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Odyssey Re Holdings Corp. is a leading worldwide
underwriter of reinsurance and specialty
insurance, with total assets of $10.6 billion
and $3.3 billion in shareholders’

equity as of December 31, 2011.

Odyssey Re Holdings Corp., headquartered in
Stamford, Connecticut, operates globally under

the banner OdysseyRe. Supported by $3.0 billion of
statutory policyholders’ surplus, we underwrite

a wide range of property and casualty
reinsurance and insurance products through
our subsidiaries: Odyssey Reinsurance Company,
Odyssey Reinsurance Company Escritério de
Representacao no Brasil Ltda., Hudson Insurance
Company, Hudson Specialty Insurance Company,
Newline Underwriting Management Limited,
OdysseyRe’s managing agent at Lloyd’s, Newline

Asia Services Pte. Ltd., Newline Australia Insurance
Pty Ltd and Newline Insurance Company Limited.

OdysseyRe is rated “A” (Excellent) by A.M. Best
Company and “A-" (Strong) by Standard & Poor’s.

Odyssey Re Holdings Corp. is a wholly-owned
subsidiary of Fairfax Financial Holdings Limited.
Fairfax is a financial services holding company, publicly
traded on the Toronto Stock Exchange, under the
symbol FFH, with total assets of $33.4 billion and

$8.4 billion in shareholders’ equity.



At a Glance

OdysseyRe conducts its business through four operating Divisions: Americas, EuroAsia, London Market

and US Insurance. Each Division is managed by talented underwriters and staffed by skilled pricing actuaries,
auditors, claims professionals and catastrophe modelers, all with the technical resources to assess and
underwrite risk. We offer a broad range of products customized by experts with the capacity to listen,
understand the need and design the appropriate solution for our business partners. Our diverse platform
and strong capitalization provide a stable market to our business partners across all lines of business.

Hudson Insurance Company
Hudson Specialty
Insurance Company

Odyssey Reinsurance Newline Syndicate 1218

Company Newline Insurance Company Limited

Operates from offices in Operates primarily in London, from Headquartered in New York
Stamford, New York City, Miami, both Lloyd’s and the LUC, an office City, with nine other principal
Mexico City, Montreal, Sdo Paulo, in Manchester, with wholly-owned offices throughout the US
Toronto, London, Paris, Stockholm managing agents based in Singapore

and Singapore, with a representative and Melbourne, Australia

office in Tokyo

Product Offering Product Offering Product Offering

Property Treaty International Casualty Healthcare
(Assumed & Retro) Insurance, including: (Hospitals and Physicians)
Casualty Treaty Bankers Blanket Bond / Professional Liability and
Commercial Crime Environmental
Surety & Trade Credit
Professional Liability Management Liability (Public,
Marine & Energy Private and Non-Profit D&O)
Directors & Officers Liability
Aviation & Space Crop
General Liability / Products
Casualty Facultative (US only) Liability / Employers Liability Specialty Property
(DIC California Quake,
Property Facultative Medical Professional Liability Commercial Property,
(Latin America only) Offshore Energy)
Motor Insurance
Agriculture Specialty Commercial Auto

(Latin America only)
General Liability/Package

Personal Umbrella

Surety
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Financial Highlights

Odyssey Re Holdings Corp.

(dollars in millions)

2011 2010 2009
Gross premiums written S 2,420.7 S 2,167.3 S 2,195.0
Net premiums written 2,089.7 1,853.8 1,893.8
Net premiums earned 2,014.7 1,885.7 1,927.4
Net investment income 284.2 327.9 316.3
Net realized investment gains 65.8 170.3 189.1
(Loss) income before income taxes (87.0) 431.4 494.4
Net (loss) income available to common shareholders (67.7) 327.1 376.1
Total assets 10,616.5 11,114.6 10,785.1
Shareholders’ equity, as reported 3,335.4 3,669.0 3,554.9
Shareholders’ equity, pro forma 3,335.4 3,320.5 @ 3,219.3 @
Return on average common equity (2.1%) 9.2% 12.1%
Combined ratio 116.8% 98.6% 96.7%
(@) Excludes Clearwater Insurance Company, which the Company

transferred its ownership interest on January 1, 2011

Gross Premiums Written by Division
(dollars in millions)

2011 2010 2009
Americas S 7927 S 7474 S 7459
EuroAsia 607.4 538.6 559.2
London Market 360.4 339.0 342.9
US Insurance 660.2 542.3 547.0
Total Gross Premiums Written S 2,420.7 S 2,167.3 S 2,195.0

Gross Premiums Total Assets
Written ($ in billions)
(S in billions)
2.4
11.1
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Dear Friends, Business
Partners and Colleagues

tis an honor and a privilege to issue my first Annual Report
letter as CEO of OdysseyRe. They say timing is everything...
what a year to take charge! If | could use a sporting analogy to
characterize our results in 2011, | would say it was a noisy,
action-packed contest that ended in a draw. And why is that...
despite a $735 million net pre-tax cat bill, a combined ratio of
116.8%, (the second worst in our 15-year history) and below-
average investment returns, OdysseyRe finished the year with
slightly more capital than when we started. While we don’t

play the game unless we intend to win, and a draw is not an
attractive outcome, under the circumstances, we will gladly take
it. Fortunately in (re)insurance there are no penalty shootouts

or sudden death overtimes. Seriously though, it is a testament

to the diversity and resiliency of our business model that we
absorbed so much pain and came out the other side with our
dignity and our capital strength fully intact.

So why has this been such a challenging year? When it is all

said and done, 2011 will go down as one of the most active cat
periods on record, with total industry claims from natural peril
events approaching $110 billion. If that weren’t enough, our
industry continues to suffer from an intense and prolonged soft
market that only now is starting to show signs of abating. It’s
difficult enough to make an underwriting profit in today’s pricing
environment in a normal cat year, but throw $110 billion of
largely un(der)modeled cat losses into the punch bowl, and that
makes for an unpleasant cocktail.

Results notwithstanding, OdysseyRe has an enviable portfolio
and position in the market that distinguishes us from our peers.
In the pages that follow, we detail our business activity in

2011 by Division. Let me open, however, by providing a brief
global overview.

For 2011, OdysseyRe produced a modest net loss of $68 million
after tax. Despite this, our GAAP equity rose roughly $15 million
from $3.32 billion at year end 2010 to $3.34 billion at year

end 2011 due to unrealized appreciation in our investments.

OdysseyRe is a globally diversified underwriter of property and
casualty reinsurance and specialty insurance operating through
four divisions: Americas, EuroAsia, London Market and US
Insurance. We conduct our reinsurance business through our
flagship company Odyssey Reinsurance Company, headquartered
in Stamford, Connecticut, where we underwrite a global
reinsurance portfolio of $1.53 billion through a branch and
representative network of 12 offices located around the world.

The other side of the house, our specialty insurance business,
operates through Hudson Insurance Group in the US and
Newline Group internationally. Hudson is headquartered in
New York City and operates through a network of ten offices
throughout the US. Newline is based in London and transacts
its business through a network of four offices. In 2011, the
global premium generated by our insurance operations totaled
just under $900 million.
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OdysseyRe has a diverse mix of business. We write business in
more than 100 countries through 30 business units operating
from offices located in 10 countries around the world. Fifteen

of those business units are focused in the reinsurance sector,
while the remaining fifteen are dedicated to insurance. Having a
diversified portfolio is critical to our strategy. It fosters discipline,
allowing us to take maximum advantage of market opportunities
as they arise with the flexibility to shed underpriced business as
conditions warrant.

Gross written premium for the full year totaled $2.42 billion, an
increase of 12% over the prior year, while net earned premiums
grew 6.9% to $2.01 billion. We saw premium growth across

our network in every Division, with increases mainly focused in
property treaty and in Hudson’s US specialty insurance business.

As highlighted in last year’s Annual Report, we began to selectively
expand our property treaty writings in 2009 and this trend
continued in 2011. Total property premium accounted for 46%

of gross written premium in 2011, compared to 44% in 2010.

While OdysseyRe’s property business continues to expand,

our casualty portfolio, and in particular our US casualty
reinsurance account, reduced further in 2011 as the margins
offered for this business remain under pressure. Casualty writings
represented 36% of the whole portfolio in 2011, down from

39% in 2010. It is worth noting that roughly 70% of our total
casualty writings consist of insurance business underwritten

by Hudson and Newline.

The rest of the portfolio —a mixture of motor, marine, aerospace,
surety, trade credit and accident & health —was broadly stable
and represents 18% of the portfolio overall.

The mix of business between the US and International is split
52% / 48%. However, 61% of the reinsurance portfolio emanates
from business outside the US while 74% of the insurance
portfolio is written in the US.

As mentioned previously, our combined ratio for the full year

ran to 116.8%. Cat losses contributed $735 million (37 combined
ratio points) to the result, significantly more than our pricing
contemplated. Most of the catastrophe losses affecting our results
emanated from Asia Pacific with events in Japan, Thailand and
New Zealand accounting for $561 million of the $735 million total
bill. The concentration of loss in this region masks an otherwise
strong underlying performance across the Company. Over

90% of OdysseyRe’s global net earned premium volume for the
current year produced a solid combined ratio of 92.9%. Prior
period reserves trended favorably for the fourth consecutive

year and lowered our calendar year combined ratio by 2.6 loss
ratio points overall.

It has been a difficult 12 months but we emerge as strong and
committed as ever. Our balance sheet has demonstrated its
resiliency and our capital base remains rock solid. OdysseyRe
enters 2012 with a renewed risk appetite and a willingness to
put our capital to use for the benefit of our clients.

While the financial toll to the (re)insurance industry has been great,
the loss to those directly affected by the series of devastating events
last year has been profound. We at OdysseyRe wish to extend our
heartfelt wishes for the speediest possible recovery for all those
unfortunate enough to have been immediately impacted by the
earthquakes, tsunami and flooding of the past year.

This letter would not be complete without thanking our parent
company, Fairfax Financial Holdings Limited, for its unstinting
commitment and support. Moreover, to all of our 750 employees,
thank you for your hard work and dedication to making this
Company the best it can be. Last, but certainly not least, thanks
to all of our business partners whose loyalty, service and business
makes our success possible.

Brian D. Young
President & Chief Executive Officer

2011 Gross Premiums Written $2.4 billion

Americas 32.7%

London
Market 14.9%

US Insurance 27.3%

EuroAsia 25.1%

Property 46.5%

Insurance 36.9% Casualty 36.1%

Specialty 17.4%

Reinsurance 63.1%
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Americas Division
2011 Gross Premiums Written $792.7 million

US 76.0%

Canada 8.5%

Latin America 15.5% Treaty 91.1%

Casualty Fac 5.2%

Property 50.9%

Facultative 8.9%
Surety 6.5%

Property Fac 3.7%

Casualty 30.3% Marine 3.4%

The Americas Division

The Americas Division, led by Brian Quinn (North America)

and Philippe Mallier (Latin America), underwrites reinsurance
of property, casualty, surety, marine, aviation and agricultural
business. With over 290 employees, we serve our business
partners through a network of seven offices in the US, Canada
and Latin America. We wrote $792.7 million of gross premiums
in 2011, with premiums totaling $669.6 million in North America
and $123.1 million in Latin America.

In North America, we underwrite business from Stamford,
Toronto and Montreal, with casualty facultative operations
based in New York City. Gross premiums written in the US
increased 7.3% over 2010 primarily due to growth in property
treaty business, partially offset by the continued scaling back of
casualty business as a result of unfavorable market conditions.
Our Canadian operation increased its portfolio across most
lines by 18.5% due to growth in new and existing business,
including opportunities emanating from Quebec-based clients
sourced through our recently opened Montreal office.

In Latin America, we underwrite treaty business from our Miami
office with our facultative operations based in Mexico City. In
early 2010, we established a local presence in Brazil by opening
a representative office in S3o Paulo from which we continue to
expand our Brazilian portfolio. Gross premiums were stable in

most
valuable asset is
its stable, experienced
and proven
underwriting team.

Latin America in 2011 despite the re-engineering of our
portfolio from proportional and lower margin business to
non-proportional and higher margin business.

The combined ratio in the Americas for the year was 91.9%,
an improvement of 10.3 points compared to 2010. The
continued shift in business mix from casualty to property
and an increase in favorable prior year loss development
were the principal drivers of this improvement.

The Division’s most valuable asset is its stable, experienced
and proven underwriting team. Our product line expertise,
diverse appetite and multiple geographic platforms provide
the ability to capitalize on underwriting opportunities
throughout the Americas.
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EuroAsia Division
2011 Gross Premiums Written $607.4 million

Accident

& Health 1.0% Property 67.7%

Aerospace 3.0%
Liability 3.4%

Motor 10.9%
Other 2.9%

Marine 5.0%
Surety & Credit 9.0% Middle East

Asia/Pacific Singapore 28.7%
Rim 28.3%
Stockholm 5.6%
9.2%  Europe 59.6% Paris 65.7%

The EuroAsia Division

The EuroAsia Division is headquartered in Paris, led by

Lucien Pietropoli. Our Paris-based underwriting staff is
comprised of three territory-focused treaty underwriting teams
responsible for writing business within western and central
Europe, the Middle East and Africa. We have an office in
Stockholm to service the Nordic, Russian and Baltic markets,
as well as a branch in Singapore, supported by a representative
office in Japan, to underwrite reinsurance business emanating
from the Asia-Pacific region.

We wrote $607.4 million of gross premiums in 2011, an increase
of 12.8% from the previous year. In Europe, where capacity and
pricing remain stable, our Paris and Stockholm offices wrote
$433.4 million in gross premiums, an increase of 5.1% from the
prior year. Premium writings from our Singapore office grew
37.9%, mainly due to expanded property writings in China,
reinstatement premiums and higher property catastrophe rates
in Japan following the Tohoku earthquake. The combined ratio
of 171.1% was driven higher by losses from an unprecedented
string of natural catastrophes in Asia. Catastrophe losses
accounted for 96.4 combined ratio points. Until 2011, the
Division generated a consistent stream of underwriting profits
since its inception. Needless to say, 2011 will go down in
insurance history as being one of the costliest years on record
for insured catastrophe losses.

The portfolio is well spread and geographically diverse; we write
business in 64 countries with France being our largest market,
accounting for 22.8% of business written. Though market
conditions will continue to be challenging, our talented staff,
underwriting discipline, prudent risk management and loyal
business partners may help profitability return in the year ahead.

