce specifically the terms and provisions of this Agreement in any court of the United States or
any state court which in either case is located in the City of New York (any such federal or state court, a “New York Court”). In addition, except as otherwise
provided in this Agreement, each of the Parties (a) consents to submit itself to the personal jurisdiction of any New York Court in the event any dispute arises
out of this Agreement or any of the transactions contemplated by this Agreement and (b) agrees that it will not attempt to deny or defeat such personal
jurisdiction or venue by motion or other request for leave from any such New York Court.
Section 11.8. No Strict Construction Against the Drafter. The Parties have participated jointly in the negotiation and drafting of this Agreement. In the
event any ambiguity or question of intent or interpretation arises, this Agreement shall be construed as if drafted jointly by all Parties, and no presumption or
burden of proof shall arise favoring or disfavoring any Party by virtue of the authorship of any provision of this Agreement.
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Section 11.9. Severability. Whenever possible, each provision or portion of any provision of this Agreement will be interpreted in such manner as to be
effective and valid under applicable Law, but if any provision or portion of any provision of this Agreement is held to be invalid, illegal or unenforceable in
any respect under any applicable Law or rule in any jurisdiction, such invalidity, illegality or unenforceability will not affect any other provision or portion
of any provision in such jurisdiction, and this Agreement will be reformed, construed and enforced in such jurisdiction as if such invalid, illegal or
unenforceable provision or portion of any provision had never been contained herein.
Section 11.10. Amendment; Modification and Waiver. This Agreement may be amended, superseded, cancelled, renewed or extended, and the terms
hereof may be waived, only by a written instrument signed by each of the Parties or, in the case of a waiver, by the Party waiving compliance. No delay on the
part of any Party in exercising any right, power or privilege hereunder shall operate as a waiver thereof, nor shall any waiver on the part of any Party of any
right, power or privilege, nor any single or partial exercise of any such right, power or privilege, preclude any further exercise thereof or the exercise of any
other such right, power or privilege.
Section 11.11. Counterparts. This Agreement may be executed in one or more counterparts, all of which shall be considered one and the same
agreement and shall become effective when one or more counterparts have been signed by each of the Parties and delivered to the other Parties.
Section 11.12. Relationship Between the Parties. Each Party shall be precluded from asserting that a condition set forth in Article VI has not been
satisfied by reason of any matter, fact, failure or circumstance reflected in Seller’s Disclosure Letter or Buyer’s Disclosure Letter, as applicable.
Section 11.13. Waiver of Jury Trial.
(a) EACH PARTY ACKNOWLEDGES AND AGREES THAT ANY CONTROVERSY WHICH MAY ARISE UNDER THIS AGREEMENT IS
LIKELY TO INVOLVE COMPLICATED AND DIFFICULT ISSUES, AND THEREFORE IT HEREBY IRREVOCABLY AND UNCONDITIONALLY WAIVES
ANY RIGHT IT MAY HAVE TO A TRIAL BY JURY IN RESPECT OF ANY LITIGATION DIRECTLY OR INDIRECTLY ARISING OUT OF OR RELATING
TO THIS AGREEMENT OR THE TRANSACTIONS CONTEMPLATED BY THIS AGREEMENT.
(b) EACH PARTY CERTIFIES AND ACKNOWLEDGES THAT (i) NO REPRESENTATIVE, AGENT OR ATTORNEY OF ANY OTHER PARTY
HAS REPRESENTED, EXPRESSLY OR OTHERWISE, THAT SUCH OTHER PARTY WOULD NOT, IN THE EVENT OF LITIGATION, SEEK TO ENFORCE
EITHER OF THE FOREGOING WAIVERS, (ii) IT UNDERSTANDS AND HAS CONSIDERED THE IMPLICATIONS OF SUCH WAIVERS, (iii) IT MAKES
SUCH WAIVERS VOLUNTARILY,
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AND (iv) IT HAS BEEN INDUCED TO ENTER INTO ANY OF THE TRANSACTION DOCUMENTS BY, AMONG OTHER THINGS, THE MUTUAL
WAIVERS AND CERTIFICATIONS IN THIS Section 11.13.
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IN WITNESS WHEREOF, Seller, Seller Parent, Buyer and Parent have caused this Agreement to be signed by their respective officers thereunto duly
authorized, all as of the date first written above.
SELLER
CLARENDON INSURANCE GROUP, INC.
By: /s/ Dr. Michael Pickel
Name: Dr. Michael Pickel
Title: Chairman
By: /s/ Roland Vogel
Name: Roland Vogel
Title: Director of the Board
SELLER PARENT
HANNOVER FINANCE, INC.
By: /s/ Roland Vogel
Name: Roland Vogel
Title: Chairman
By: /s/ Patrick P. Fee
Name: Patrick P. Fee
Title: President
BUYER
CLARENDON HOLDINGS, INC.
By: /s/ Karl J. Wall
Name: Karl J. Wall
Title: President
PARENT
ENSTAR GROUP LIMITED
By: /s/ Paul J. O’Shea
Name: Paul J. O’Shea
Title: Director

