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2009 Loss Development Triangle Cautionary Language

This report is for informational purposes only and is current as of December 31, 2009.
We are under no obligation, and do not expect, to update or revise this report, whether
as a result of new information, future events or otherwise, even when such new data has
been reflected in our filings with the U.S. Securities and Exchange Commission (the
“SEC”) or otherwise. Although the loss payment and loss reporting patterns disclosed in
this report are an important factor in the process used to estimate loss reserve
requirements, they are not the only factors considered in establishing reserves. The
process for establishing reserves is subject to considerable variability and requires the
use of informed estimates and judgments. The information disclosed here represents a
high-level summary of the data we use for our own reserve evaluations. Important
details, such as specific loss development expectations for particular contracts, years or
events, cannot be developed solely by analyzing the information provided in this report.
In addition to analyzing loss development information, management incorporates
additional information into the reserving process, such as pricing and market conditions.
Readers must keep these and other qualifications more fully described in this report in
mind when reviewing this information. This report should be read in conjunction with
periodic reports filed by Arch Capital Group Ltd. (“ACGL”) with the SEC, including

ACGL’s most recent Annual Report on Form 10-K and Quarterly Reports on Form 10-Q.

Cautionary Note Regarding Forward-Looking Statements

The Private Securities Litigation Reform Act of 1995 (“PSLRA”) provides a “safe harbor”
for forward-looking statements. This report or any other written or oral statements made
by or on behalf of us may include forward-looking statements, which reflect our current
views with respect to future events and financial performance. All statements other than
statements of historical fact included in or incorporated by reference in this report are
forward-looking statements. Forward-looking statements, for purposes of the PSLRA or
otherwise, can generally be identified by the use of forward-looking terminology such as
“‘may,” “will,” “expect,” “intend,” “estimate,” “anticipate,” “believe,” or “continue” and
similar statements of a future or forward-looking nature or their negative or variations or
similar terminology.
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Forward-looking statements involve our current assessment of risks and uncertainties.
Actual events and results may differ materially from those expressed or implied in these
statements. Important factors that could cause actual events or results to differ materially
from those indicated in such statements are discussed below, elsewhere in this report
and in our periodic reports filed with the SEC, and include:

our ability to successfully implement our business strategy during “soft” as well
as “hard” markets;

acceptance of our business strategy, security and financial condition by rating
agencies and regulators, as well as by brokers and our insureds and reinsureds;
our ability to maintain or improve our ratings, which may be affected by our ability
to raise additional equity or debt financings, by ratings agencies’ existing or new
policies and practices, as well as other factors described herein;

general economic and market conditions (including inflation, interest rates,
foreign currency exchange rates and prevailing credit terms) and conditions
specific to the reinsurance and insurance markets in which we operate;
competition, including increased competition, on the basis of pricing, capacity,
coverage terms or other factors;

developments in the world’s financial and capital markets and our access to such
markets;

our ability to successfully integrate, establish and maintain operating procedures
(including the implementation of improved computerized systems and programs
to replace and support manual systems) to effectively support our underwriting
initiatives and to develop accurate actuarial data;

the loss of key personnel;

the integration of businesses we have acquired or may acquire into our existing
operations;

accuracy of those estimates and judgments utilized in the preparation of our
financial statements, including those related to revenue recognition, insurance
and other reserves, reinsurance recoverables, investment valuations, intangible
assets, bad debts, income taxes, contingencies and litigation, and any
determination to use the deposit method of accounting, which for a relatively new
insurance and reinsurance company, like our company, are even more difficult to
make than those made in a mature company since relatively limited historical
information has been reported to us;

greater than expected loss ratios on business written by us and adverse
development on claim and/or claim expense liabilities related to business written
by our insurance and reinsurance subsidiaries;

severity and/or frequency of losses;

claims for natural or man-made catastrophic events in our insurance or
reinsurance business could cause large losses and substantial volatility in our
results of operations;

acts of terrorism, political unrest and other hostilities or other unforecasted and
unpredictable events;

losses relating to aviation business and business produced by a certain
managing underwriting agency for which we may be liable to the purchaser of our
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prior reinsurance business or to others in connection with the May 5, 2000 asset
sale described in our periodic reports filed with the SEC;

e availability to us of reinsurance to manage our gross and net exposures and the
cost of such reinsurance;

e the failure of reinsurers, managing general agents, third party administrators or
others to meet their obligations to us;

¢ the timing of loss payments being faster or the receipt of reinsurance
recoverables being slower than anticipated by us;

e our investment performance, including legislative or regulatory developments that
may adversely affect the market value of our investments;

e material differences between actual and expected assessments for guaranty
funds and mandatory pooling arrangements;

e changes in accounting principles or policies or in our application of such
accounting principles or policies;

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

e statutory or regulatory developments, including as to tax policy and matters and
insurance and other regulatory matters such as the adoption of proposed
legislation that would affect Bermuda-headquartered companies and/or
Bermuda-based insurers or reinsurers and/or changes in regulations or tax laws
applicable to us, our subsidiaries, brokers or customers; and

e the other matters set forth under Item 1A “Risk Factors,” ltem 7 “Management’s
Discussion and Analysis of Financial Condition and Results of Operations” and
other sections of the Annual Report on Form 10-K, as well as the other factors
set forth in ACGL’s other documents on file with the SEC, and management’s
response to any of the aforementioned factors.

All subsequent written and oral forward-looking statements attributable to us or persons
acting on our behalf are expressly qualified in their entirety by these cautionary
statements. The foregoing review of important factors should not be construed as
exhaustive and should be read in conjunction with other cautionary statements that are
included herein or elsewhere. We undertake no obligation to publicly update or revise
any forward-looking statement, whether as a result of new information, future events or
otherwise.
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I. INTRODUCTION

This report provides additional information on the loss development characteristics of
Arch Capital Group Ltd. (“ACGL” and, together with its subsidiaries, “Arch,” the
“Company,” “we,” or “us”) as of December 31, 2009. This report provides greater detalil
on Arch’s reserves by showing global loss triangles for paid and reported loss and
allocated loss adjustment expenses (“ALAE”) at annual evaluation dates. The most
recent evaluation is as of December 31, 2009. For insurance lines, the loss triangles are
presented net of reinsurance on an accident year basis. For reinsurance lines, the loss
triangles are net of retrocessions and are presented on an underwriting year basis.

In addition, summary exhibits are provided which further highlight the gross, ceded and
net results by business segment and triangle classes as of December 31, 2009. These
summaries include: written premiums; earned premiums; paid loss and ALAE; reported
loss and ALAE; incurred but not reported loss and ALAE (“IBNR”); unallocated loss
adjustment expenses reserve (“ULAE”); and the ultimate loss and LAE ratios as of
December 31, 2009 on an inception-to-date (“ITD”) basis from January 1, 2002 through
December 31, 2009.