The portfolio is well
spread and
geographically diverse;
~_we write business
in 64 countries.
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The London Market Division

The London Market Division, led by Carl Overy, operates through | Newline Group and the balance written as reinsurance

three underwriting platforms from our headquarters at the by OdysseyRe. The combined ratio was 97.9%, compared
London Underwriting Centre: Newline Group, comprised of to 87.7% for the prior year, with results reflecting 14.5 points
Newline Syndicate 1218 at Lloyd’s and Newline Insurance of catastrophe losses from the Japan Tohoku earthquake
Company Limited; and OdysseyRe’s UK branch. The Newline and the Thailand flooding.
Syndicate also operates service companies from Singapore and
Melbourne, providing local market knowledge and expertise. Newline Group operates through six business units offering
Newline Insurance Company Limited operates a regional office a range of insurance products to non-US clients located in
in Manchester, England. most regions and territories around the world. Newline’s

key insurance product lines are public and products liability,
The Division underwrote $360.4 million of gross premiums, employers liability, professional liability, D&O, bankers blanket
an increase of 6.3% from 2010. The split of business is the bond/commercial crime, medical malpractice and UK motor.
same as in prior years, with two-thirds written as insurance by All of these products are offered through both the Syndicate at

Lloyd’s and Newline Insurance with the exception of UK motor,
which is only underwritten through Newline Insurance.

OdysseyRe’s London branch underwrites property, casualty,

The London M a rket motor, marine, aerospace and accident & health reinsurance

e o o ° worldwide. The business is predominantly excess of loss
D IVISIO n CO ntl n Ues and has a catastrophe-oriented focus. All of OdysseyRe’s
to prOd uce retrocessional underwriting is centralized in London, where

oy @ ° we are a lead provider of property catastrophe retro coverage.

underwriting profits
[ ]
by ma nagl ng the The London Market Division continues to produce
underwriting profits by managing the business cycle through

bUSine.s.s cycle t.h r.ough underwriting discipline.
underwriting discipline.

London Market Division
2011 Gross Premiums Written $360.4 million

Newline Syndicate Casualty Marine &
at Lloyd’s 53.6% Insurance 63.6% Aerospace 12.0%
Newline Insurance Reinsurance 35.5% Casualty
Company 10.9% Reinsurance 2.2%
OdysseyRe Branch 35.5% Insurance 64.5% Property

Reinsurance 22.2%
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The US Insurance Division

The US Insurance Division is run by Chris Gallagher,

Chief Executive Officer and Chris Suarez, Chief Underwriting
Officer, headquartered in New York City, and operates out of
nine additional offices located throughout the US, with over
250 employees. We offer a wide range of property and casualty
insurance products underwritten by industry or product
specialists on both an individual risk and program basis through
nine specialized business units. These units include: healthcare;
non-medical professional liability; specialty commercial auto;
tribal; general liability/package; financial products; specialty
property; surety and crop.

In 2011, we wrote $660.2 million of gross premiums, an
increase of 21.7% over 2010. This was primarily due to premium
growth across all lines of business, but most notably in our

crop segment. The combined ratio for 2011 was 101.2%
compared to 90.3% for the prior year mainly due to the

severe drought in Texas causing higher than expected claim
activity for the multi-peril crop insurance product.

The Division trades under the name of Hudson Insurance Group
(Hudson) and writes business in two principal companies:
Hudson Insurance Company and Hudson Specialty Insurance
Company. Hudson Insurance is licensed as an admitted carrier
in all states and Hudson Specialty is approved nationwide

as a non-admitted E&S carrier. Over the last several years, we
have broadened our direct underwriting capabilities while

at the same time expanding in the market served by program
administrators. Changing underwriting opportunities has

led to a significant shift in our premium mix, with Hudson
representing 27% of OdysseyRe’s global gross premiums in
2011 compared to 2% in 2001.

our direct underwriting
capabilities

expanding in the
market served by
program administrators.

On a targeted basis, Hudson continues to invest heavily in
technology and new staff to expand our underwriting platforms
in-house in those areas where we see an enhanced opportunity
and significant growth potential. We remain firmly committed
to our prudent expansion efforts.

US Insurance Division
2011 Gross Premiums Written $660.2 million

Hudson Specialty 20.3%

Hudson Insurance 79.7%

Personal

0,
Auto 1.1% Medical

Professional
Liability 13.9%
Specialty Liability 19.6%

Professional

Commercial Auto 10.8% Liability 22.8%

Property & Package 31.8%
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Board of Directors
Odyssey Re Holdings Corp.

V. Prem Watsa

Chairman of the Board

Chairman and Chief Executive Officer,
Fairfax Financial Holdings Limited,

a financial services holding company

Andrew A. Barnard

Vice Chairman of the Board
President and Chief Operating Officer,
Fairfax Insurance Group

James F. Dowd

Vice Chairman of the Board

President and Chief Executive Officer,
Fairfax Inc. (Retired)

Independent Business Consultant and
Corporate Director

Brian D. Young
President and Chief Executive Officer,
Odyssey Re Holdings Corp.

Anthony F. Griffiths @@
Independent Business Consultant

and Corporate Director

Alan D. Horn @

Chairman, Rogers Communications Inc.

Brandon W. Sweitzer 1@
Senior Fellow of the Chamber
of Commerce of the United States

M Compensation Committee
@ Audit Committee

Officers
Odyssey Re Holdings Corp.

Brian D. Young
President and
Chief Executive Officer

Michael G. Wacek
Executive Vice President

Jan Christiansen
Executive Vice President and
Chief Financial Officer

Peter H. Lovell
Senior Vice President,
General Counsel and
Corporate Secretary

Senior Officers
of the Company

Elise M. Ahearn
Bernard Assens

Neil P. Beaton

Robert S. Bennett
Lawrence C. Berger
Lawrence J. Boyle
Thomas C. Bredahl
Mauro Wassilewsky Caetano
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Paul T. Everett

Roy Fenn
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J. Richard F. Micklem
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Lambert Morvan
Carl A. Overy

Kent A. Petersen

Kaz W. Pienkawa
Lucien Pietropoli
Stephen L. Porcelli
Brian D. Quinn
Darryl M. Razzaia
Patricia C. Robinson
André-Francgois Rocque
Andrew W. Rogers
Roger M. Rossiter
Craig D. Rowsell
Jeffrey M. Rubin
James B. Salvesen
Elizabeth A. Sander
Gustavo A. Scheffler
Susan C. Schoenberger
Anthony J. Slowski
Christopher T. Suarez
Emily Tay

Guy Tippett

Tadashi Urata
Stephen J. Van de Graaf
John F. Verbich
Patricia L. Wasoka

J. Ceri Welch

Mark A. Welshons
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Worldwide Offices

Odyssey Re Holdings Corp.

300 First Stamford Place
Stamford, CT 06902
Tel. (203) 977-8000

Odyssey Reinsurance Company

STAMFORD

300 First Stamford Place
Stamford, CT 06902

Tel. (203) 977-8000

LONDON

The London Underwriting Centre
3 Minster Court, Suite 5/4
Mincing Lane

London EC3R 7DD

England

Tel. (44)020-7090-1700

MEXICO CITY
Insurgentes Sur No. 1605
17th Floor, Modulo IlI
Col. San José Insurgentes
Mexico, D.F. 03900

Tel. (52) 55-5662-8660

MIAMI

1200 Brickell Avenue
Suite 1550

Miami, FL 33131

Tel. (305) 722-8401

MONTREAL

1 Place Ville Marie

Suite 2001

Montreal, Quebec H3B 2C4
Canada

Tel. (514) 488-6652

NEW YORK

17 State Street

New York, NY 10004
Tel. (212) 978-2700

PARIS

15, Rue Du 4 Septembre
75002 Paris, France

Tel. (33) 1-49-26-1000

SAO PAULO

Odyssey Reinsurance Company
Escritério de Representagao
no Brasil Ltda.

Av. das Nagdes Unidas

12.399 —¢j. 107-A

04578-000 — Sdo Paulo, SP

Brazil

Tel. (55)(11) 3512-6923

SINGAPORE

1 Finlayson Green
#17-00

Singapore 049246
Tel. (65) 6438-3806

STOCKHOLM
Norrlandsgatan 16
P.O. Box 1709

SE-111 87, Stockholm
Sweden

Tel. (46)8-598-11500

TOKYO

Ichibancho Central Building, 7F
22-1, Ichiban-cho, Chiyoda-ku
Tokyo 102-0082

Japan

Tel. (81) 3-3261-2570

TORONTO

55 University Avenue
Suite 1600

Toronto, Ontario M5J 2H7
Canada

Tel. (416) 862-0162

Newline Group

LONDON

The London Underwriting Centre
3 Minster Court, Suite 5/4
Mincing Lane

London EC3R 7DD

England

Tel. (44)020-7090-1700

MANCHESTER

Office 6.5a — Lowry House
17 Marble Street
Manchester M2 3AW
England

Tel. (44) 0161-638-93500

MELBOURNE

Level 31, 570 Bourke Street
Melbourne, VIC 3000
Australia

Tel. (61) (03) 9999-1901

SINGAPORE

8 Marina View

Asia Square Tower 1 #15-01
Singapore 018960

Tel. (65)6212-1290

Hudson Insurance Group

NEW YORK

17 State Street

New York, NY 10004
Tel. (212) 978-2800

AVON

Avon Park North

8C Canal Court
Avon, CT 06001

Tel. (203) 977-6400

CHICAGO

101 N. Wacker Drive
Suite 1950

Chicago, IL 60606
Tel. (312) 596-0222

CORONA

2280 Wardlow Circle
Suite 205

Corona, CA 92880
Tel. (951) 278-5648

MINEOLA

176 Mineola Boulevard
2nd Floor

Mineola, NY 11501
Tel. (212) 384-0100

NAPA

851 Napa Valley Corporate Way
Suite N

Napa, CA 94558

Tel. (707) 225-3300

OVERLAND PARK

7300 West 110th Street
Suite 850

Overland Park, KS 66210
Tel. (866) 450-1445

SAN FRANCISCO

101 California Street
Suite 2450

San Francisco, CA 94111
Tel. (415)946-8872

STANLEY

510 4th Street S.E.
P.O. Box 1090
Stanley, ND 58784
Tel. (866) 628-5233
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of Odyssey Re Holdings Corp.:

In our opinion, the accompanying consolidated balance sheets and the related
consolidated statements of operations, comprehensive income, shareholders’ equity and cash
flows present fairly, in all material respects, the financial position of Odyssey Re Holdings
Corp. and its subsidiaries at December 31, 2011 and December 31, 2010, and the results of their
operations and their cash flows for each of the three years in the period ended December 31,
2011 in conformity with accounting principles generally accepted in the United States of
America. These financial statements are the responsibility of the Company’s management.
Our responsibility is to express an opinion on these financial statements based on our audits.
We conducted our audits of these statements in accordance with auditing standards generally
accepted in the United States of America. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principles used
and significant estimates made by management, and evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

/s/ PricewaterhouseCoopers LLP

New York, New York
March 9, 2012

PricewaterhouseCoopers LLP, 300 Madison Avenue, New York, NY 10017
T: (646) 471 3000, F: (646) 471 8320, www.pwc.com/us



ODYSSEY RE HOLDINGS CORP.
CONSOLIDATED BALANCE SHEETS

December 31,

2011

2010

ASSETS
Investments and cash:
Fixed income securities, available for sale, at fair value (amortized cost $3,005,623 and

(In thousands, except share

and per share amounts)

$4,595,904, TESPECLIVELY) ..veuveviieiieeieieieiisteie ettt sttt st s et e et e se sttt es e seneeneneneas 3,514,527 $ 4,675,782

Fixed income securities, held for trading, at fair value (amortized cost

$805,137 and $309,454, TESPECTIVELY) .veuvevireerieiiieeieiiieietesieie st et ettt ete et e st et e seneesenessensenessenees 790,111 364,489
Redeemable preferred stock, at fair value (cost $54 and $54, respectively) ......cccveveivenvincinenccnenne 54 54
Convertible preferred stocks, held for trading, at fair value (cost $220,543 and

$214,543, TESPECLIVELY)..cueuiiinietiiiietete ettt ettt eb sttt b et sa ettt ebe e 219,530 214,144

Equity securities:

Common stocks, available for sale, at fair value (cost $720,950 and $1,093,015, respectively) ........... 694,144 1,463,600

Common stocks, held for trading, at fair value (cost $197,676) .....ccceveverierieinieirieeereeesee e 155,974 -

COMMON STOCKS, At EQUILY +..vveeieiieitieeiieeieeteete ettt ettt et et e bt e bt et e e st e sbeesaeesseesseessteneeenseenseenseenseenee 135,132 226,551
Short-term investments, held for trading, at fair value (amortized cost $1,965,497 and

$250,253, TESPECEIVELY)..ueeviriiiietiieiietiieie ettt ettt ettt b et et e s b e s se b ese s et eseesenseseesaseseeseseneanes 1,965,504 250,253

Cash and Cash EQUIVALEILS ........ccoiiiiiiiiiiie ettt ettt ettt st see e 390,283 1,058,034

Cash and cash equivalents held as collateral ..............cccooiiiiiiiiiiiiie e 101,067 31,075

OthEr INVESIEA @SSELS ...cuvveiirieieiieeeieeeete e ettt eeteeeeae e e et e e eeteeeeteeeetaeeeesaeeaeseeeeseeeesseeeesseeeasseeeeseeeseseeeansreennnes 460,566 620,165

Total INVEStMENES ANA CASN .......oiiiiiiiiie ettt et e e e e e et e e et e e e eaaeeeteeeeaaeeenaeeens 8,426,892 8,904,147
ACCTUC INVESTMENT INCOIMNE ......eeivvvieirieeeieeeeeteeeeetteeecteeeeeteeeereeeesaeeeesseeeseeeeseeeeseeeasseeesseeesseesseesseeesnseeennnes 63,538 78,312
PremiUmS FECEIVADIE .....oiiiuiiiieiie ettt ettt e et e ettt e et e e aa e e eeaeeeeetaeeeeaaeesnseseeneeeeenneeaanes 557,590 424,893
Reinsurance recoverable on paid losses ..... 80,498 49,528
Reinsurance recoverable on unpaid losses ... 767,651 952,455
Prepaid reinsurance premiums ................... 120,940 111,280
Funds held DY TEINSUIEAS .......eouiiuiiiiiiiiit ettt b bt et ettt e st et e e e sbeebeenean 143,540 155,851
Deferred aCqUISILION COSES ....c..eruiruiririiiiirtintenteettet sttt ettt ettt ettt ettt b et b et e st s bt st e bt et et enbesbeeaeeeee 137,255 119,578
Federal and foreign income taXes reCEIVADIE .........cciitiiiiiieiiieieee et ettt 231,524 225,011
ONET @SSELS ..euvtiiieeiie et et ete et et ettt et e st e esteesstesatesssessseesseaneesaseanseenseenseesseanseenseesseesseeanseenseenseenseenseesneannsennsas 87,047 93,589