Exhibit 15.1
August 1, 2012
Enstar Group Limited
3rd Floor, Windsor Place
18 Queen Street
Hamilton HM JX, Bermuda
Hamilton, Bermuda
With respect to registration statements No. 333-149551, 333-148863, 333-148862 and 333-141793 on Form S-8, we acknowledge our awareness of the use
therein of our report dated August 3, 2012 related to our review of interim financial information.
Pursuant to Rule 436 under the Securities Act of 1933 (the Act), such report is not considered part of a registration statement prepared or certified by an
independent registered public accounting firm, or a report prepared or certified by an independent registered public accounting firm within the meaning of
Sections 7 and 11 of the Act.
/s/ KPMG
Hamilton Bermuda

Exhibit 31.1
CERTIFICATION PURSUANT TO
RULE 13a-14(a)/15d-14(a),
AS ADOPTED PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002
I, Dominic F. Silvester, certify that:
1.

I have reviewed this Quarterly Report on Form 10-Q of Enstar Group Limited;

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 have:

5.

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; and

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 that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial
reporting; and

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 the 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 control 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.

Dated: August 1, 2012
/ S/ DOMINIC F. SILVESTER
Dominic F. Silvester
Chief Executive Officer

Exhibit 31.2
CERTIFICATION PURSUANT TO
RULE 13a-14(a)/15d-14(a),
AS ADOPTED PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002
I, Richard J. Harris, certify that:
1.

I have reviewed this Quarterly Report on Form 10-Q of Enstar Group Limited;

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 have:

5.

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; and

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 that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial
reporting; and

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 the 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 control 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.

Dated: August 1, 2012
/ S/ R ICHARD J. HARRIS
Richard J. Harris
Chief Financial Officer

Exhibit 32.1
CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002
In connection with the Quarterly Report of Enstar Group Limited (the “Company”) on Form 10-Q for the quarterly period ended June 30, 2012,
as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, Dominic F. Silvester, certify, pursuant to 18 U.S.C. section 1350,
as adopted pursuant to section 906 of the Sarbanes-Oxley Act of 2002, that to the best of my knowledge:
(1)

The Report fully complies with the 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.

Dated: August 1, 2012
/ S/ DOMINIC F. SILVESTER
Dominic F. Silvester
Chief Executive Officer

Exhibit 32.2
CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002
In connection with the Quarterly Report of Enstar Group Limited (the “Company”) on Form 10-Q for the quarterly period ended June 30, 2012,
as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, Richard J. Harris, certify, pursuant to 18 U.S.C. section 1350, as
adopted pursuant to section 906 of the Sarbanes-Oxley Act of 2002, that to the best of my knowledge:
(1)

The Report fully complies with the 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.

Dated: August 1, 2012
/ S/ R ICHARD J. HARRIS
Richard J. Harris
Chief Financial Officer