Section Il provides a discussion of the means used to compile the data, as well as
definitions for many of the terms used in this report. A more detailed description of the
business underlying the triangle information is found in Section Ill. Section IV contains a
summary description of management’s loss reserving methodology. Section V provides
a reconciliation of the data presented in this report to our December 31, 2009 financial
statements.

The inherent uncertainty associated with the estimation of loss and LAE reserves
remains a significant balance sheet risk for all property and casualty specialty insurance
and reinsurance companies, including Arch. Management believes the triangles and
corresponding summary exhibits along with the narrative in this report provide additional
insight into the loss development characteristics of Arch’s diversified businesses.

The process of establishing and periodically adjusting loss and LAE reserves is a
complex process containing numerous management judgments related to the
segmentation of data, methodologies utilized and their associated parameters, along
with the weights applied to the various techniques used in the reserving process.
Actuarial determinations of unpaid future losses and LAE are subject to potential errors
of estimation, which could be significant, due to the fact that the ultimate disposition of
claims incurred prior to the date of such estimation, whether reported to Arch or not, is
subject to the outcome of events that have not yet occurred. Likewise, any estimate of
future costs associated with claims settlement is subject to the inherent limitation on the
ability to predict the course of future events. Consequently, it should be expected that
the actual emergence of the ultimate loss and LAE will vary, perhaps considerably, from
any prior estimate. Readers should also review additional reserve disclosures and
company risk factors that are provided in the Company’s most recent Annual Report on
Form 10-K and other periodic reports filed with the SEC.
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Readers of this report are strongly advised against projecting ultimate losses and LAE
for Arch directly from the loss development triangles in this report, as these calculations
rarely take into account fully the true underlying nature of the liabilities. The triangle
classes contained in this report are the compilation of many discrete reserving groups
within Arch that represent different geographies, pricing environments, legislative
climates and policy forms.

Depending upon which actuarial reserving method is utilized, the presence or absence
of large catastrophe losses and how they are treated may also have a significant impact
on the estimated ultimate loss and LAE. In addition, changes to the premium volume,
mix of business and the underlying exposures within a class may have significant effects
on the resulting ultimate loss estimates and overall reserve levels. Without incorporating
this critical information, the results derived from a mechanical extrapolation of the loss
development triangles in this report have the potential of being materially misleading.

The triangles and summary exhibits are provided for both the insurance and reinsurance
segments of the Company. The losses in the triangles represent the Company’s
December 31, 2009 net reported losses, and the losses in the ITD exhibits represent the
Company’s December 31, 2009 gross, ceded and net loss and LAE reserves. These
exhibits represent the reserves in their entirety, with the exception of adjustments for
changes in foreign currency and excluded business as shown in Section V of this report.
Section V contains a reconciliation to select data from the Company’s financial
statements prepared in accordance with generally accepted accounting principles in the
United States (“GAAP”).

As discussed more fully in Section Il, the losses reflected in these exhibits and triangles
are adjusted for foreign exchange movements. As a result of these adjustments, which
we would expect to continue, future versions of this information will not tie directly to the
data included in this report.
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Il. DATA COMPILATION AND DEFINITIONS

Numerous data elements were incorporated to prepare this report. For insurance lines,
the loss triangles are presented on an accident year basis. The summary exhibits for
insurance display gross, ceded and net losses on an accident year basis. For
reinsurance lines, the loss triangles are presented on an underwriting year basis, net of
retrocessions. The summary exhibits for reinsurance display gross, ceded and net
losses on an underwriting year basis.

Data Presented

The data presented in the triangles and summary exhibits is as follows:

e Triangles
o Paidloss and ALAE
o Reported loss and ALAE

e Summary Exhibits
o Gross premium, paid, reported and ultimate loss and LAE
o Ceded premium, paid, reported and ultimate loss and LAE
o Net premium, paid, reported and ultimate loss and LAE

Basis of Presentation

Information presented herein may differ materially from that reported in Arch’s financial
statements prepared in accordance with GAAP due to a number of factors, including
differences in foreign currency exchange rates, exclusion of commuted contracts within
the reinsurance group, the impact of premium adjustments and other data adjustments,
and other excluded business as shown in Section V.

All amounts are presented in thousands of U.S. dollars ("USD") and reflect the
conversion from the original currency of the underlying business if not denominated in
USD. The primary foreign currencies in which we operate are the Euro ("EUR") and the
British Pound Sterling ("GBP"). Foreign currency denominated losses and premiums are
converted based on exchange rates at the dates of the transactions to the currency of
the legal underwriting entity. Arch's reporting currency is USD. Fluctuations in currency
exchange rates can cause material shifts in loss development. To eliminate distortions
caused by such fluctuations, data in the exhibits has been restated using the year-end
2009 rate of exchange of EUR to 1.435 USD and GBP to 1.615 USD.

Some (re)insurance contracts contain provisions resulting in a variation of the premium
or acquisition expenses as a result of loss experience under the contract. Within the
analysis, estimated reinstatement premiums are included in the premium totals.

Ceded reinsurance transactions with affiliates of the Company have not been reflected in
the triangles, other than reinsurance purchased as part of an overall treaty placement.
The summary exhibits also include ceded reinsurance (third party) and net schedules.
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Global Triangles Classes

Triangles and summary exhibits are provided in ten general classes, four for the
insurance segment and six for the reinsurance segment. The classes are based on the
loss development characteristics for the lines of business represented by the exposures
in a given triangle class. The ten triangle classes included in this report are listed below.

Insurance Segment Classes

Property, Energy, Marine and Aviation
Third Party Occurrence Business
Third Party Claims-Made Business

All Other

Reinsurance Segment Classes
e Casualty
Property Catastrophe
Property Excluding Property Catastrophe
Marine/Aviation/Space
Other Specialty
Other Reinsurance

Further detail of the types of business contained in each triangle class is provided in
Section Il of this report. Section V includes a mapping of the lines of business within the
Company’s segments to the associated triangle classes.