TOUAL ASSELS ...v.vvvvereeve e seessesee s ssss s es s ss s s s s s s e ss s ssee s es s 10,616,475 $ 11,114,644

LIABILITIES
Unpaid losses and 10ss adjuStment EXPENSES ........ccueruirueruieierieriireeieeitetestestenieeseessesresteseeeaeeseessesrestesesenneneenne 5,517,600 $ 5,809,665
UNEAINEA PIEIMIIUITIS ......eoutititietieuteitesteete bt et teateate st ebe et e eseestenseebeebeeseeseesbeneeebeebeesteneenbenteeseescasebeebebeeneensensennes 739,484 662,787
Reinsurance balances Payable ...........cooiiriiiiiiiiiii ettt 163,083 167,247
Funds held under reinsurance contracts . 28,963 42,317
Debt obligations .... 446,046 487,148
Other liabilities ......... 385,855 276,447

TOLAl THADILITIES ...evvivieeeeeeie ettt ettt ettt ettt et et e et e et eaeeeaeeaeeeaseenaeeaseeaseeseenseeeseeesseesseasseesseeseeeseeas 7,281,031 7,445,611

Commitments and Contingencies (Note 14)

SHAREHOLDERS' EQUITY
INON-CONTIOING IEETESL. ... cuveiiiieiieiert ettt bbbttt b e eb et e bt s bt es e eat et e bt ebeebe e st eneentenne 29,299 -
Preferred shares, $0.01 par value; 1,200,000 shares authorized;

253,599 Series A shares issued and outstanding; 70,000 Series B shares issued and outstanding.............. 3 3
Common shares, $10.00 par value; 60,000 shares authorized;

51,224 and 56,605 shares issued and outstanding, respectively 513 567
Additional paid-in capital ...........ccoeoiiiiiiiiiiiiieee e 417,647 456,049
Accumulated other comprehensive income, net of deferred INCOME tAXES ......coevveveereriiriinenineceeieeseeee 381,270 391,485
RELAINEA CATTIIIES ....nviutitiitietieiiet ettt ettt ettt et b bttt e a e st et e s bttt e st estenbeebeeheeseeseenbenbeebeebeeseeneensensanes 2,506,712 2,820,929

Total ShareholderSs” EQUILY ....co.eeuiiuiiieieitieteei ettt ettt sttt 3,335,444 3,669,033

Total liabilities and shareholders’ €QUILY ...........ccvverieiriirieiniiiierceee et 10,616,475 $ 11,114,644

See accompanying notes to consolidated financial statements.
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ODYSSEY RE HOLDINGS CORP.

CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE INCOME

Years Ended December 31,

2011 2010 2009
(In thousands)
REVENUES
GrOSS PreMItMS WITEEETL ...euvveeieieietenieieteec ettt teteteseseeeeee e eseseseeaeseseesesesaneesenas $ 2,420,744  $ 2,167,338 $ 2,195,035
Ceded Premiums WITHEI ...o.eevieeeeeeieieienienieste ettt st eneene 331,019 313,540 301,222
Net Premiums WITEEEIL ......c.eeueeieiererieeieeeieeeiesie st eteeeeseesteseeseeeeeeeeeneeseeneens 2,089,725 1,853,798 1,893,813
(Increase) decrease in net unearned Premiums ..........eceeeeveeeeeeeereereeseesuennes (75,020) 31,916 33,599
Net Premiums CarNed ........veeveeveeierierieeie et seeeee e seeseeseesreeseeseeenes 2,014,705 1,885,714 1,927,412
Net INVEStMENt INCOIME ......ooeviiiiiiieiieeeiieceiee et et eteeeetae et e e eteeeveeeeaaeeens 284,161 327,875 316,329
Net realized investment gains (losses):
Net realized iINVEStMENt GAINS .....ccvevveeveerieieieieieniere ettt eees 261,553 190,657 316,101
Other-than-temporary impairment l0SSES ...........ceeververieriereseeeeeeeeeeneenns (195,781) (20,308) (127,013)
Total net realized INVEStMENt GAINS ...c..eevveueeveienienieniereeeeeeeeee e 65,772 170,349 189,088
TOtAl TEVENUES .....eveniiiieiietiieicete ettt 2,364,638 2,383,938 2,432,829
EXPENSES
Losses and 10ss adjustment EXPEenSes ..........ccecuerververrerreereeeeieeeeneeseneessessennens 1,812,342 1,317,053 1,301,996
ACQUISTEION COSES ..vvvrerienietertietieiestestesiestesssessessessessesseessessessessessesseessensessensens 350,666 347,120 375,259
Other UNderWITtiNg EXPEISES ..c..eeveerrerieriirierieeiietetente st eiteteee st s eseeseeeenrennes 190,866 194,328 185,688
Other EXPENSE, NET ...ccuveuviiiiieiieiieieeteeteeit ettt sttt be sttt et esbestesaesbeeneene 62,734 63,591 44,416
TNEETESE EXPEIISE ..ttt ettt st s 28,924 30,464 31,040
Loss on early extinguishment of debt 6,121 - -
TOtAl EXPEINSES .nveuviriiiieieierienie ettt ettt 2,451,653 1,952,556 1,938,399
(Loss) income before inCOMe taXes ........ccceevreeruerieuenieeruenieenieeenrereenreeenene (87,015) 431,382 494,430
Federal and foreign income tax (benefit) provision:
CUITEIE ..ottt ettt et sttt e b es e se b eseesesaeseeseseneesenes 84,941 115,235 153,250
DETEITEA ..ottt e (105,993) (17,128) (32,156)
Total federal and foreign income tax (benefit) provision ............coeeneee (21,052) 98,107 121,094
Net (L0SS) INCOME ...eovvenieeeieeiietieiieteiete ettt ettt ettt sbe st seeneeneas (65,963) 333,275 373,336
Preferred dividends (1,786) (3,966) (5,233)
Loss on redemption of Series A and
Series B preferred shares..........ccoeeeeierenenenieieicencecee e - (2,183) -
Gain on purchase of Series B preferred shares...........ccccceveveniniiiienenennne - 5 7,997
NET (LOSS) INCOME AVAILABLE TO COMMON
SHAREHOLDERS $ (67,749) $ 327,131 $ 376,100
COMPREHENSIVE INCOME
Net (10SS) INCOME ...ttt bebesenas $ (65,963) $ 333,275 $ 373,336
Other comprehensive income (10ss), net 0 taX .....ccoveveveierieniererereeieeenen 74,207 (153,984) 463,473
COmMPIeNeNSIVE INCOMIE .....ovevirieuieiieiententeeieettetesteste sttt ste st e e seeseeenaenseneens $ 8244 $ 179,291 $ 836,809

See accompanying notes to consolidated financial statements.
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ODYSSEY RE HOLDINGS CORP.

CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY

NON-CONTROLLING INTEREST
Balance, beginning of year
Clearwater ownership of preferred shares of subsidiaries
Balance, end of year ......
PREFERRED SHARES (par value
Balance, beginning Of YEAI ..........ceviviiuiiiiiiiiiiiciie ettt
Series A and Series B preferred shares redemption
Series B preferred shares purchased
Balance, end of year .........cccccoevreennncninncee
COMMON SHARES (par value)
Balance, beginning of year ...........
Common shares repurchased and retired ...
Common shares cancelled due to Merger (see Note 1) ...
Common shares capital redemptions - Clearwater transfer.
Common shares capital contributions..
Balance, end of year ..
ADDITIONAL PAID-IN CAPITA!
Balance, beginning Of YEAT .........c.couviiuiiriiiiiiec ettt
Common shares capital redemptions - Clearwater transfer.
Capital contribution
Series A and Series B preferred shares redemption
Common shares repurchased and retired ..
Series B preferred shares purchased ...
Net change due to stock option exercises and restricted share awards
Net effect of share-based compensation
Common shares issued
Common shares cancelled due to Merger (see Note 1)
Balance, end of year ......
TREASURY SHARES (at cost)
Balance, beginning of year ..........ccceerivneennneinceene
Purchases of treasury shares
Reissuance of treasury shares ...
Cancellation of treasury shares due to Merger (see Note 1)
Balance, end of year ..........ccccoeveinirieieinieeeee
ACCUMULATED OTHER COMPREHENSIVE INCOME
NET OF DEFERRED INCOME TAXES
Balance, beginning Of YEAT .........cooviuiiriiiiiiiiceiec ettt
Clearwater transfer - unrealized appreciation of securities..
Clearwater - foreign currency translation adjustment
Unrealized net appreciation (depreciation) on securities, net of
reclassification adjustments
Foreign currency translation adjustments ...
Benefit plan liabilities .......
Balance, end of year
RETAINED EARNINGS
Balance, beginning of year ....
Clearwater transfer...
Net (loss) income ....
Loss on redemption of Series A and Series B preferred shares
Gain on purchase of Series B preferred shares ............ccccccun..
Dividends to preferred shareholders ...........c.cceeerirveiininnnne
Dividends to common shareholders ....

Balance, end of year
TOTAL SHAREHOLDERS' EQUITY

COMMON SHARES OUTSTANDING
Balance, beginning of YEar ...........ccoveirieieenirieieiirieeieeeeieens
Reverse share split of 1 share per 1,000 shares of common stock
Shares cancelled due to Merger (see Note 1) ....
Repurchased and retired ........
Net treasury shares acquired ..
Shares issued .............ccco...
Balance, end of year ..

Years Ended December 31,

2011 2010 2009
(In thousands, except share amounts)
- $ - $ -
29,299 - -
29,299 - -
3 32 39
- (28) -
- )] U
3 3 32
567 567 603
- - (18)
- - (18)
(59) - -
5 - -
513 567 567
456,049 515,066 614,203
(46,877) - -
13,673 20,506 -
- (68,437) -
- - (73,745)
- (822) (17,173)
(5,198) (10,264) (13,105)
- - 4,701
- - 167
- - 18
417,647 456,049 515,066
- - (795)
. - (18,001)
- - 17,606
5 B 1,190
391,485 545,469 81,996
(83,705) . -
(717) - -
63,356 (205,872) 462,483
16,328 51,415 2,768
(5,477) 473 (1,778)
381,270 391,485 545,469
2,820,929 2,493,798 2,131,051
(246,468) - -
(65,963) 333,275 373,336
- (2,183) -
- 5 7,997
(1,786) (3,966) (5.233)
N . (13,353)
2,506,712 2,820,929 2,493,798
3335444 § 3,669,033 $ 3,554,932
56,605 56,604,650 60,242,949
- (56,548,045) -
- - (1,847,272)
(5,.921) - (1,789,100)
. . (10,927)
540 - 9,000
51,224 56,605 56,604,650

See accompanying notes to consolidated financial statements.
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ODYSSEY RE HOLDINGS CORP.

CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31,
2011 2010 2009
(In thousands)

CASH FLOWS FROM OPERATING ACTIVITIES
INEt (10SS) INCOIME ...ttt ettt sttt es s eseneanes $ (65,963) $ 333275  $ 373,336
Adjustments to reconcile net (loss) income to net cash provided by operating activities:

(Increase) decrease in premiums receivable and funds held, net (188,999) 32,325 66,698
Increase (decrease) in unearned premiums and prepaid reinsurance premiums, net .. 73,067 (16,945) (33,399)
Increase in unpaid losses and loss adjustment expenses, net ..................... 455,297 264,795 43,246
Increase in current and deferred federal and foreign income taxes, net .... (59,142) (85,745) (234,724)
(Increase) decrease in deferred acquiSition COSES .........eoverieeeirirerienieieieeeene (18,793) 6,412 13,612
Change in other assets and liabilities, net 116,106 (103,746) (55,692)
Net realized investment gains (65,772) (170,349) (189,088)
Loss on early extinguishment of debt 6,121 - -
Bond discount amortization, net (40,689) (21,041) (13,319)
Amortization of compensation plans ... . 5,543 24,649 26,226
Net cash provided by (used in) operating activities ..........cceereruerierierererenenereeeeieeeeene 216,776 263,630 (3,104)
CASH FLOWS FROM INVESTING ACTIVITIES
Maturities of fixed income securities, available for sale 11,254 13,983 206,909
Sales of fixed income securities, available for sale ........ 1,799,224 2,061,693 446,906
Purchases of fixed income securities, available for sale .... (635,012) (2,385,615) (1,134,974)
Sales Of EQUILY SECUTTLIES ..c.vvveuirirueiiieteirieiirietect ettt ettt 654,588 1,057,905 597,640
Purchases of equity securities (56,129) (231,653) (623,844)
Net settlements of other invested assets 303,816 (210,846) 29,366
Purchases of other invested assets (202,250) (451,019) (29,828)
Net change in cash and cash equivalents held as collateral .. (72,115) 25,645 30,407
Sales of trading securities 1,903,791 814,793 247,669
Purchases of trading securities ..... (4,451,808) (757,807) (622,721)
Net change in short-term investments ... - 43,079 1,096,288
Acquisition of subsidiary and net assets of a business, net of cash acquired - - (3,357)
Net cash (used in) provided by inVeSting aCVILIES .......ccevveverieueuirieiririeiirieeeieteee ettt (744,641) (19,842) 240,461
CASH FLOWS FROM FINANCING ACTIVITIES
Redemption of Series A and Series B preferred shares. - (70,648) -
Capital contribution..... 13,679 20,506 -
Purchase of restricted shares (10,806) (13,168) -
Dividends paid to preferred shareholders (1,786) (5,096) (5,882)
Debt modification costs - (2,735) -
Purchase of Series B preferred shares .... - (816) (9,183)
Common shares repurchased and retired ... - - (72,573)
Purchase of treasury shares .................... - - (18,001)
Dividends paid to common shareholders - - (13,353)
Proceeds from exercise of stock options .... - - 851
Excess tax benefit from compensation plans .... - - 3,816
Early extinguishment of debt obligations. (47,849) - -
Repurchase of common shares through transfer of ownership of subsidiary. (80,953) - -
Net cash used in fiNANCING ACLIVILIES ....c.eveuiiuiriiriirieieieiee ettt (127,715) (71,957) (114,325)
Effect of exchange rate changes on cash and cash equivalents ...........cccocceveennenniccnecnncneceene (12,171) (55,241) 62,665
(Decrease) increase in cash and cash equivalents ... (667,751) 116,590 185,697
Cash and cash equivalents, beginning of year 1,058,034 941,444 755,747
Cash and cash equivalents, end Of YEAT .........ccccooiuiiiiiiiiiiiiiiiicccc s $ 390,283 $ 1,058,034 $ 941,444
Supplemental disclosures of cash flow information:
Interest paid $ 28,188 $ 29,527 $ 30,555
Income taxes paid $ 51,299 § 179,482  § 355,943
Non-cash activity (see Note 1):
Repurchase of common shares through transfer of ownership of subsidiary............cccocccvvevicincnnns $ (267,574) $ - 8 -