Large Losses and Other Adjustments

The triangles are unadjusted with respect to large losses and catastrophic losses,
including losses related to the 2004, 2005 and 2008 hurricanes. Losses from specified
significant hurricanes in our Property and All Other segments (for insurance) and
Property Catastrophe, Marine/Aviation/Space and Other Property segments (for
reinsurance) are shown on pages 39 and 54. The insurance triangles are net of any
external reinsurance recoveries. The reinsurance triangles are net of any retrocession
recoveries and exclude losses from commuted contracts. The premium data is shown on
a gross, ceded and net basis and includes any reinstatement premiums associated with
the loss events and excludes premiums for commuted contracts within the reinsurance

group.
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Mix of Business

ACGL was formed in September 2000 and launched its underwriting initiative in October
2001. Arch commenced the substantial portion of its writings in 2002. Since that time,
significant shifts in mix of business have occurred as types of business have been added
or dropped, or have grown or shrunk. Typical actuarial methodologies assume
homogeneity of business within the triangles and, as a result, simple actuarial
projections derived from these triangles may lead to materially misleading conclusions.

Business Not Included

For the Company as a whole, the exhibits contain approximately 92.0% of the loss and
ALAE reserves carried by the Company as of December 31, 2009.

The following data is not included within the loss development triangles and ITD exhibits:
Surety insurance data, Bermuda insurance data, certain insurance business written in
the United Kingdom, certain Denmark reinsurance data, and miscellaneous other
adjustments. No other business has been excluded from the analysis.

For reinsurance, approximately 12% of net earned premiums is excluded due to
commutations, but it is not evenly spread across segments. For Other Reinsurance, the
commuted percentage is 46%; for Other Specialty, the commuted percentage is 41%;
and for Property Catastrophe, the commuted percentage is 22%. The other reinsurance
segments have a minimal amount of commuted business.

Discounting

The losses in the triangles do not include a provision to reflect the time value of money.
Definitions

Several key definitions are highlighted below:

Accident Year means the year in which the event occurred that triggered a claim
to Arch. All years referred to are years ended December 31st.

Additional Case Reserves are amounts that are held in addition to Case
Reserves that result from Arch’s claims professionals determining that the
established Case Reserves (which are often established by cedents or third
parties) are expected to be insufficient to meet the expected future settlement
amounts.

ALAE means allocated loss adjustment expense, which is an estimate of the
associated external expenses to be incurred in settling a claim. ALAE includes
the costs of third party loss assessors or legal experts.
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Case Reserves are amounts set aside for Loss and ALAE in relation to claims
that have been made but not yet been paid and represent an assessment of the
remaining amount to be paid in respect of each notified claim.

Ceded Claims are those amounts Arch received or expects to receive from third
party reinsurers to whom Arch has ceded premiums.

Ceded Premiums are those premiums paid by Arch to third party reinsurers or
retrocessionaires.

Claims-Made coverage is a form of insurance contract under which only claims
reported to the insurer during the contract period are covered.

Diagonals in the triangle from bottom left to top right represent evaluation dates.
For example, the last diagonal in our published triangles shows the position of
each Accident Year or Underwriting Year as at December 31, 2009.

Earned Premium is the amount of total premiums written over a period that have
been earned based on the ratio of the time passed on the policies to their
effective life.

Gross Premiums and Gross Losses are shown before the impact of any third
party external reinsurance or retrocession that Arch purchases.

IBNR, or IBNR Loss and ALAE, means incurred but not reported reserve. It
includes a reserve amount held to cover expected future settlements in relation
to all claims that have occurred but have not yet been reported to Arch as well as
a reserve amount to cover expected development (upward or downward) in
existing Case Reserves and Additional Case Reserves. Arch’s process for
establishing IBNR is discussed further in Section IV of this document.

LAE means loss adjustment expense, which is expense incurred in settling a
claim. LAE includes the costs of third party loss assessors or legal experts and
the cost of internal resources necessary to settle a claim. LAE is the sum of
ALAE and ULAE.

Maturity (Age) is measured in months from the start of the Accident Year or
Underwriting Year.

Net means the retained portion of premiums written or losses paid and incurred.
Net Premium equals Gross Premium less Ceded Premium and Net Losses equal
Gross Losses less Ceded Losses.

Paid Losses are claim amounts paid to insureds or to ceding companies.

10



(2
~¢Arch
Capital Group Ltd.’
2009 Global Loss Triangles

Report Year refers to the year in which a claim is reported to Arch. All years
referred to are years ending December 31st.

Reported Loss and ALAE is the sum of Paid Losses and ALAE, plus Case
Reserves and any Additional Case Reserves.

Triangle is a cross tabulation of data usually showing financial quantities in
respect of periods of exposure (e.g., Accident or Underwriting Years), each
evaluated at regular intervals (maturities).

ULAE stands for unallocated loss adjustment expenses and represents the
internal expenses required to settle claims.

Ultimate Loss and LAE is the total of all expected settlement amounts, whether
paid or reserved, together with any associated settlement expenses and is the
estimated total amount of loss at the measurement date. For the purposes of this
report, Ultimate Loss and LAE is calculated by adding: Reported Loss and
ALAE, IBNR Loss and ALAE, and Ultimate ULAE.

Ultimate ULAE is the total of all expected ULAE, whether paid or reserved, and
represents the estimated total amount of internal expenses required to settle
claims at the measurement date.

Underwriting Year is the year in which an insurance policy or reinsurance treaty
incepts. All years referred to are years ending December 31st.

11
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lll. CLASSIFICATION DETAILS

Our insurance group focuses on the areas described below.
Property, Energy, Marine and Aviation

This category includes:

Property, Energy, Marine and Aviation. Our insurance group’s property unit
provides primary and excess general property insurance coverages, including
catastrophe-exposed property coverage, for commercial clients and onshore and
offshore property insurance coverages for commercial clients primarily in the
energy industry. The property unit also provides contractors all risk and erection
all risk, aerospace (consisting of aviation and satellite risks) and stand-alone
terrorism insurance coverage for commercial clients. Ocean marine coverage
was provided prior to 2007.

Of the data included in this category, on an ITD basis through December 31, 2009, the
distribution of business by net earned premium and by financial reporting line is 100%
Property, Energy, Marine and Aviation.

On an ITD basis through December 31, 2009, for U.S. and Canadian business, which
represents 67% of this category, the distribution by net earned premium and by U.S.
annual statement line of business is: 36% Fire, 25% Aircraft, 15% Allied Lines, 12%
Ocean Marine, and 12% other lines.

The lines of business in this category are considered “short-tail” business.
Third Party Occurrence Business
This category includes:

Casualty. Our insurance group’s casualty unit writes primary and excess casualty
insurance coverages, including railroad and middle market energy business.

Construction. Our insurance group’s construction unit provides primary and
excess casualty coverages to middle and large accounts in the construction
industry. The construction unit also provides coverage for environmental and
design professionals, including policies for architectural and engineering firms
and construction projects, pollution legal liability coverage for fixed sites, and
alternative markets business, including captive insurance programs.