See accompanying notes to consolidated financial statements.
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ODYSSEY RE HOLDINGS CORP.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1. Organization

Odyssey Re Holdings Corp., a Delaware corporation (together with its subsidiaries, the “Company” or “OdysseyRe”),
is an underwriter of reinsurance, providing a full range of property and casualty products on a worldwide basis, and an
underwriter of specialty insurance, primarily in the United States and through the Lloyd’s of London marketplace. Odyssey
Re Holdings Corp. owns all of the common shares of Odyssey Reinsurance Company (“ORC”), formerly known as
Odyssey America Reinsurance Corporation, its principal operating subsidiary, which is domiciled in the state of
Connecticut. ORC directly or indirectly owns all of the common shares of the following subsidiaries: Hudson Insurance
Company (“Hudson”); Hudson Specialty Insurance Company (“Hudson Specialty”); Newline Holdings U.K. Limited,
Newline Underwriting Management Limited, which manages Newline Syndicate (1218), a member of Lloyd’s of London,
Newline Insurance Company Limited (“NICL”), Newline Corporate Name Limited (“NCNL”), which provides capital for
and receives the distributed earnings from Newline Syndicate (1218) (collectively, “Newline”); Clearwater Select Insurance
Company (“Clearwater Select”); and Napa River Insurance Services, Inc. Fairfax Financial Holdings Limited (“Fairfax™),
a publicly traded financial services holding company based in Canada, owns 100.0% of the common shares of OdysseyRe.

On February 18, 2011, the Secretary of State of Connecticut approved the filing by Odyssey America Reinsurance
Corporation of an amended and restated certificate of incorporation, reflecting the change in the company’s name to
Odyssey Reinsurance Company.

On January 1, 2011, with the approval of the Departments of Insurance of the states of Connecticut and Delaware, the
regulatory authorities for ORC and Clearwater Insurance Company (“Clearwater”), respectively, the Company transferred
ownership of Clearwater to TIG Insurance Group, Inc. (“TIG”), which is a Fairfax subsidiary and a shareholder of the
Company, in exchange for 5,921 common shares of the Company held by TIG. Prior to the transaction, Clearwater
distributed to ORC, by means of a dividend, its then ownership interest in the common stock of Hudson and Clearwater
Select. ORC then distributed all of the issued and outstanding shares of common stock of Clearwater to the Company, by
means of a dividend with a value of $0.38 billion. The transaction was reflected by the Company as a nonreciprocal
transfer between the Company and TIG, whereby the total assets of $1.12 billion and total liabilities of $0.77 billion of
Clearwater were removed from the consolidated balance sheet of the Company effective January 1, 2011, offset by a
reduction in the Company’s shareholders’ equity of $0.35 billion. There was no gain or loss recognized as a result of the
transfer of ownership of Clearwater. The number of common shares re-acquired by the Company from TIG, which were
subsequently retired, was based upon the estimated fair values of Clearwater and OdysseyRe as of September 30, 2010,
which had not changed appreciably as of December 31, 2010. The balance sheet of Clearwater that was transferred to TIG
as of January 1, 2011 included preferred shares of Hudson and Clearwater Select with an aggregate value of $29.3 million
(see Note 19).

On September 18, 2009, Fairfax and OdysseyRe announced that they had entered into an agreement and plan of
merger (the “Merger Agreement”) pursuant to which Fairfax would promptly commence a tender offer to acquire all of the
outstanding shares of common stock of OdysseyRe that Fairfax and its subsidiaries did not then own, for $65.00 in cash per
share, representing total cash consideration of approximately $1.1 billion. Pursuant to the Merger Agreement, on September
23, 2009, Fairfax commenced the tender offer (the “Offer”). The Board of Directors of OdysseyRe, following the
unanimous recommendation of a special committee comprised solely of independent directors which had been formed to
review and consider any Fairfax proposal, recommended that OdysseyRe’s minority stockholders tender their shares to the
Offer and vote or consent to approve and adopt the Merger Agreement if it were to be submitted for their approval and
adoption.

Pursuant to the Offer, which expired on October 21, 2009 at 12:00 midnight, New York City time, Fairfax acquired a
total of approximately 14.3 million shares of common stock of OdysseyRe (the “Tendered Shares”). The Tendered Shares,
combined with the shares previously owned by Fairfax and its subsidiaries, represented approximately 97.1% of the
58,451,922 shares of common stock of OdysseyRe then outstanding. Following the purchase of the Tendered Shares,
Fairfax caused a short-form merger pursuant to which Fairfax Investments USA Corp., a newly-formed, wholly-owned
subsidiary of Fairfax, merged with and into OdysseyRe (the “Merger”).
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ODYSSEY RE HOLDINGS CORP.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

The Merger was effected on October 28, 2009 pursuant to Section 253 of the General Corporation Law of the State of
Delaware (the “DGCL”) by the execution and filing of a Certificate of Ownership and Merger with the Secretary of State of
the State of Delaware. As a result of the Merger, all of the remaining shares of OdysseyRe’s common stock held by the
remaining minority shareholders of OdysseyRe (the “Remaining Shares”) were cancelled and, subject to appraisal rights
under Delaware law, converted into the right to receive $65.00 per share in cash, without interest, and subject to any
applicable withholding of taxes. As a result of the Merger, Fairfax and its subsidiaries became the owner of 100% of the
outstanding shares of the Company’s common stock. The Company subsequently withdrew its shares of common stock
from listing on the New York Stock Exchange and terminated registration of these shares under the Securities Exchange
Act of 1934. All common shares remaining in treasury following the Merger were cancelled.

On May 20, 2010, Fairfax announced that it had completed the acquisition of all of the outstanding shares of Zenith
National Insurance Corp.’s (“Zenith”) common stock that it did not currently own. With Fairfax’s completion of the Zenith
acquisition, the Company has determined that it is appropriate to change the classification of its 6.3% ownership in Zenith
from a common stock at fair value to a common stock at equity. As a result of this change, the Company has retrospectively
adjusted its consolidated financial statements to reflect its ownership of Zenith as if the equity method of accounting had
been utilized since the date of the original purchase, as required by accounting principles general accepted in the United
States of America, (“GAAP”). This change in accounting principle resulted in the following adjustments to the respective
captions of the Company’s previously reported 2009 consolidated statement of operations and comprehensive income:

Previously
Reported Adjustment As Adjusted
For the Year Ended December 31, 2009:
Consolidated Statement of Operations and Comprehensive Income:
Net INVEStMENT INCOME ......eovvvieirieerieceieeeeeeee ettt eee e e e e eeteeeeeeeree e $ 317,894 $ (1,565) $ 316,329
Net realized investment gains 312,964 3,137 316,101
Federal and foreign income tax (benefit) provision - deferred ................ (32,706) 550 (32,156)
NEEINCOME ..vvvivvieiieieeeieie e cie et ettt e e e ee e b ebeesbesbeessessaensesseas 372,314 1,022 373,336
Net income available to common shareholders ............c..cccceeeevreeneennes 375,078 1,022 376,100

2. Summary of Significant Accounting Policies

(a) Basis of Presentation. The accompanying consolidated financial statements have been prepared in accordance
with GAAP. The consolidated financial statements include the accounts of the Company and its subsidiaries. Intercompany
transactions have been eliminated.

The preparation of consolidated financial statements in conformity with GAAP requires the Company to make
estimates and assumptions, which could differ materially from actual results that affect the reported amounts of assets,
liabilities, revenues and expenses and disclosure of contingent assets and liabilities. The Company considers its accounting
policies that are most dependent on the application of estimates and assumptions, as critical accounting estimates, which are
defined as estimates that are both important to the portrayal of the Company’s financial condition and results of operations,
and require the Company to exercise significant judgment. These estimates, by necessity, are based on assumptions about
numerous factors.

The Company reviews its critical accounting estimates and assumptions on a quarterly basis. These reviews include
the estimate of reinsurance premiums and premium related amounts, establishing deferred acquisition costs, goodwill and
intangible impairment evaluations, an evaluation of the adequacy of reserves for unpaid losses and loss adjustment
expenses, review of its reinsurance and retrocession agreements, estimates related to income taxes, including an analysis of
the recoverability of deferred income tax assets and an evaluation of its investment portfolio, including a review for other-
than-temporary declines in estimated fair value.

(b) Investments. The majority of the Company’s investments in fixed income securities and common stocks are
categorized as “available for sale” and are recorded at their estimated fair value based on quoted market prices. Certain
investments, including fixed income securities that contain embedded derivatives, are reflected as trading securities (see
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ODYSSEY RE HOLDINGS CORP.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Note 4). Most investments in common stocks of affiliates are carried at the Company’s proportionate share of the equity of
those affiliates. Short-term investments, which are classified as “held for trading”, which have a maturity of one year or less
from the date of purchase, are carried at fair value. The Company considers all highly liquid debt instruments purchased
with an original maturity of three months or less to be cash equivalents. Investments in limited partnerships and investment
funds have been reported in other invested assets. Other invested assets also include trust accounts relating to the
Company’s benefit plans and derivative securities, all of which are carried at fair value. The Company routinely evaluates
the carrying value of its investments in common stocks of affiliates and in partnerships and investment funds. In the case of
limited partnerships and investment funds, the carrying value is generally established on the basis of the net valuation
criteria as determined by the managers of the investments. Such valuations could differ significantly from the values that
would have been available had markets existed for the securities. Investment transactions are recorded on their trade date,
with balances pending settlement reflected in the consolidated balance sheets as a component of other assets or other
liabilities.

Investment income, which is reported net of applicable investment expenses, is recorded as earned. Realized
investment gains or losses are determined on the basis of average cost. The Company records, in investment income, its
proportionate share of income or loss, including realized gains or losses, for those securities for which the equity method of
accounting is utilized, which include most common stocks of affiliates, limited partnerships and investment funds. Due to
the timing of when financial information is reported by equity investees and received by the Company, including limited
partnerships and investment funds, results attributable to these investments are generally reported by the Company on a one
month or one quarter lag. Unrealized appreciation and depreciation related to trading securities is recorded as realized
investment gains or losses in the consolidated statements of operations.

The net amount of unrealized appreciation or depreciation on the Company’s available for sale investments, net of
applicable deferred income taxes, is reflected in shareholders’ equity in accumulated other comprehensive income. A
decline in the fair value of an available for sale investment below its cost or amortized cost that is deemed other-than-
temporary is recorded as a realized investment loss in the consolidated statements of operations, resulting in a new cost or
amortized cost basis for the investment. Other-than-temporary declines in the carrying values of investments recorded in
accordance with the equity method of accounting are recorded in net investment income in the consolidated statements of
operations.

(c) Premium Revenue Recognition. Reinsurance assumed premiums written and related costs are based upon reports
received from ceding companies. Where reinsurance assumed premiums written have not been reported by the ceding
company, they are estimated, at the individual contract level, based on historical patterns and experience from the ceding
company and judgments of the Company. Subsequent adjustments to premiums written, based on actual results or revised
estimates from the ceding company, are recorded in the period in which they become known. Reinsurance assumed
premiums written related to proportional treaty business are established on a basis that is consistent with the coverage
periods under the terms of the underlying insurance contracts. Reinsurance assumed premiums written related to excess of
loss and facultative reinsurance business are recorded over the coverage term of the contracts, which is generally one year.
Unearned premium reserves are established for the portion of reinsurance assumed premiums written to be recognized over
the remaining contract period. Unearned premium reserves related to proportional treaty contracts are computed based on
reports received from ceding companies, which show premiums written but not yet earned. Premium adjustments made
over the life of the contract are recognized as earned premiums based on the applicable contract period to which they apply.
Insurance premiums are earned on a pro rata basis over the policy period, which is generally one year. A reserve for
uncollectible premiums is established when deemed necessary.

The cost of reinsurance purchased by the Company (reinsurance premiums ceded) is reported as prepaid reinsurance
premiums and amortized over the contract period in proportion to the amount of insurance protection provided. The
ultimate amount of premiums, including adjustments, is recognized as premiums ceded, and amortized over the applicable
contract period to which they apply. Reserves are established for the unexpired portion of premiums ceded and recorded as
an asset in prepaid reinsurance premiums. Premiums earned are reported net of reinsurance ceded premiums earned in the
consolidated statements of operations. Amounts paid by the Company for retroactive reinsurance that meets the conditions
for reinsurance accounting are reported as reinsurance receivables to the extent those amounts do not exceed the associated
liabilities. If the liabilities exceed the amounts paid, reinsurance receivables are increased to reflect the difference, and the
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resulting gain is deferred and amortized over the estimated settlement period. If the amounts paid for retroactive
reinsurance exceed the liabilities, the Company will increase the related liabilities or reduce the reinsurance receivable, or
both, at the time the reinsurance contract is effective, and the excess is charged to net income. Changes in the estimated
amount of liabilities relating to the underlying reinsured contracts are recognized in net income in the period of the change.

Assumed and ceded reinstatement premiums represent additional premiums related to reinsurance coverages,
principally catastrophe excess of loss contracts, which are paid when the incurred loss limits have been utilized under the
reinsurance contract and such limits are reinstated. Premiums written and earned premiums related to a loss event are
estimated and accrued as earned. The accrual is adjusted based upon any change to the ultimate losses incurred under the
contract.

(d) Deferred Acquisition Costs. Acquisition costs, which are reported net of acquisition costs ceded, consist of
commissions and brokerage expenses incurred on insurance and reinsurance business written, and are deferred and
amortized over the period in which the related premiums are earned, which is generally one year. Commission adjustments
are accrued based on changes in premiums and losses recorded by the Company in the period in which they become known.
Deferred acquisition costs are limited to their estimated realizable value based on the related unearned premium, which
considers anticipated losses and loss adjustment expenses and estimated remaining costs of servicing the business, all based
on historical experience. The realizable value of the Company’s deferred acquisition costs is determined without
consideration of investment income.

() Goodwill and Intangible Assets. The Company accounts for goodwill and intangible assets as permitted or
required by GAAP. A purchase price paid that is in excess of net assets arising from a business combination is recorded as
an asset (“goodwill”) and is not amortized. Intangible assets with a finite life are amortized over the estimated useful life of
the asset. Intangible assets with an indefinite useful life are not amortized. Goodwill and intangible assets are analyzed for
impairment on an annual basis or more frequently if events or changes in circumstances indicate that the carrying amount
may not be recoverable. If the goodwill or intangible asset is impaired, it is written down to its realizable value with a
corresponding expense reflected in the consolidated statements of operations. The Company has determined that its
goodwill and intangible assets are not impaired as of December 31, 2011 and 2010.

The following table reflects the carrying amount of goodwill, intangible assets with an indefinite life and intangible
assets with a finite life as of December 31, 2011 and 2010 (in thousands):

Intangible Assets

Indefinite Finite
Goodwill Life Life Total
Balance, January 1, 2010.........cccoovevviieieeeieeeeeeeeeeeeee e $ 36,734  $ 5,813  §$ 8498 § 51,045
Amortization during 2010 ..........ccceeeieiiiiiieeeeeeeee - - (2,047) (2,047)
Balance, December 31, 2010 ...cc.oooovvviiviieiiiieeeeeeeeeee e 36,734 5,813 6,451 48,998
Amortization during 201 1..........ccoevivieieriinieieeeeieee e - - (1,858) (1,858)
Balance, December 31, 201 1....ccooivviieeirieiiieeceeeeeeeee e, $ 36,734 $ 5813 § 4593 § 47,140

The Company amortized $2.6 million for the year ended December 31, 2009, related to its intangible assets with a
finite life. The Company did not incur any impairment of its goodwill or intangible assets during 2011, 2010 or 2009.

The following table provides the estimated amortization expense related to intangible assets for the succeeding five
years (in thousands):

Years Ended December 31,
2012 2013 2014 2015 2016
Amortization of intangible assets ..........cccoevveieiieiiieeiieeieeeas $ 1,608 $ 1312 § 459 $ 343 § 298

(f) Unpaid losses and loss adjustment expenses. The reserves for losses and loss adjustment expenses are estimates
of amounts needed to pay reported and unreported claims and related loss adjustment expenses. The estimates are based on
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assumptions related to the ultimate cost to settle such claims. The inherent uncertainties of estimating reserves are greater
for reinsurers than for primary insurers, due to the diversity of development patterns among different types of reinsurance
contracts and the necessary reliance on ceding companies for information regarding reported claims. As a result, there can
be no assurance that the ultimate liability will not exceed amounts reserved, with a resulting adverse effect on the
Company.

The reserve for unpaid losses and loss adjustment expenses is based on the Company’s evaluations of reported claims
and individual case estimates received from ceding companies for reinsurance business or the estimates advised by the
Company’s claims adjusters for insurance business. The Company utilizes generally accepted actuarial methodologies to
determine reserves for losses and loss adjustment expenses on the basis of historical experience and other estimates. The
reserves are reviewed continually during the year and changes in estimates in losses and loss adjustment expenses are
reflected as an expense in the consolidated statements of operations in the period the adjustment is made. Reinsurance
recoverables on unpaid losses and loss adjustment expenses are reported as assets. A reserve for uncollectible reinsurance
recoverables is established based on an evaluation of each reinsurer or retrocessionaire and historical experience. The
Company uses tabular reserving for workers’ compensation indemnity loss reserves, which are considered to be fixed and
determinable, and discounts such reserves using an interest rate of 3.5%. Workers’ compensation indemnity loss reserves
have been discounted using the Life Table for Total Population: United States, 2004.

(g) Deposit Assets and Liabilities. The Company may enter into assumed and ceded reinsurance contracts that
contain certain loss limiting provisions and, as a result, do not meet the risk transfer provisions of GAAP accounting
standards. These contracts are accounted for using the deposit accounting method in accordance with GAAP. Under the
deposit method of accounting, revenues and expenses from reinsurance contracts are not recognized as written premium
and incurred losses. Instead, the profits or losses from these contracts are recognized net, as other income or expense over
the contract or contractual settlement periods. In accordance with this accounting standard, these contracts are deemed as
either transferring only significant timing risk or only significant underwriting risk or transferring neither significant timing,
nor underwriting risk.

For such contracts, the Company initially records the amount of consideration paid as a deposit asset or received as a
deposit liability. Revenue or expense is recognized over the term of the contract, with any deferred amount recorded as a
component of assets or liabilities until such time it is earned. The ultimate asset or liability under these contracts is
estimated, and the asset or liability initially established, which represents consideration received, is increased or decreased
over the term of the contract. The change during the period is recorded in the Company’s consolidated statements of
operations, with increases and decreases in the ultimate asset or liability shown in other expense, net. As of December 31,
2011 and 2010, the Company had reflected in other assets $8.1 million and $7.9 million, respectively, and in other
liabilities $1.9 million and $1.8 million, respectively, related to deposit contracts. In cases where cedants retain the
consideration on a funds held basis, the Company records those assets in other assets, and records the related investment
income on the assets in the Company’s consolidated statements of operations as investment income.

(h) Income Taxes. The Company records deferred income taxes to provide for the net tax effect of temporary
differences between the carrying values of assets and liabilities in the Company’s consolidated financial statements and
their tax bases. Such differences relate principally to deferred acquisition costs, unearned premiums, unpaid losses and loss
adjustment expenses, investments and tax credits. Deferred tax assets are reduced by a valuation allowance when the
Company believes it is more likely than not that all or a portion of deferred taxes will not be realized. As of December 31,
2011 and 2010, a valuation allowance was not required.

During the third quarter of 2006, Fairfax reduced its ownership of the Company to below 80%, and as a result, the
Company was deconsolidated from the United States tax group of Fairfax. Accordingly, the Company filed separate
company tax returns for the period August 2, 2006 to October 20, 2009. As a result of the Merger, effective October 21,
2009, the Company rejoined the United States tax group of Fairfax. The Merger had no effect on the Company’s tax
position (see Note 13). The Company has elected to recognize accrued interest and penalties associated with uncertain tax
positions as part of the income tax provision. As of December 31, 2011 and 2010, the Company has not recorded any
interest or penalties.
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(1) Derivatives. The Company utilizes derivative instruments to manage against potential adverse changes in the
value of its assets and liabilities. Derivatives include credit default swaps, call options and warrants, total return swaps,
interest rate swaps, forward currency contracts, CPI-linked derivative contracts and other equity and credit derivatives. In
addition, the Company holds options on certain securities within its fixed income portfolio, which allows the Company to
extend the maturity date on fixed income securities or convert fixed income securities to equity securities. The Company
categorizes these investments as trading securities, and changes in fair value are recorded as realized investment gains or
losses in the consolidated statements of operations. All derivative instruments are recognized as either assets or liabilities
on the consolidated balance sheet and are measured at their fair value. Gains or losses from changes in the derivative values
are reported based on how the derivative is used and whether it qualifies for hedge accounting. As the Company’s
derivative instruments do not qualify for hedge accounting, changes in fair value are included in realized investment gains
and losses in the consolidated statements of operations. Margin balances required by counterparties in support of derivative
positions are included in fixed income securities, available for sale.

(j) Operating Segments. The Company has four operating segments that reflect the manner in which management
monitors and evaluates the Company’s financial performance. The Company’s four segments are as follows: Americas,
EuroAsia, London Market and U.S. Insurance (see Note 12).

(k) Foreign Currency. Foreign currency transaction gains or losses resulting from a change in exchange rates
between the currency, in which a transaction is denominated, or the original currency, and the functional currency are
reflected in the consolidated statements of operations in the period in which they occur. The Company translates the
financial statements of its foreign subsidiaries and branches that have functional currencies other than the U.S. dollar, into
U.S. dollars by translating balance sheet accounts at the balance sheet date exchange rate and income statement accounts at
the average exchange rate for the year. Translation gains or losses are recorded, net of deferred income taxes, as a
component of accumulated other comprehensive income. As of January 1, 2011, certain branch investment units changed
their reporting functional currencies from United States dollars to Canadian dollars, British pounds and the Euro.

The following table presents the foreign exchange effect, net of tax, on certain line items in the Company’s financial
statements for the years ended December 31, 2011, 2010 and 2009 (in thousands):

2011 2010 2009
Statement of operations:
Net investment inCoOme (10SS)......c.oeuveerieereeeeeeieeeeeee et $ 1,022  § 442) $ 1,771
Net realized investment (10SS€S) ZAINS .......ccceereeriieriienieeiieiierienee e (2,868) (78,877) 7,449
Other EXPENSE, NEL ...cveevieiieiieiieeieeieeie ettt et e ebe et et e beesseeaessaessaenseenne (47,737) (30,208) (4,233)
(Loss) income before inCOme taXxes ........ccvevvrrvereeeeenieenreeeeeeeseeesreenenns (49,583) (109,527) 4,987
Total federal and foreign income tax (benefit) provision ...........cccceeeveeenenne (17,357) (38,334) 1,745
INEt (10SS) INCOME .....eeueieiieiieiieie ettt ettt see e eaae e eneeneean (32,226) (71,193) 3,242
Other comprehensive income, net 0f taX ........ccocvevieriieniiicieeiienieneeeeeeene 16,328 51,415 2,768
Total effect on comprehensive income and
Shareholders' €QUILY .....c.ceveveveueuiieieieiciicei s $ (15,398) $ (19,778) $ 6,010

(1) Stock-Based Compensation Plans. The Company accounts for awards to employees in the common stock of
Fairfax, and, prior to the Merger, for awards in its own common shares to employees, in accordance with Accounting
Standards Codification (“ASC”) 718, “Share-Based Payment.” Following the Merger, the Company established the
Restricted Share and Equity Value Plan (the “Plan”). Under the terms of the Plan, each restricted equity value right
(“REVRs”) will have a value (the “REVR Value”) equal to the total shareholders’ equity of the Company attributable to the
common equity as of the last day of the most recently completed quarter of the Company for which Fairfax has publicly
released its earnings report, or in the event that Fairfax does not intend to publicly release an earnings report, for which
financial statements that report the Company’s book value are available, as adjusted for dividends, capital contributions or
other extraordinary events (in each case, as determined by the Board of Directors of the Company or the Compensation
Committee thereof, in its sole discretion), divided by 58,443,149 (which was the number of Company common shares
outstanding as of September 30, 2009). Upon vesting of a REVR, participants receive a single sum cash payment equal to
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the REVR Value as of the applicable vesting date, less any applicable withholding of taxes. The Company accounts for the
Plan as a liability plan in accordance with ASC 718.

(m) Payments. Payments of claims by the Company, as reinsurer, to a broker on behalf of a reinsured company are
recorded on the Company’s books as a paid loss at the time the cash is disbursed. The payment is treated as a paid claim to
the reinsured. Premiums due to the Company from the reinsured are recorded as receivables from the reinsured until the
cash is received by the Company, either directly from the reinsured or from the broker.

(n) Funds Held Balances. Funds held under reinsurance contracts is an account used to record a liability, in
accordance with the contractual terms, arising from the Company’s receipt of a deposit from a reinsurer or the withholding
of a portion of the premiums due, as a guarantee that a reinsurer will meet its loss and other obligations. Interest generally
accrues on withheld funds in accordance with contract terms. Funds held by reinsured is an account used to record an asset
resulting from the ceding company, in accordance with the contractual terms, withholding a portion of the premium due the
Company as a guarantee that the Company will meet its loss and other obligations.

(o) Fixed Assets. Fixed assets, with a net book value of $17.7 million and $14.1 million as of December 31, 2011
and 2010, respectively, are included in other assets. Property and equipment are recorded at cost. Depreciation and
amortization are generally computed on a straight-line basis over the following estimated useful lives:

Leasehold IMPIOVEMENLS ..........c.cccieriieriieiieiieeeeie et esieesee e e ebeeieesseesaeasseensaenes 10 years or term of lease, if shorter
Electronic data processing equipment and furniture ..............occeeeveeerveniencreecreenenenn, 5 years
Personal computers and SOftWATe ..........c.cccvveiieriieiiieie e 3 years

Depreciation and amortization expense for the years ended December 31, 2011, 2010 and 2009 was $5.4 million,
$4.6 million and $4.6 million, respectively.

(p) Contingent Liabilities. Amounts are accrued for the resolution of claims that have either been asserted or are
deemed probable of assertion if, in the opinion of the Company, it is both probable that a liability has been incurred and the
amount of the liability can be reasonably estimated. In many cases, it is not possible to determine whether a liability has
been incurred or to estimate the ultimate or minimum amount of that liability until years after the contingency arises, in
which case, no accrual is made until that time. For the years ended December 31, 2011 and 2010, no contingent liabilities
have been recorded (see Note 14).

3. Recent Accounting Pronouncements

The Financial Accounting Standards Board (“FASB”) is the organization whose primary responsibility is to develop
GAAP. In October 2010, the FASB issued Accounting Standards Update No. 2010-26, “Accounting for Costs Associated
with Acquiring or Renewing Insurance Contracts” (“Update No. 2010-26), which provides clarification for the definition
of capitalizable deferred acquisition costs, to the codified pronouncements constituting GAAP. Update No. 2010-26 is
required to be adopted by the Company effective January 1, 2012. As the Company’s existing policy with respect to the
deferral of acquisition costs is consistent with the clarified guidance, there is no expected impact to the Company’s
financial statements from the adoption of Update No. 2010-26.