National Accounts Casualty. Our insurance group’s national accounts casualty
unit provides a wide range of products for middle and large accounts and
specializes in loss sensitive primary casualty insurance programs, including large
deductible, self-insured retention and retrospectively rated programs.

12
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Excess Workers’ Compensation. Our insurance group’s excess workers’
compensation unit provides excess workers’ compensation and employers’
liability insurance coverages for qualified self-insured groups, associations and
trusts in a wide range of businesses.

Of the data included in this category, on an ITD basis through December 31, 2009, the
distribution of business by net earned premium and by financial reporting line is: 50%
Casualty, 41% Construction, 6% National Accounts Casualty and 3% Excess Workers'
Compensation.

On an ITD basis through December 31, 2009, for U.S. and Canadian business, which
represents 100% of this category, the distribution by net earned premium and by U.S.
annual statement line of business is: 47% Other Liability — Occurrence, 23% Workers’
Compensation, 10% Product Liability — Occurrence, 8% Other Liability — Claims-Made,
7% Commercial Auto — Other Liability, and 5% other lines.

The lines of business in this category are considered “long-tail” business.
Third Party Claims-Made Business
This category includes:

Executive Assurance. Our insurance group’s executive assurance unit focuses
on directors’ and officers’ liability insurance coverages for corporate, private
equity and financial institution clients of all sizes. This unit also writes financial
institution and pension trust errors and omissions coverages, employment
practices liability insurance, pension trust errors and omissions/fiduciary liability
insurance and fidelity bonds.

Healthcare. Our insurance group’s healthcare unit provides medical professional
and general liability insurance coverages for the healthcare industry, including
excess professional liability programs for large, integrated hospital systems,
outpatient facilities, clinics and long-term care facilities.

Professional Liability. Our insurance group’s professional liability unit has the
following principal areas of focus: (i) large law firms and accounting firms and
professional programs; and (ii) miscellaneous professional liability, including
coverages for consultants, network security, securities broker-dealers,
wholesalers, captive agents and managing general agents.

Of the data included in this category, on an ITD basis through December 31, 2009, the
distribution of business by net earned premium and by financial reporting line is: 46%
Professional Liability, 35% Executive Assurance and 19% Healthcare.

13
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On an ITD basis through December 31, 2009, for U.S. and Canadian business, which
represents 95% of this category, the distribution by net earned premium and by U.S.
annual statement line of business is: 82% Other Liability — Claims-Made and 18%
Medical Malpractice — Claims-Made business.

The lines of business in this category are considered “medium-tail” business.
All Other
This category includes:

Programs. Our insurance group’s programs unit targets program managers with
unique expertise and niche products offering general liability, commercial
automobile, inland marine and non-catastrophe-exposed property business. This
unit offers primarily package policies, underwriting workers’ compensation and
umbrella liability business in support of desirable package programs.

Travel and Accident. Our insurance group’s travel and accident unit provides
specialty travel and accident and related insurance products for individual and
group travelers, as well as travel agents and suppliers.

Lenders. Our insurance group also includes the lenders unit which provides
lenders products including collateral protection insurance coverages for financial
institutions and specialty insurance coverage for automotive dealers.

Of the data included in this category, on an ITD basis through December 31, 2009, the
distribution of business by net earned premium and by financial reporting line is: 77%
Programs, 14% Lenders, and 9% Travel and Accident.

On an ITD basis through December 31, 2009, for U.S. and Canadian business, which
represents 98% of this category, the distribution by net earned premium and by U.S.
annual statement line of business is: 20% Other Liability — Occurrence, 17%
Commercial Auto — Other Liability, 15% Inland Marine, 12% Commercial Multi-Peril —
Liability, 10% Credit, and 26% other lines.

The lines of business in this category contain a mixture of business considered “short-
tail,” “medium-tail,” and “long-tail.” The distribution by net earned premium is 37% short-
tail, 22% medium-tail, and 41% long-tail business.
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Our reinsurance group focuses on the areas described below.
Casualty

Our reinsurance group reinsures third party liability exposures from ceding company
clients on a quota share and excess of loss basis. The exposures that it reinsures
include professional liability (including, among others, directors’ and officers’ liability,
errors and omissions, and medical malpractice) and other liability (including, among
others, excess and umbrella liability, motor third party liability, and workers’
compensation). On an ITD basis through December 31, 2009, professional liability has
comprised slightly less than half of the premium, but has shrunk in recent years so that
the professional liability premium for the 2007 — 2009 Underwriting Years comprises
slightly less than one-third of the total premium.

The underlying business is written on either a claims-made or occurrence basis. On an
ITD basis through December 31, 2009, about 75% of the premium comes from quota
shares. However, a significant part of the quota share business is proportional shares of
excess business (such as umbrella quota shares), so that only about half the business is
made up of first-dollar quota shares. On an ITD basis through December 31, 2009,
geographical origin of exposure is approximately 75% U.S.

This is considered “long-tail” business.

Casualty clash business is included in the “Other Reinsurance” segment and workers’
compensation catastrophe business is included in the “Other Specialty” segment.

Property Catastrophe

Our reinsurance group reinsures catastrophic perils for our clients on a treaty basis.
These treaties provide protection for most catastrophic losses that are covered in the
underlying policies written by our reinsureds. The primary perils in our reinsurance
group’s portfolio include hurricane, earthquake, flood, tornado, hail and fire. Property
catastrophe reinsurance provides coverage on an occurrence or aggregate excess of
loss basis when losses and LAE from a single or multiple occurrences of a covered peril
exceed the retention specified in the contract. This segment also includes retrocession
business where the reinsured is a reinsurance company on a quota share or excess of
loss basis.

This is considered “short-tail” business.
Property Excluding Property Catastrophe
Property per risk and pro rata reinsurance treaties written by our treaty reinsurance

group on a risks attaching and losses occurring basis cover claims from individual
insurance policies issued by reinsureds. Treaties include both personal lines and

15
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commercial lines exposures (principally covering buildings, structures, equipment,
contents, and time element). The primary perils in this business include fire, explosion,
collapse, riot, vandalism, wind, tornado, flood and earthquake. Through our property
facultative reinsurance group, we also write reinsurance on a facultative basis. Our
property facultative reinsurance group focuses on commercial property risks on an
excess of loss basis.

On an ITD basis through December 31, 2009, less than 20% of the premium has been
written on a per-risk basis, with the remainder being on a quota share basis.

This is considered “short-tail” business.
Marine/Aviation/Space

Our reinsurance group writes marine business, which includes coverages for hull, cargo,
transit, offshore oil and gas operations, and liability for protection and indemnity. Treaties
can be written for individual coverages or on a whole account basis. The mix of business
has changed over time where the older years included a large proportion of marine
liability business and the more recent years covered largely offshore energy exposure on
a quota share basis.