4. Fair Value Measurements

The Company accounts for a significant portion of its financial instruments at fair value as permitted or required by
GAAP.
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The assets and liabilities recorded at fair value in the consolidated balance sheets are measured and classified in a
three level hierarchy for disclosure purposes based on the observability of inputs available in the marketplace used to
measure fair values. The fair value hierarchy gives the highest priority to quoted prices in active markets for identical
assets or liabilities (Level 1) and the lowest priority to unobservable inputs (Level 3). When the inputs used to measure fair
value fall within different levels of the hierarchy, the level within which the fair value measurement is categorized is based
on the lowest level input that is significant to the fair value measurement in its entirety. Gains and losses for assets and
liabilities categorized within the Level 3 table below, therefore, may include changes in fair value that are attributable to
both observable inputs (Levels 1 and 2) and unobservable inputs (Level 3). Financial assets and liabilities recorded in the
consolidated balance sheets are categorized based on the inputs to the valuation techniques as follows:

Level 1: Level 1 financial instruments are financial assets and liabilities for which the values are based on unadjusted
quoted prices for identical assets or liabilities in an active market that the Company has the ability to access. Market price
data generally is obtained from exchange markets. The Company does not adjust the quoted price for such instruments.
The majority of the Company’s Level 1 investments are common stocks that are actively traded in a public market and
short-term investments and cash equivalents, for which the cost basis approximates fair value.

Level 2: Level 2 financial instruments are financial assets and liabilities for which the values are based on quoted
prices in markets that are not active, or model inputs that are observable either directly or indirectly for substantially the full
term of the asset or liability. Level 2 inputs include the following:

a) Quoted prices for similar assets or liabilities in active markets;
b) Quoted prices for identical or similar assets or liabilities in non-active markets;
¢) Pricing models, the inputs for which are observable for substantially the full term of the asset or liability; and

d) Pricing models, the inputs for which are derived principally from, or corroborated by, observable market data
through correlation or other means, for substantially the full term of the asset or liability.

Assets and liabilities measured at fair value on a recurring basis and classified as Level 2 include government,
corporate and municipal fixed income securities, which are priced using publicly traded over-the-counter prices and broker-
dealer quotes. Observable inputs such as benchmark yields, reported trades, broker-dealer quotes, issuer spreads and bids
are available for these investments. For determining the fair value of credit default swaps, which are classified as Level 2,
the Company utilizes broker-dealer quotes that include observable credit spreads. For determining the fair value of
warrants, which are also classified as Level 2, the Company utilizes broker-dealer quotes. Also included in Level 2 are
inactively traded convertible corporate debentures that are valued using a pricing model that includes observable inputs
such as credit spreads and discount rates in the calculation.

Level 3: Level 3 financial instruments are financial assets and liabilities for which the values are based on prices or
valuation techniques that require inputs that are both unobservable and significant to the overall fair value measurement.
These measurements include circumstances in which there is little, if any, market activity for the asset or liability. In
certain cases, the inputs used to measure fair value may fall into different levels of the fair value hierarchy. In such cases,
the level in the fair value hierarchy within which the fair value measurement in its entirety falls is determined based on the
lowest level input that is significant to the fair value measurement in its entirety. Therefore, these inputs reflect the
Company’s own assumptions about the methodology and valuation techniques that a market participant would use in
pricing the asset or liability.

During the year ended December 31, 2011, no securities were transferred into or out of Level 3. During the fourth
quarter ended December 31, 2010, the Company transferred $165.0 million of Level 2 investments to Level 3 after
determining that the inflation volatility input used in the valuation of its CPI-linked derivative contracts had ceased to be
observable as these contracts were out-of-the money and their average term to maturity no longer corresponded with the
term of more actively traded 10-year contracts.
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The Company uses valuation techniques to establish the fair value of Level 3 investments. During the years ended
December 31, 2011 and 2010, the Company purchased $126.0 million and $238.5 million, respectively, of investments that
are classified as Level 3. As of December 31, 2011 and 2010, respectively, the Company held $208.2 million and $423.8
million of investments that are classified as Level 3. These Level 3 investments include an unsecured loan to Fairfax Inc., a
subsidiary of Fairfax, which is reflected in other invested assets on the consolidated balance sheets and valued based on the
callable value of the loan. Level 3 investments also include certain limited partnerships, also classified as other invested
assets on the consolidated balance sheets based on the net asset values received from the general partners. Generally, these
limited partnerships invest in securities that trade in active markets and as a result, their net asset values reflect their fair
values. The Company classifies such investments as Level 3 within the fair value hierarchy when the Company is required
to provide the general partner with more than three months notice prior to liquidation or redemption of the partnership
interest. Level 3 investments also include CPI-linked derivative contracts and preferred stock.

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 or liabilities. Reclassifications impacting Level 3
of the fair value hierarchy are generally reported as transfers in or out of the Level 3 category as of the beginning of the
period in which the reclassifications occur. The Company has determined, after carefully considering the impact of recent
economic conditions and liquidity in the credit markets on the Company’s portfolio, that it should not re-classify any of its
investments from Level 1 or Level 2 to Level 3 in 2011. There were no transfers of securities between Level 1 and Level 2
in 2011 or 2010.

The Company is responsible for determining the fair value of its investment portfolio by utilizing market driven fair
value measurements obtained from active markets where available, by considering other observable and unobservable
inputs and by employing valuation techniques that make use of current market data. For the majority of the Company’s
investment portfolio, the Company uses quoted prices and other information from independent pricing sources to determine
fair values.
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The following tables present the fair value hierarchy for those assets and liabilities measured at fair value on a
recurring basis as of December 31, 2011 and 2010 (in thousands):

Fair Value M ts as of Di ber 31, 2011

Asset / Liability Quoted Prices in Significant
Measured at Active Markets Other Significant
Fair Value for Identical Observable Unobservable
December 31, Assets / Liabilities Inputs Inputs
2011 (Level 1) (Level 2) (Level 3)
Fixed income securities, available for sale:
United States government, government agencies
ANd QULNOTILIES ..vvviieeieeieieeietee ettt $ 468,811 $ - $ 468,811 $ -
States, municipalities and political subdiviSions ...........c.cceceevuenenne. 2,491,914 - 2,491,914 -
Foreign governments 352,165 - 352,165 -
Corporate .......cceeeeeeeveerneennnnnn 201,637 25,252 176,385 -
Total fixed income securities, available for sale ...................... 3,514,527 25,252 3,489,275 -
Fixed income securities, held as trading securities:
United States government, government agencies
and authOTIties ..........ccociiiiiiiiiiccccecc e 65,652 - 65,652 -
States, municipalities and political subdivisions 203,275 - 203,275 -
Foreign governments ...........ccocevereeeevennennns . 344,774 - 344,774 -
COTPOTALE ..ottt ettt ettt ea et seeae et besse e esasens 176,410 - 176,410 -
Total fixed income securities, held as
trading SECULITIES ...vovvveriereeeeieiieterieiee ettt es s 790,111 - 790,111 -
Redeemable preferred stock, available for sale ............cccoveienennnne 54 - 54 -
Convertible preferred stocks, held as trading securities ................. 219,530 - 213,530 6,000
Common stocks, available for sale ...........c.cocovvvevievieciieeeeeens 694,144 680,516 13,628 -
Common stocks, held for trading 155,974 155,974 - -
Short-term investments, held as trading securities ...............cccouenn... 1,965,504 1,961,419 4,085 -
Cash equivalents ..........ccceeeererenienieneneeieene 156,041 129,571 26,470 -
Derivatives ...... 132,024 - 45,062 86,962
Other investments 143,266 - 28,033 115,233
Total assets measured at fair value ... $ 7,771,175 $ 2,952,732 $ 4,610,248 $ 208,195
Derivative Habilities ...........ceeeveuereeieeereeeeeeeeeeee e $ 81,855 $ - $ 81,855 $ -

27



ODYSSEY RE HOLDINGS CORP.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Fair Value Measurements as of December 31, 2010

Asset / Liability Quoted Prices in Significant
Measured at Active Markets Other Significant
Fair Value for Identical Observable Unobservable
December 31, Assets / Liabilities Inputs Inputs
2010 (Level 1) (Level 2) (Level 3)
Fixed income securities, available for sale:

United States government, government agencies
AN AULNOTITIES .....vevvvcecveeeeeeceeeeeee et $ 917,645 $ - $ 917,645 $ -
States, municipalities and political subdivisions ............c.cccceevervennene 2,784,337 - 2,784,337 -
FOreign GOVEINMENTS ........c.cceeerviriiererieieieieiereereeeeeeeeressessessessesees 725,852 - 725,852 -
COTPOTALE ...vveeveieeieeeieeeie st et eeteeeteete e et e steesteeaeeeesseesseeseensesnnesneenaean 247,948 - 247,948 -
Total fixed income securities, available for sale ....................... 4,675,782 - 4,675,782 -

Fixed income securities, held as trading securities:
FOreign gOVEINMENLtS ..........ccceeverieerieeieniienieeie e sieenie e sieeeeennens 110,173 - 110,173 -
COTPOTALE ..eevvireveeeeeeieiiete ettt eteete et eseetesseesee e eseeseesessessensesaensenne 254,316 - 254,316 -

Total fixed income securities, held as

rading SECUTILIES ....vivveevieieeiieerieie e eee et ee e 364,489 - 364,489 -
Redeemable preferred stock, available for sale ............ccecvvereniennene 54 - 54 -
Convertible preferred stocks, held as trading securities .. 214,144 - 214,144 -
Common stocks, available for sale ................. 1,463,600 1,438,361 25,239 -
Short-term investments, held as trading securities .. 250,253 247,200 3,053 -
Cash €qUIVAIEILS .......oveviiieierieieieieeee e 804,934 804,934 - -
DIETIVALIVES ..vovvieeieieieieiieiee ettt ss s nenne 185,397 - 18,358 167,039
Other INVESTMENTS .........eooiviiiriieeieeeeeeeeee et et eee e 268,696 - 11,980 256,716
Total assets measured at fair value ..........ccooovevveeveeeieeieeeeeeee. $ 8,227,349 $ 2,490,495 $ 5,313,099 $ 423,755
Derivative lHabilities ..........cooeveevieiirieeicreeiceicerecieee e $ 99,846 $ - $ 99,846 $ -

The following table provides a summary of changes in the fair value of Level 3 financial assets for the years ended
December 31, 2011 and 2010 (in thousands):

Fixed Income Other Invested Equity
Securities Assets Securities
Balance, January 1, 2010.......c.cccoouiriiriiieieieieieietei et $ 14,246 $ 33,298 $ -
Total realized investment gains (losses) included in net income ....................... 16,532 (4,631) -
PUICRASES ... e et e s eaaee s enaaeeeens 8,408 230,072 -
SEHICIMENLS ...e.vviieieiieeieetietieie ettt et et e et eeteeste e beessesbesseebeessesseesseesseens (39,186) - -
Transfers from Level 2 t0 LeVel 3 ....ooiuiiiiiiieeiceeeee e - 165,016 -
Balance, December 31, 2010.......ccoieiiiieieieieeeee e - 423,755 -
Total realized investment losses included in net inCOME ........cccceevveeeereresreennen. - (124,658) -
PUICRASES ..ottt e ettt eaaeeenees - 119,969 6,000
Settlements ..........cccceveevieenene - (216,871) -
Balance, December 31, 2011 $ - $ 202,195 $ 6,000
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The following tables present realized investment (losses) gains included in net income related to Level 3 assets for the
years ended December 31, 2011 and 2010 (in thousands):

Year Ended December 31,
2011 2010 2010
Other Other Fixed
Invested Invested Income
Assets Assets Securities
Realized investment (losses) gains related to securities sold ............cccceevevennne. $ (21,442) $ - $ 16,532
Realized investment losses related to securities held ............ccooevevvevieniiieiennnn, (103,216) (4,631) -
Total net realized investment (losses) gains relating to Level 3 assets.......... $§ (124,658) § (4,631) § 16,532

Fair Value Option

The fair value option (“FVO”) available under GAAP allows companies to irrevocably elect fair value as the initial
and subsequent measurement attribute for certain financial assets and liabilities. Changes in the fair value of assets and
liabilities for which the election is made will be recognized in net income as they occur. The FVO election is permitted on
an instrument-by-instrument basis at initial recognition of an asset or liability or upon the occurrence of an event that gives
rise to a new basis of accounting for that instrument.

The Company elected the FVO for its investment in Advent Capital (Holdings) PLC (“Advent”). Fairfax and its
subsidiaries own 100.0% of Advent’s common stock, of which the Company holds 18.3%. To determine the fair value of
Advent, the Company evaluates observable price-to-book multiples of peer companies and applies such to Advent’s most
recently available book value per share. As of December 31, 2011, Advent is recorded at fair value of $29.6 million in
other invested assets, with related changes in fair value recognized as a realized investment gain or loss in the period in
which they occur. The change in Advent’s fair value resulted in the recognition of a realized investment gain of $2.7
million for the year ended December 31, 2011, a realized investment loss of $6.0 million for the year ended December 31,
2010 and a realized investment gain of $6.2 million for the year ended December 31, 2009. Advent’s value as of December
31,2011, calculated in accordance with the equity method of accounting, would have been $34.4 million.

On June 7 and November 1, 2011, respectively, the Company purchased Class G and Class A common shares of
HWIC Asia Fund (“HWIC Asia”). At the time of purchase the Company elected the FVO for these investments. HWIC
Asia is a multi-class investment company which provides a Net Asset Value (“NAV”) on a monthly basis. HWIC Asia is
100.0% owned by Fairfax, of which the Company owns 7.0%. As of December 31, 2011, the HWIC Asia Class G and
Class A common shares are recorded at fair value of $9.6 million and $6.9 million, respectively, in other invested assets.
The change in the fair value of the HWIC Asia Class G and Class A common shares resulted in the recognition of realized
investment losses of $0.6 million and $3.1 million, respectively, for the year ended December 31, 2011.

As of December 31, 2011, the Company has not elected the FVO for any of its liabilities.
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5. Investments and Cash

A summary of the Company’s available for sale investment portfolio as of December 31, 2011 and 2010, is as follows

(in thousands):

Cost or Gross Gross
Amortized Unrealized Unrealized
2011 Cost Appreciation Depreciation Fair Value
Fixed income securities, available for sale:
United States government, government
agencies and authorities ............ccoceevevienens $ 358,656 $ 110,155 $ - $ 468,811
States, municipalities and political
SUDAIVISIONS ...ovvivievieie e 2,155,608 336,306 - 2,491,914
Foreign governments 308,229 43,938 2 352,165
COIPOTALE ..ceeneiiiiiieiieieee et 183,130 18,508 1 201,637
Total fixed income securities, available
fOr Sale ..vvovieiieieeeeeeeeeee e 3,005,623 508,907 3 3,514,527
Redeemable preferred stock, at fair value .......... 54 - - 54
Common stocks, at fair value ..........ccc.cooeveeennn. 720,950 94,346 121,152 694,144
Total .ovveeieieiee e $ 3,726,627 $ 603,253 $ 121,155 $ 4,208,725
Cost or Gross Gross
Amortized Unrealized Unrealized
2010 Cost Appreciation Depreciation Fair Value
Fixed income securities, available for sale:
United States government, government
agencies and authorities .............ccceveveevranen. $ 958,733 $ 13,150 $ 54,236 $ 917,647
States, municipalities and political
SUDAIVISIONS ....oveieviericeiieieeeieeee e 2,668,208 155,500 39,374 2,784,334
Foreign governments ............cccoecevevvereeeennnn 739,467 17,921 31,536 725,852
COTPOTALE ...vvevvereeiiereeie et sae e 229,496 28,144 9,691 247,949
Total fixed income securities, available
for sale .....ocevvieiiiiieieee 4,595,904 214,715 134,837 4,675,782
Redeemable preferred stock, at fair value .......... 54 - - 54
Common stocks, at fair value ..........cccccceeeuveeenn. 1,093,015 374,984 4,399 1,463,600
Total oo $ 5,688,973 $ 589,699 $ 139,236 $ 6,139,436

Common stocks accounted for under the equity method of accounting were carried at $135.1 million and $226.6
million as of December 31, 2011 and 2010, respectively. Common stocks at equity had gross unrealized appreciation of
$0.7 million and $40.9 million as of December 31, 2011 and 2010, respectively. Common stocks at equity had gross
unrealized depreciation of $5.8 million as of December 31, 2011. Other invested assets were carried at $460.6 million and
$620.2 million as of December 31, 2011 and 2010, respectively, reflecting no gross unrealized appreciation or depreciation.
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A summary of the Company’s held for trading portfolio as of December 31, 2011 and 2010 is as follows (in

thousands):
2011 2010
Fair Value Fair Value

Fixed income securities, held for trading:
United States government, government agencies and authorities ..............ccccccueeee. $ 65,652 $ -
States, municipalities and political SUDAIVISIONS ........cccevverierieerieeiiieienrieieneenieene 203,275 -
FOreign GOVEIMMENLS .......c.eeeeieiieiiieeeiieit ettt sttt sttt e e see e 344,774 110,173
Al OtheT COTPOTALE .....veeuviiiiieiieiierie ettt ettt ettt ettt et e beebesatesbeesbeeseenseenseans 176,410 254,316
Total fixed income securities, held for trading............ccooeeeriiiiieieiencceeee 790,111 364,489
Convertible preferred stock, at fair value..........ocevviriereenienieieccce e 219,530 214,144
Common Stocks, at fair VAIUC..........ccveeeiiieiieiiieeee et e 155,974 -
ShOTt-tEIM INVESTIMIENTS. ......vvvieeieiieieieiiieeeeteeeeeeae e e eereeeeeaeeeeeeteeeeenaaeeesenaeeeeeeaneeesnnees 1,965,504 250,253
Cash and cash eqUIVAIENLS ..........covieiiiiiiiiiiiriiiee e 390,283 1,058,034
Cash collateral for bOrrowed SECUTILIES ........ceivuveiieeiueieeiiieee et eetee e eeaeees 101,067 31,075
0] 7: 1 KRR $ 3,622,469 $ 1,917,995

(a) Fixed Income Maturity Schedule

The amortized cost and fair value of fixed income securities as of December 31, 2011, by contractual maturity, are

shown below (in thousands).

At December 31, 2011

Available for Sale Held for Trading
Cost or Cost or
Amortized % of Total Amortized % of Total
Cost Fair Value Fair Value Cost Fair Value Fair Value
Due in one year or 1ess ........cccceveeennenne. $ 62,698 $ 63,123 1.8 % $ 66,592 § 65,964 83 %
Due after one year through five
VEATS i e ettt et 100,210 105,474 3.0 171,867 151,573 19.2
Due after five years through ten
VEALS eeenvieiieeireeiieeneeeereeeeereenreeseeneeas 77,025 88,520 2.5 176,030 173,917 22.0
Due after ten years .........cccceeveereeneenen. 2,765,690 3,257,410 92.7 390,648 398,657 50.5
Total fixed income securities ........ $ 3,005,623 $ 3,514,527 100.0 % $ 805,137 $ 790,111 100.0 %

Actual maturities may differ from the contractual maturities shown in the table above due to the existence of call or
put options. In the case of securities containing call options, the actual maturity will be the same as the contractual maturity
if the issuer elects not to exercise its call option. Total securities subject to a call option represent approximately 47.6% of
the total fair value. In the case of securities containing put options, the actual maturity will be the same as the contractual
maturity if the Company elects not to exercise its put option. Total securities containing the put option represent

approximately 2.0% of the total fair value.
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(b) Net Investment Income and Realized Investment Gains (Losses)

The following table sets forth the components of net investment income for the years ended December 31, 2011, 2010
and 2009 (in thousands):

2011 2010 2009

Interest on fixed INCOME SECULILIES ......c.veveeveeeieeieeeeeeee e $ 289,364 $§ 291,189 $ 253,100
Dividends on preferred StOCKS .........cooviveiieeiieniiieieciecee e 16,641 6,976 -
Dividends on common stocks, at fair value ............ccoeeeveveiiiiiiinnennennn. 20,255 31,884 50,387
Net income of common stocks, at €qUIty .......c.eceeeveieeeieeeiciieeeeiee e, 4,988 13,823 9,804
Interest on cash and short-term investments .............ccceeeevveeeecnveeennnee. 4,655 7,914 8,818
Other INVESTEd @SSELS ...oeeeiiieeeiiieiieeieee e eeeee e e ee et e e e eeereeeeeeenanees 30,644 35,310 22,688
Gross INVESTMENT INCOIMIE ...ooeeeieeeeeeeeeeeeee e ee e aeeeeeeeeeeeeeees 366,547 387,096 344,797
Less: INVEStMENt EXPENSES .vveerurrerereerieeeriienreesreesieesteesaeesseessseeseesnns 79,432 56,026 24,817
Less: interest on funds held under reinsurance contracts ..................... 2,954 3,195 3,651
Net INVESTMENT INCOME ....veeeuvieierierieeiieeireeeieeereeereeeereeereesaeereeas $ 284,161 $ 327,875 $ 316,329

The following table summarizes the Company’s net realized investment gains for the years ended December 31, 2011,
2010 and 2009 (in thousands):

2011 2010 2009
AVAILADIE TOT SALE......coioviieiiiiiiceicee s $ 207,184 $ 379,983 $ 99,117
Held fOr trading..........covveviereieiiiiiieeietiet ettt (141,412) (209,634) 89,971
Total net realized investment Gains............cooeeveeeeereeeeerieseeeseeeeeens $ 65,772 $ 170,349 $ 189,088

The following table sets forth the components of net realized investment gains and losses on the Company’s available
for sale securities for the years ended December 31, 2011, 2010 and 2009 (in thousands):

2011 2010 2009
Fixed income securities:
Realized inveStMent Gains...........c..coveeeeeuieeeereecreeeeeeeeee e $ 203,270 $ 254,876 $ 114,973
Realized INVeStMENt 10SSES ....couvvvvieiiiiiiiieei et 205,238 108,291 26,253
Net realized investment (10SS€S) ZAINS .......c..cccveeeuieeevieeeiecieerenans (1,968) 146,585 88,720
Preferred stock:
Realized Investment Zains ...........ccceeevreeieeeiieenieenie e e esieeeeree v - 1,548 -
Realized investment 10SSES ........c..ccvueeeuieeiieeiieiie et - - 394
Net realized investment gains (10SS€S) ......c.ceveveevieeeiieriieiiieeieenns - 1,548 (394)
Equity securities:
Realized investment gains ............ccceureeuieeeeeeeieeeie e e 225,228 258,039 140,053
Realized INVeStMENt 10SSES .....cvvvvieiiiiiiiiiee i 16,076 26,189 129,262
Net realized investment ains.............ccceeevveeeeeeeieeieeeee e 209,152 231,850 10,791
Total available for sale realized investment gains:
Realized iNVeStMENt ZAINS .......ccecvieeviiieiiieieniieie et 428,498 514,463 255,026
Realized investment 10SSES ........coovvvieeiuviiiiiieeeieeeeeeee e 221,314 134,480 155,909
Net realized investment gains ............ccocoeeeereeeureeeeeneneeeennens $ 207,184 $ 379983 § 99,117
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The net realized investment gains or losses on disposal in the table below represent the total gains or losses from the
purchase dates of the investments and have been reported in net realized investment gains in the consolidated statements of
operations. The change in fair value presented below consists of two components: (i) the reversal of the gain or loss
recognized in previous years on securities sold and (ii) the change in fair value resulting from mark-to-market adjustments
on contracts still outstanding. The following table sets forth the total net realized investment gains and losses on held for
trading securities for the years ended December 31, 2011, 2010 and 2009 (in thousands):

2011 2010 2009

Fixed income securities:

Net realized investment gains (losses) on disposal..........cccccvevveeveieennene. $ 37,809 $ (25,164) $ 35,185

Change in fair VAlUC..........ccouiivuiiiiieiieeie et e (122,895) 124,571 94,731
Net realized investment (10SS€S) AINS ......ccevvveiierieeieeiienieeieenen. (85,086) 99,407 129,916

Preferred stock:

Change in fair ValUe..........coecieiiiieiieieieee e (614) (7,869) 7,470
Net realized investment (10SS€S) AINS .......cccveveviereeeieeriieneeereennen. (614) (7,869) 7,470

Equity securities:

Net realized investment gains on diSposal...........ccecvecvevieriecieniiecieniennans 3,025 - -

Change in fair VAlUE..........cooueiiviiiiieiieeie ettt (41,702) - -
Net realized investment L0SSES.........ccueeveeeveeueeeeeieeeeeeeeeee e (38,677) - -

Derivative securities:

Net realized investment gains (losses) on disposal............ccccccvvervienennne. 46,136 (251,764) 5,286

Change in fair ValUE...........occeeviiiieiiieieieeiee e (53,157) (28,245) (123,914)
Net realized investment 10SSES........ccvevieeiieciienieeie e (7,021) (280,009) (118,628)

Other securities:

Net realized investment (losses) gains on disposal............cccccceerivenennee. (174) (12,106) 67,782

Change in fair ValUe............ccoevviiieiiiiieieeieie e (9,840) (9,057) 3,431
Net realized investment (10SSES) GAINS......ccvevveeieriiererieeireierieeeene (10,014) (21,163) 71,213

Total held for trading realized investment gains:

Net realized investment gains (losses) on disposal ...........ccccccveevveeenennne. 86,796 (289,034) 108,253

Change in fair VAlUe..........ccovveriieiiieiieeie et (228,208) 79,400 (18,282)
Net realized investment (I0SSES) GAINS............cevevevvrrrreiererenennns $ (141,412) 8 (209,634) 8 89,971

Included in net realized investment gains for the years ended December 31, 2011, 2010 and 2009 are $195.8 million,
$20.3 million and $127.0 million, respectively, related to realized investment losses on the other-than-temporary
impairment of investments, as follows (in thousands):

2011 2010 2009
FiXEed INCOME SECUTTLIES «.enveeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeaeene $ 188,780 $ 2,911 $ 3,361
Preferred StOCK ......oovviieeieciee e - - 216
EQUILY SECUTTHIES ..eevvvieiieeeiieeiieeieecieeeree e esee e e eaeeeereesereeseaeesenees 7,001 17,397 123,436
Total other-than-temporary impairments ...............c.ccoeereverenene. § 195,781 $ 20,308 $ 127,013

For those fixed income securities that were determined to be other-than-temporarily impaired, the Company
determined that such impairments were related to credit, requiring the recognition of an impairment charge to income, and
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not related to other factors (e.g., interest rates and market conditions), which would have required charges to other
comprehensive income.

(¢) Unrealized Appreciation (Depreciation)

The following table sets forth the changes in unrealized net appreciation (depreciation) of investments, and the related
tax effect, reflected in accumulated other comprehensive income for the years ended December 31, 2011, 2010 and 2009 (in
thousands):

2011 2010 2009
FiXed INCOME SECUTTLIES ..vveeeveeereeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeseeeeeeeeseneeseneens $ 468311 $ (322,946) $ 237,773
Redeemable preferred StOCK .........ooovirireiiniiiiiiee e - - 395
EQUILY SECUTTLIES ...vviiviieiieiiieeiieciee et et e eree et et saeesebeesaaeeseeeeneae e (370,586) (12,211) 473,336
ShoTt-term INVESLMENTS ......ceevvveriieiieieeierienteesieeeeeeeseeesreesseeseenesseenes - - 6
Other INVEStEd SSELS ....eovvieeviieieceeecteeeeeeee ettt enes (7) - -
Increase (decrease) in unrealized net
appreciation (depreciation) of INVEStMENtS ........ccvevvvevrervenceerueennenn 97,718 (335,157) 711,510
Deferred income tax (expense) benefit (34,362) 129,285 (249,027)
Change in net unrealized appreciation (depreciation) of
investments included in other comprehensive income................ $ 63,356 $ (205,872) $ 462,483

The Company reviews, on a quarterly basis, its investment portfolio for declines in value, and specifically considers
securities with fair values that have declined to less than 80% of their cost or amortized cost at the time of review. Declines
in the fair value of investments which are determined to be temporary are recorded as unrealized depreciation, net of tax, in
accumulated other comprehensive income. If the Company determines that a decline relating to credit issues is “other-than-
temporary,” the cost or amortized cost of the investment will be written down to the fair value, and a realized loss will be
recorded in the Company’s consolidated statements of operations. If the Company determines that a decline related to other
factors (e.g., interest rates or market conditions) is “other-than-temporary,” the cost or amortized cost of the investment will
be written down to the fair value within other comprehensive income.

In assessing the value of the Company’s debt and equity securities held as investments, and possible impairments of
such securities, the Company reviews (i) the issuer’s current financial position and disclosures related thereto, (ii) general
and specific market and industry developments, (iii) the timely payment by the issuer of its principal, interest and other
obligations, (iv)the outlook and expected financial performance of the issuer, (v)current and historical valuation
parameters for the issuer and similar companies, (vi) relevant forecasts, analyses and recommendations by research
analysts, rating agencies and investment advisors, and (vii) other information the Company may consider relevant.
Generally, a change in the market or interest rate environment would not, of itself, result in an impairment of an investment.
In addition, the Company considers its ability and intent to hold the security to recovery when evaluating possible
impairments.