The aviation business includes coverages for airline and general aviation risks. On an
ITD basis through December 31, 2009, about 90% is quota share business. Over time,
the mix of business has generally shifted away from airline business and more towards
general aviation.

Business written may also include space business, which includes coverages for satellite
assembly, launch, and operation for commercial space programs.

Through 2006, aviation business made up approximately 50% to 60% of this segment,
but in Underwriting Years 2007 — 2009 combined, it has fallen to about a quarter of the
premium. Space business has been a very small part of the total.

This is considered “medium-tail” business.
Other Specialty
Our reinsurance group writes other specialty lines, including:

e surety — mostly U.S. business written on an excess-of-loss basis (on an ITD
basis through December 31, 2009, about 11% of the overall Other Specialty
premium),

e accident and health catastrophe — written on an excess of loss basis (about 8%
of the premium on an ITD basis through December 31, 2009, but no premium
written since 2004),

16
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e personal accident and workers’ compensation catastrophe — almost all workers’
compensation exposure arises from losses that require more than one employee
being injured in a workplace accident (about 30% of the premium on an ITD
basis through December 31, 2009, but has risen to over 40% in recent years),

e trade credit and political risk — written on a quota share and excess of loss basis
(about 22% of the premium on an ITD basis through December 31, 2009),

e terrorism — mostly written on an excess of loss basis (about 14% of the premium
on an ITD basis through December 31, 2009),

e crop/hail (about 4% of the premium on an ITD basis through December 31,
2009), and

e the balance of the premium comes from a variety of other disparate lines of
business.

This is considered “short-tail” business, except for the workers’ compensation
catastrophe business, which is considered “long-tail.”

Other Reinsurance

Our reinsurance group also writes casualty clash business and, in limited instances,
writes nontraditional business which is intended to provide insurers with risk
management solutions that complement traditional reinsurance. Through 2005, the
majority of the premium in this segment consisted of nontraditional business, where the
principal exposures were property catastrophe. Since 2006, 100% of the premium has
been casualty clash business.

This category contains a mixture of “short-tail” and “long-tail” business.

IV. OVERVIEW OF RESERVING METHODOLOGY

Our success is dependent upon our ability to assess accurately the risks associated with
the businesses that we insure and reinsure. We establish reserves for losses and LAE
which represent estimates involving actuarial and statistical projections, at a given point
in time, of our expectations of the ultimate settlement and administration costs of losses
incurred. We utilize actuarial models as well as available historical insurance industry
loss ratio experience and loss development patterns to assist in the establishment of
loss reserves. Actual losses and LAE paid will deviate, perhaps substantially, from the
reserve estimates reflected in our financial statements.

If our loss reserves are determined to be inadequate, we will be required to increase loss
reserves at the time of such determination with a corresponding reduction in our net
income in the period in which the deficiency becomes known. It is possible that claims in
respect of events that have occurred could exceed our claim reserves and have a
material adverse effect on our results of operations, in a particular period, or our financial
condition in general. As a compounding factor, although most insurance contracts have
policy limits, the nature of property and casualty insurance and reinsurance is such that
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losses can exceed policy limits for a variety of reasons and could significantly exceed
the premiums received on the underlying policies, thereby further adversely affecting our
financial condition.

As of December 31, 2009, our reserves for unpaid losses and LAE, net of unpaid losses
and LAE recoverable, were approximately $6.21 billion. Such reserves were established
in accordance with applicable insurance laws and GAAP. Loss reserves are inherently
subject to uncertainty. In establishing the reserves for losses and LAE, we have made
various assumptions relating to the pricing of our reinsurance contracts and insurance
policies and have also considered available historical industry experience and current
industry conditions. Any estimates and assumptions made as part of the reserving
process could prove to be inaccurate due to several factors, including the fact that
relatively limited historical information has been reported to us through December 31,
2009.

Reserve estimates are derived after extensive consultation with individual underwriters,
actuarial analysis of the loss reserve development and comparison with industry
benchmarks. Our reserves are established and reviewed by experienced internal
actuaries. Generally, reserves are established without regard to whether we may
subsequently contest the claim. We do not currently discount our loss reserves except
for a portion of excess workers’ compensation and employers’ liability loss reserves
where the inherent discount in the case reserves and IBNR is reflected in the carried
IBNR.

Loss reserves represent estimates of what the insurer or reinsurer ultimately expects to
pay on claims at a given time, based on facts and circumstances then known, and it is
probable that the ultimate liability may exceed or be less than such estimates. Even
actuarially sound methods can lead to subsequent adjustments to reserves that are both
significant and irregular due to the nature of the risks written. Loss reserves are
inherently subject to uncertainty. In establishing the reserves for losses and LAE, we
have made various assumptions relating to the pricing of our reinsurance contracts and
insurance policies and have also considered available historical industry experience and
current industry conditions. The timing and amounts of actual claim payments related to
recorded reserves vary based on many factors including large individual losses, changes
in the legal environment, as well as general market conditions. The ultimate amount of
the claim payments could differ materially from our estimated amounts. Time lags in the
reporting of losses can also introduce further ambiguity to the process of estimating loss
and loss expense reserves.

The inherent uncertainty of estimating Arch’s loss and loss expense reserves for its
reinsurance business segment increases principally due to:

e the lag in time between the time claims are reported to the ceding
company and the time they are reported through one or more reinsurance
broker intermediaries to Arch;

¢ the differing reserving practices among ceding companies;
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e the diversity of loss development patterns among different types of
reinsurance contracts; and
e Arch’s need to rely on its ceding companies for loss information.

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

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

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

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

e changes in the judicial and/or arbitration environment regarding the
interpretation of policy and contract provisions relating to the
determination of coverage and/or the amount of damages awarded for
certain types of claims;

e changes in the social environment regarding the general attitude of juries
in the determination of liability and damages or in claimants’ attitudes with
respect to settlements;

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

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

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

Arch’s estimates of reserves for losses and loss expenses can also change over time
because of changes in internal company operations. Potential changing internal factors
include:
e changes in claims handling procedures;
e growth in new lines of business where exposure and loss development patterns
are not well established;
changes in contract provisions such as deductibles or policy limits; and
e changes in the quality of risk selection or pricing in the underwriting process.

Due to the inherent complexity of the assumptions used in establishing Arch’s loss and
loss expense reserve estimates, final claim settlements made by Arch may vary
significantly from the present estimates, particularly when those settlements may not
occur until well into the future.

Following is a discussion of the Company’s reserving methodology for its insurance and
reinsurance segments. Additional explanation of the Company’s reserving methodology
can be found in the Company’s most recent Annual Report on Form 10-K and other
periodic reports filed with the SEC.
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Insurance Segment

The initial reserving method for our insurance operations to date has been, to a large
extent, the expected loss method, which is commonly applied when limited loss
experience exists. Our insurance operations employ a number of different reserving
methods depending on the line of business, the availability of historical loss experience
and the stability of that loss experience. Over time, such techniques have been given
more weight in the reserving process due to the continuing maturation of their loss
reserves and the increased availability and credibility of the historical experience. Any
estimates and assumptions made as part of the reserving process could prove to be
inaccurate due to several factors, including the fact that relatively limited historical
information has been reported to our insurance operations through December 31, 2009
in some lines of business. See below for a discussion of the key assumptions in our
insurance operations’ reserving process.

Although loss reserves are initially determined based on underwriting and pricing
analysis, our insurance operations apply several generally accepted actuarial methods,
as discussed below, on a quarterly basis to evaluate their loss reserves. As noted below,
beginning in 2005, our insurance operations began to give a relatively small amount of
weight to their own experience following reviews of open claims on lines of business
written on a claims-made basis for which they developed a reasonable level of credible
data. Each quarter, as part of the reserving process, actuaries at our insurance
operations reaffirm that the assumptions used in the reserving process continue to form
a sound basis for the projection of liabilities. If actual loss activity differs substantially
from expectations based on historical information, an adjustment to loss reserves may
be supported. Estimated loss reserves for more mature accident years are now based
more on historical loss activity and patterns than on the initial assumptions based on
pricing indications. More recent accident years rely more heavily on internal pricing
assumptions. Our insurance operations place more or less reliance on a particular
actuarial method based on the facts and circumstances at the time the estimates of loss
reserves are made. These methods generally fall into one of the following categories or
are hybrids of one or more of the following categories:

e Expected loss methods — these methods are based on the assumption that
ultimate losses vary proportionately with premiums. Expected loss and LAE
ratios are typically developed based upon the information derived by underwriters
and actuaries during the initial pricing of the business, supplemented by industry
data available from organizations, such as statistical bureaus and consulting
firms, where appropriate. These ratios consider, among other things, rate
increases and changes in terms and conditions that have been observed in the
market. Expected loss methods are useful for estimating ultimate losses and LAE
in the early years of long-tailed lines of business, when little or no paid or
incurred loss information is available, and is commonly applied when limited loss
experience exists for a company.
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Historical incurred loss development methods — these methods assume that the
ratio of losses in one period to losses in an earlier period will remain constant in
the future. These methods use incurred losses (i.e., the sum of cumulative
historical loss payments plus outstanding case reserves) over discrete periods of
time to estimate future losses. Historical incurred loss development methods may
be preferable to historical paid loss development methods because they explicitly
take into account open cases and the claims adjusters’ evaluations of the cost to
settle all known claims. However, historical incurred loss development methods
necessarily assume that case reserving practices are consistently applied over
time. Therefore, when there have been significant changes in how case reserves
are established, using incurred loss data to project ultimate losses may be less
reliable than other methods.

Historical paid loss development methods — these methods, like historical
incurred loss development methods, assume that the ratio of losses in one period
to losses in an earlier period will remain constant. These methods use historical
loss payments over discrete periods of time to estimate future losses and
necessarily assume that factors that have affected paid losses in the past, such
as inflation or the effects of litigation, will remain constant in the future. Because
historical paid loss development methods do not use incurred losses to estimate
ultimate losses, they may be more reliable than the other methods that use
incurred losses in situations where there are significant changes in how incurred
losses are established by a company’s claims adjusters. However, historical paid
loss development methods are more leveraged (meaning that small changes in
payments have a larger impact on estimates of ultimate losses) than actuarial
methods that use incurred losses because cumulative loss payments take much
longer to equal the expected ultimate losses than cumulative incurred amounts.
In addition, and for similar reasons, historical paid loss development methods are
often slow to react to situations when new or different factors arise than those
that have affected paid losses in the past.

Adjusted historical paid and incurred loss development methods — these methods
take traditional historical paid and incurred loss development methods and adjust
them for the estimated impact of changes from the past in factors such as
inflation, the speed of claim payments or the adequacy of case reserves.
Adjusted historical paid and incurred loss development methods are often more
reliable methods of predicting ultimate losses in periods of significant change,
provided the actuaries can develop methods to reasonably quantify the impact of
changes. As such, these methods utilize more judgment than historical paid and
incurred loss development methods.

Bornhuetter-Ferguson (“B-F”) paid and incurred loss methods — these methods
utilize actual paid and incurred losses and expected patterns of paid and incurred
losses, taking the initial expected ultimate losses into account to determine an
estimate of expected ultimate losses. The B-F paid and incurred loss methods
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are useful when there are few reported claims and a relatively less stable pattern
of reported losses.

e Additional analyses — other methodologies are often used in the reserving
process for specific types of claims or events, such as catastrophic or other
specific major events. These include vendor catastrophe models, which are
typically used in the estimation of loss reserves at the early stage of known
catastrophic events before information has been reported to an insurer or
reinsurer, and analyses of specific industry events, such as large lawsuits or
claims.

In the initial reserving process for Property, Energy, Marine and Aviation business, which
are primarily short-tail exposures, our insurance operations rely on a combination of the
reserving methods discussed above. For catastrophe-exposed business, our insurance
operations’ reserving process also includes the usage of catastrophe models for known
events and a heavy reliance on analysis of individual catastrophic events and
management judgment. The development of property losses can be unstable, especially
for policies characterized by high severity, low frequency losses. As time passes, for a
given accident year, additional weight is given to the paid and incurred B-F loss
development methods and historical paid and incurred loss development methods in the
reserving process.

Our insurance operations make a number of key assumptions in their reserving process,
including that historical paid and reported development patterns are stable, catastrophe
models provide useful information about our exposure to catastrophic events that have
occurred and our underwriters’ judgment as to potential loss exposures can be relied on.
The expected loss ratios used in the initial reserving process for our insurance
operations’ property business have varied over time due to changes in pricing,
reinsurance structure, estimates of catastrophe losses, policy changes (such as
attachment points, class and limits) and geographical distribution. As losses in property
lines are reported relatively quickly, expected loss ratios are selected for the current
accident year based upon actual attritional loss ratios for earlier accident years, adjusted
for rate changes, inflation, changes in reinsurance programs and expected attritional
losses based on modeling. Due to the short-tail nature of property business, reported
loss experience emerges quickly and ultimate losses are known in a reasonably short
period of time.

In the initial reserving process for Third Party Occurrence business, primarily consisting
of primary and excess exposures written on an occurrence basis, our insurance
operations primarily rely on the expected loss method. The development of our
insurance operations’ Third Party Occurrence business may be unstable due to its long-
tail nature and the occurrence of high severity events, as a portion of the business is in
high excess layers. As time passes, for a given accident year, additional weight is given
to the paid and incurred B-F loss development methods and historical paid and incurred
loss development methods in the reserving process.
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Our insurance operations make a number of key assumptions in reserving for Third
Party Occurrence business, including that the pricing loss ratio is the best estimate of
the ultimate loss ratio at the time the policy is entered into, that our insurance operations’
loss development patterns, which are based on industry loss development patterns and
adjusted to reflect differences in our insurance operations’ mix of business, are
reasonable and that our insurance operations’ claims personnel and underwriters
analyses of our exposure to major events are assumed to be our best estimate of our
exposure to the known claims on those events. As noted earlier, due to the long claims
reporting and settlement period for this business, additional facts regarding coverages
written in prior accident years, as well as about actual claims and trends may become
known and, as a result, our insurance operations may be required to adjust their
casualty reserves. The expected loss ratios used in the initial reserving process for this
business for recent accident years have varied, in some cases significantly, from earlier
accident years. As the credibility of historical experience for earlier accident years
increases, the experience from these accident years will be given a greater weighting in
the actuarial analysis to determine future accident year expected loss ratios, adjusted for
changes in pricing, loss trends, terms and conditions and reinsurance structure.

In the initial reserving process for Third Party Claims-Made business, primarily
consisting of medium-tail exposures written on a claims-made basis, our insurance
operations primarily rely on the expected loss method. As time passes, for a given
accident year, additional weight is given to the paid and incurred B-F loss development
methods and historical paid and incurred loss development methods in the reserving
process. Beginning in 2005, our insurance operations began to give a relatively small
amount of weight to their own experience following reviews of open claims, in particular
for lines of business written on a claims-made basis for which they developed a
reasonable level of credible data. Over the last few years, our insurance operations have
increased their reliance on reviews of open claims. In general, the expected loss ratios
established for executive assurance, professional liability and healthcare business for
recent accident years vary, in some cases materially, from earlier accident years based
on analysis of pricing, loss cost trends and changes in policy coverage. Since this
business is primarily written on a claims-made basis and is subject to high severity, low
frequency losses, a great deal of uncertainty exists in setting these initial reserves. In
addition, only a limited number of years of historical experience is available for use in
projecting loss experience using standard actuarial methods. As the credibility of
historical experience for earlier accident years increases, the experience from these
accident years will be given a greater weighting in the actuarial analysis to determine
future accident year expected loss ratios, adjusted for the occurrence or lack of large
losses, changes in pricing, loss trends, terms and conditions and reinsurance structure.

In addition to the assumptions and development characteristics noted above, our
insurance operations authorize managing general agents, general agents and other
producers to write program business on their behalf within prescribed underwriting
authorities. This adds additional complexity to the reserving process. To monitor
adherence to the underwriting guidelines given to such parties, our insurance operations
periodically perform claims due diligence reviews. In the initial reserving process for
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program business, consisting of property and liability exposures which are primarily
written on an occurrence basis, our insurance operations primarily rely on the expected
loss method. As time passes, for a given accident year, additional weight is given to the
paid and incurred B-F loss development methods and historical paid and incurred loss
development methods in the reserving process. The expected loss ratios used in the
initial reserving process for our insurance operations’ program business have varied
over time depending on the type of exposures written and changes in pricing, loss
trends, reinsurance structure and changes in the underlying business.

Reinsurance Segment

Loss reserves for our reinsurance operations comprise (1) Case Reserves for claims
reported, (2) Additional Case Reserves and (3) IBNR reserves. Our reinsurance
operations receive reports of claims notices from ceding companies and record Case
Reserves based upon the amount of reserves recommended by the ceding company.
Case Reserves on known events may be supplemented by Additional Case Reserves,
which are often estimated by our reinsurance operations’ claims personnel ahead of
official notification from the ceding company, or when our reinsurance operations’
judgment regarding the size or severity of the known event differs from the ceding
company. In certain instances, our reinsurance operations establish Additional Case
Reserves even when the ceding company does not report any liability on a known event.
In addition, specific claim information reported by ceding companies or obtained through
claim audits can alert our reinsurance operations to emerging trends such as changing
legal interpretations of coverage and liability, claims from unexpected sources or classes
of business, and significant changes in the frequency or severity of individual claims.
Such information is often used in the process of estimating IBNR reserves.

The estimation of loss reserves for our reinsurance operations is subject to the same risk
factors as the estimation of loss reserves for our insurance operations. In addition, the
inherent uncertainties of estimating such reserves are even greater for reinsurers, due
primarily to the following factors: (1) the claim-tail for reinsurers is generally longer
because claims are first reported to the ceding company and then to the reinsurer
through one or more intermediaries, (2) the reliance on premium estimates, where
reports have not been received from the ceding company, in the reserving process, (3)
the potential for writing a number of reinsurance contracts with different ceding
companies with the same exposure to a single loss event, (4) the diversity of loss
development patterns among different types of reinsurance treaties or facultative
contracts, (5) the necessary reliance on the ceding companies for information regarding
reported claims and (6) the differing reserving practices among ceding companies.

As with our insurance operations, the process of estimating loss reserves for our
reinsurance operations involves a considerable degree of judgment by management
and, as of any given date, is inherently uncertain. As discussed above, such uncertainty
is greater for reinsurers compared to insurers. As a result, our reinsurance operations
obtain information from numerous sources to assist in the process. Pricing actuaries
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from our reinsurance operations devote considerable effort to understanding and
analyzing a ceding company’s operations and loss history during the underwriting of the
business, using a combination of ceding company and industry statistics. Such statistics
normally include historical premium and loss data by class of business, individual claim
information for larger claims, distributions of insurance limits provided, loss reporting and
payment patterns, and rate change history. This analysis is used to project expected
loss ratios for each treaty during the upcoming contract period.

As mentioned above, there can be a considerable time lag from the time a claim is
reported to a ceding company to the time it is reported to the reinsurer. The lag can be
several years in some cases and may be attributed to a number of reasons, including
the time it takes to investigate a claim, delays associated with the litigation process, the
deterioration in a claimant’s physical condition many years after an accident occurs, the
case reserving approach of the ceding company, etc. In the reserving process, our
reinsurance operations assume that such lags are predictable, on average, over time
and therefore the lags are contemplated in the loss reporting patterns used in their
actuarial methods. This means that our reinsurance operations must rely on estimates
for a longer period of time than does an insurance company.

The reserving method for our reinsurance operations to date has been, to a large extent,
the expected loss method, which is commonly applied when limited loss experience
exists. Over time, other common reserving methodologies have begun to be employed.
Any estimates and assumptions made as part of the reserving process could prove to be
inaccurate due to several factors, including the fact that relatively limited historical
information has been reported to our reinsurance operations through December 31,
2009 in some lines of business. See below for a discussion of the key assumptions in
our reinsurance operations’ reserving process.

Although loss reserves are initially determined based on underwriting and pricing
analysis, our reinsurance operations apply several generally accepted actuarial
methods, as discussed above, on a quarterly basis to evaluate their loss reserves in
addition to the expected loss method, in particular for loss reserves from more mature
Underwriting Years (the year in which business is underwritten). Each quarter, as part of
the reserving process, actuaries at our reinsurance operations reaffirm that the
assumptions used in the reserving process continue to form a sound basis for projection
of liabilities. If actual loss activity differs substantially from expectations based on
historical information, an adjustment to loss reserves may be supported. Estimated

loss reserves for more mature Underwriting Years are now based more on actual loss
activity and historical patterns than on the initial assumptions based on pricing
indications. More recent underwriting years rely more heavily on internal pricing
assumptions. Our reinsurance operations place more or less reliance on a particular
actuarial method based on the facts and circumstances at the time the estimates of loss
reserves are made.

In the initial reserving process for medium-tail and long-tail lines, consisting of casualty,
other specialty, marine and aviation and other exposures, our reinsurance operations
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primarily rely on the expected loss method. The development of medium-tail and long-
tail business may be unstable, especially if there are high severity major events, with
business written on an excess of loss basis typically having a longer tail than

business written on a pro rata basis. As time passes, for a given underwriting year,
additional weight is given to the paid and incurred B-F loss development methods and
historical paid and incurred loss development methods in the reserving process. Our
reinsurance operations make a number of key assumptions in reserving for medium-tail
and long-tail lines, including that the pricing loss ratio is the best estimate of the ultimate
loss ratio at the time the contract is entered into, historical paid and reported
development patterns are stable and our reinsurance operations’ claims personnel and
underwriters analyses of our exposure to major events are assumed to be our best
estimate of our exposure to the known claims on those events. The expected loss ratios
used in our reinsurance operations’ initial reserving process for medium-tail and long-tail
contracts have varied over time due to changes in pricing, terms and conditions and
reinsurance structure. As the credibility of historical experience for earlier underwriting
years increases, the experience from these underwriting years will be used in the
actuarial analysis to determine future underwriting year expected loss ratios, adjusted for
changes in pricing, loss trends, terms and conditions and reinsurance structure.

The process of estimating loss reserves for our reinsurance operations involves a
considerable degree of judgment by management and, as of any given date, is
inherently uncertain. The inherent uncertainties of estimating such reserves are even
greater for reinsurers than for insurers due to the longer claim-tail for reinsurers, the
reliance on premium estimates in the reserving process, the diversity and instability of
loss development patterns, the necessary reliance on the ceding companies for
information regarding reported claims and the differing reserving practices among ceding
companies.

In the initial reserving process for short-tail lines, consisting of property excluding
property catastrophe and property catastrophe exposures, our reinsurance operations
rely on a combination of the reserving methods discussed above. For known
catastrophic events, our reinsurance operations’ reserving process also includes the
usage of catastrophe models and a heavy reliance on analysis which includes ceding
company inquiries and management judgment. The development of property losses may
be unstable, especially where there is high catastrophic exposure, may be characterized
by high severity, low frequency losses for excess and catastrophe exposed business
and may be highly correlated across contracts. As time passes, for a given underwriting
year, additional weight is given to the paid and incurred B-F loss development methods
and historical paid and incurred loss development methods in the reserving process. Our
reinsurance operations make a number of key assumptions in reserving for short-tail
lines, including that historical paid and reported development patterns are stable,
catastrophe models provide useful information about our exposure to catastrophic
events that have occurred and our underwriters’ judgment and guidance received from
ceding companies as to potential loss exposures may be relied on. The expected loss
ratios used in the initial reserving process for our reinsurance operations’ property
exposures have varied over time due to changes in pricing, reinsurance structure,
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estimates of catastrophe losses, terms and conditions and geographical distribution. As
losses in property lines are reported relatively quickly, expected loss ratios are selected
for the current underwriting year incorporating the experience for earlier underwriting
years, adjusted for rate changes, inflation, changes in reinsurance programs,
expectations about present and future market conditions and expected attritional losses
based on modeling. Due to the short-tail nature of property business, reported loss
experience emerges quickly and ultimate losses are known in a reasonably short period
of time.

V. RECONCILIATIONS

i) Reconciliation of Unpaid Losses

The following table reconciles the reserves for loss and loss expenses as of December
31, 2009 as reported in the Arch consolidated financial statements in accordance with
U.S. GAAP to the reserves for loss and loss expenses published in the triangles (all

amounts in thousands, on a net basis).

Reconciliation of Unpaid Losses and LAE

Consolidated Net Unpaid Losses and ALAE $ 5,604,276
ULAE Reserves $ 114,530
Excluded Business and Other Adjustments:
Surety Insurance $ 81,081
Bermuda Insurance $ 173,305
Certain United Kingdom Insurance $ 244976
Certain Denmark Reinsurance $ 2,674
Other Adjustments (% 6,930)

Net Reserves for Losses and LAE per December 31, 2009
Consolidated Financial Statements $6,213,912
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i) Reconciliation of Triangle Classes to Reported Lines of Business

The following tables reconcile triangle classes in this report to the lines of business
categories which are included in our most recent Annual Report on Form 10-K and
Quarterly Report on Form 10-Q.

Insurance
Segment

Triangle Classes

Property, Third Party
Energy, Third Party Claims-
Reported Lines of Marine and  Occurrence Made
Business Aviation Business Business All Other

Property, Energy,
Marine and Aviation X

Casualty X
Construction X

National Accounts
Casualty X

Other - Excess Workers'
Compensation X

Executive Assurance X

>

Healthcare
Professional Liability X
Programs X

>

Travel and Accident
Other - Lenders X

Reinsurance

Segment
Triangle Classes

Marine/ Other
Reported Lines of Property Other Aviation/ Other Reinsur-
Business Casualty  Catastrophe  Property Space Specialty ance
Casualty X
Property Catastrophe X
Other Property X
Marine/Aviation/Space X
Other Specialty X

Other Reinsurance X
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