The facts and circumstances involved in making a decision regarding an other-than-temporary impairment are those
that exist at that time. Should the facts and circumstances change such that an other-than-temporary impairment is
considered appropriate, the Company will recognize the impairment by reducing the cost, amortized cost or carrying value
of the investment to its fair value, and recording the loss in its consolidated statements of operations. Upon the disposition
of a security where an other-than-temporary impairment has been taken, the Company will record a gain or loss based on
the adjusted cost or carrying value of the investment.
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The following tables reflect the fair value and gross unrealized depreciation of the Company’s fixed income securities,
and common stocks, at fair value, aggregated by investment category and length of time that individual securities have been
in a continuous unrealized depreciation position, as of December 31, 2011 and 2010 (in thousands):

Duration of Unrealized Loss

Less than 12 Months Greater than 12 Months Total
Gross Number Gross Number Gross Number
Fair Unrealized of Fair Unrealized of Fair Unrealized of
Value Depreciation Securities Value Depreciation Securities Value Depreciation Securities
December 31, 2011
Fixed income securities
non-investment grade,
Foreign governments. $ 5,923 $ (1) 1 $ 13,144 $ 1) 1 $ 19,067 $ 2) 2
Corporate 5,753 (1) 1 - - - 5,753 (1) 1
Total fixed income
SECUTItIeS. ...cocvviciciians 11,676 2) 2 13,144 (1) 1 24,820 3) 3
Common stocks, at fair value.... 261,884 (121,152) 9 - - - 261,884 (121,152) 9
Total temporarily
impaired securities. $ 273,560 $ (121,154) 11 $ 13,144 $ (1) 1 $ 286,704 $ (121,155) 12

Duration of Unrealized Loss

Less than 12 Months Greater than 12 Months Total
Gross Number Gross Number Gross Number
Fair Unrealized of Fair Unrealized of Fair Unrealized of
Value Depreciation Securities Value Depreciation Securities Value Depreciation Securities

December 31, 2010
Fixed income securities

investment grade:
United States government,
government agencies and
authorities..........ccocevcunnees $ 535462 $ (52,667) 8 $ 9,271 $ (1,569) 1 $ 544,733 $ (54,236) 9
States, municipalities and

political subdivisions. 562,147 (37,188) 31 17,526 (2,185) 1 579,673 (39,373) 32
Foreign governments.... . 259,392 (10,133) 7 - - - 259,392 (10,133) 7
Total investment grade............ 1,357,001 (99,988) 46 26,797 (3,754) _2 1,383,798 (103,742) 48
Fixed income securities
non-investment grade,
Foreign governments 204,380 (21,403) 5 - - - 204,380 (21,403) 5
Corporate. 3 (4) 2 24,089 (9,688) _ 24,092 (9,692)
Total non-investment grade..... 204,383 (21,407) 7 24,089 (9,688) 1 228,472 (31,095)
Total fixed income
securities 1,561,384 (121,395) 53 50,886 (13,442) 3 1,612,270 (134,837) 56
Common stocks, at fair valu 245,372 (3,983) 4 6,561 (416) _2 251,933 (4,399) 6
Total temporarily
impaired securities.................. $ 1,806,756 $  (125,378) 57 $ 57,447 $  (13,858) _5 $ 1,864,203 $  (139,236) 62

The Company believes the gross unrealized depreciation is temporary in nature and we have not recorded a realized
investment loss related to these securities. Given the size of our investment portfolio and capital position, the Company
believes it is likely that it will not be required to sell or liquidate these securities before the fair value recovers the gross
unrealized depreciation.

(d) Common Stocks, at Equity

Common stocks, at equity, totaled $135.1 million as of December 31, 2011 and $226.6 million as of December 31,
2010. The following table sets forth the components of common stocks, at equity, as of December 31, 2011 and 2010 (in
thousands):

2011 2010
Fairfax Asia LIMITEA ......oooiiiiiiiiiiiiiii et e e e e et a e e e e e e e e eennaaanees $ 86,878 $ 100,347
TRG Holdings COTPOTAtION .......cceeeuurririeeeeeieiiiiieeeeeeeeeeeeitrreeeeeeeeeeeirsreeeeeeeesesesssreseeeeeseaes - 74,336
Zenith National INSurance COTP. ........cccvieiieiieeeeiiiieeeciiee et et e et e e e eereeeeeeaaeeeeareeeens 48,227 51,841
(0175155 U P TP UPPPT 27 27
Total commON StOCKS, At EQUILY ..vevveeruiertieriieieeie ittt ettt ettt ettt siee e e eneeens $ 135,132 § 226,551
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On January 1, 2011, TRG Holdings Corporation was transferred to TIG Insurance Group, Inc. as part of the
Clearwater transfer. For common stocks, at equity, as of December 31, 2011, the relative ownership held by the Company
was 17.4% (economic) for Fairfax Asia Limited (which is 100% owned by Fairfax) and 6.2% (economic) for Zenith (which
is 100% owned by Fairfax).

(e)  Other Invested Assets

Other invested assets totaled $460.6 million as of December 31, 2011, compared to $620.2 million as of December 31,
2010. The following table shows the components of other invested assets as of December 31, 2011 and 2010 (in
thousands):

2011 2010

Hedge funds, at ©QUILY ......oooviiiiiiiccieeece et e e et eia e e e tae e e aaeeesaaeeeareeesnneas $ 160,394 $ 132,625
Private equity partnerships, at €QUILY ........cocveiiirieeeiiee ittt et et 18,151 26,717
Private equity partnerships, at fair VAlUe ..........c.cccveeiieiiiiiiieiiecicciece e 81,097 29,803
Derivatives, at faIr VAIUE .......cccuveiiiiiiiieic e eeeee e e eeeare e e earree e e eeraeeenn 132,025 185,397
Benefit plan funds, at fair VAIUE ...........coeciiiiieiiieieees e e 11,515 11,980
Advent Capital (HOIAdINgS) PLC .......ccoooiiiiiiiiiiieeee ettt 29,610 26,913
HWIC Asia FUNA CIaSS A....ooviiiiiiie ettt ettt e e e eate e e stveeenneeesaneas 6,886 -
HWIC ASIA FUNA CLASS Gt e e e et e e e e e e eeeeaas 9,632 -
Unsecured 10an With FAIrTax .......cc.oooiiiiiiiiiiiiec ettt e e e 4,526 200,000
O.R.E Holdings Limited .........cccviiiiuiiiiiieeiiie ettt et e save e ane e e eeeaeeas 6,730 6,730

Total Other INVESTEA @SSELS .......ccveeeeereeeieeeeeieeeeteete et ete ettt e et e e e ere e e e ereereeeeeteereeseeaeereensens $ 460,566  § 620,165

The Company’s hedge fund and private equity partnership investments may be subject to restrictions on redemptions
or sales, which are determined by the governing documents thereof, and limit the Company’s ability to liquidate these
investments in the short term. Due to a time lag in reporting by a majority of hedge fund and private equity fund managers,
valuations for these investments are reported by OdysseyRe on a one month or one quarter lag. For the years ended
December 31, 2011, 2010 and 2009, the Company recognized net investment income of $3.3 million, $14.5 million and
$17.9 million, respectively, from its hedge funds and private equity investments. For the years ended December 31, 2011,
2010 and 2009, the Company recognized net realized investment losses of $3.8 million, $0.6 million and $0.3 million,
respectively, from its private equity investments that are held as trading securities. With respect to the Company’s $99.2
million in investments in private equity partnerships, the Company has commitments that may require additional funding of
up to $224.3 million. As of December 31, 2011, other invested assets include $6.7 million related to the Company’s
investment in O.R.E Holdings Limited, which is net of other-than-temporary write-downs of $9.9 million.

As of December 31, 2011, the Company held one collateral loan which constituted a financial instrument without a
quoted price, or a “non-traded investment.” This collateral loan was fully impaired during 2005. The Company periodically
evaluates the carrying values of non-traded investments by reviewing the borrowers’ current financial position and the
timeliness of their interest and principal payments.

On October 14, 2011, the Company entered into a direct participation agreement pursuant to which the Company
purchased collateral loans at a cost of $154.9 million. The collateral loans were sold as of December 22, 2011 after the
Company collected $0.7 million in interest income.

() Derivative Investments

The Company has utilized credit default swaps, call options and warrants, total return swaps, interest rate options,
forward currency contracts, futures contracts and CPI-linked derivative contracts to manage against adverse changes in the
values of assets and liabilities. These products are typically not linked to specific assets or liabilities on the consolidated
balance sheets or a forecasted transaction and, therefore, do not qualify for hedge accounting. The following tables set forth

36



ODYSSEY RE HOLDINGS CORP.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

the Company’s derivative positions, which are included in other invested assets or other liabilities in the consolidated
balance sheets, as of December 31, 2011, and December 31, 2010, respectively (in thousands):

As of December 31, 2011
Exposure/
Notional Fair Value Fair Value
Amount Cost Asset Liability
CPI-linked derivative contracts.................. $ 19,024,800 $ 169,352 $ 86,962 $ -
Short total return Swaps............cceeveeevennee. 2,160,169 - 19,120 34,728
Long total return SWaps.........ccceeveeeveernneenns 724,063 - - 35,901
Forward currency contracts ....................... 469,867 - 5,553 6,191
Credit default swaps.......c.ccocveeeveeviercerenenne 445,934 5,693 7,201 -
WAITANES ..o 156,365 5,682 13,189 -
Interest rate SWaps ......cceeeeveecveereeeneenneenns 140,000 - - 5,036
As of December 31, 2010
Exposure/
Notional Fair Value Fair Value
Amount Cost Asset Liability
CPI-linked derivative contracts.................. $ 17,363,108 $ 147,351 $ 167,039 $ -
Short total return Swaps............coeeeveeneenne. 2,276,230 - 336 67,183
Long total return SWaps.........cccceeveeeveerunenns 633,512 - - 2,208
Forward currency contracts ...................... 566,246 - - 25,060
Credit default swaps .........ccceeeeveeveeeerenneene 459,171 5,693 8,449 -
WaITANLS ...oveevieeeiieiiecveeeeee e 165,671 9,984 9,573 -
Interest rate SWaps ......ccovveeveeeveerveeneenneenns 140,000 - - 5,396
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The following tables summarize the effect of the hedging instruments and related hedged items on the Company’s
financial position, results of operations and cash flows as of and for the years ended December 31, 2011 and 2010 (in

thousands):

Equity risk exposures:
Preferred stocks
Common stocks, at fair value ...

Hedging instruments:
Other invested assets:
Total return swaps ...
Total equity hedging instruments ...

Net equity impact

Credit risk exposures:

Fixed income securities .....
Derivatives - other invested assets ..........
Cash, cash equivalents and

short-term investments ...
Premiums receivable
Reinsurance recoverable

Total credit risk exposure ..

Hedging instruments:
Other invested assets:
Credit default swaps:
Banking
Insurance ....
Total credit default swaps .............

Net equity impact

As of and for the Year Ended December 31, 2011

Effect on Pre-tax:
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Exposure / Other Net Realized Net Cash

Notional Carrying Comprehensive Investment Flow from

Value Value Income Gains Net Equity Disposals
219,584 $ 219,584 $ -8 614) $ (614) -
850,118 850,118 (357,649) 170,475 (187,174) 198,982
724,063 (35,901) - (55,320) (55,320) (21,628)
1,793,765  $ 1,033,801 (357,649) 114,541 (243,108) 177,354
2,160,169 $ (15,608) - 151,184 151,184 99,945
2,160,169 $ (15,608) - 151,184 151,184 99,945
$ (357,649) $ 265,725 $ (91,924) 277,299
4304,638 $ 4304,638 $ 468311 $ (87,054) $ 381,257 235,748
19,181,165 100,151 - (114,738) (114,738) (20,501)
2,456,854 2,456,854 . (6,905) (6,905) (6,905)
557,590 557,590 - 6,022 6,022 6,022
1,112,629 1,112,629 - 25,079 25,079 -
27,612,876 § 8,531,862 468,311 (177,596) 290,715 214,364
207,703 $ 3,345 - (103) (103) -
238,231 3,856 - (1,145) (1,145) -
445934 § 7,201 - (1,248) (1,248) -
$ 468311 $ (178,844) $ 289,467 214,364
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As of and for the Year Ended December 31, 2010
Effect on Pre-tax:

Exposure / Other Net Realized Net Cash
Notional Carrying Comprehensive Investment Flow from
Value Value Income Gains Net Equity Disposals
Equity risk exposures:
Preferred Stocks ........coooeeirecninicininnne. $ 214,198 $ 214,198  $ - 8 (6,321) $ (6,321) $ 1,288
1,463,600 1,463,600 (18,113) 232,992 214,879 242,210
633,512 (2,208) - 61,152 61,152 63,360
$ 2,311,310 § 1,675,590 (18,113) 287,823 269,710 306,858
Hedging instruments:
Other invested assets:
Total return SWaps ........ccoeeeeveeevreeerens $ 2,276,230 $ (66,847) - (327,859) (327,859) (257,881)
Total equity hedging instruments ............... $ 2,276,230 $ (66,847) - (327,859) (327,859) (257,881)
Net equity impact $ (18,113) $ (40,036) $ (58,149) $ 48,977
Credit risk exposures:
Fixed income SeCurities ...............cooeu.... $ 5,040271 $ 5,040271 $ (322,946) $ 245,992 § (76,954) $ 120,774
Derivatives - other invested assets .......... 17,528,779 176,613 - 21,890 21,890 141
Cash, cash equivalents and
short-term investments . 1,339,361 1,339,361 - (13,866) (13,866) (13,866)
Premiums receivable ....... 424,893 424,893 - 313 313 313
Reinsurance recoverable .. 1,269,114 1,269,114 - (697) (697) -
Total credit risk exposure $ 25,602,418 $ 8,250,252 (322,946) 253,632 (69,314) 107,362
Hedging instruments:
Other invested assets:
Credit default swaps:
Banking .........ccocveverieienieininceeenee $ 214,647 $ 3,449 - 351 351 (1,868)
Insurance ... 244,524 5,000 - (1,888) (1,888) (13,022)
Total credit default swaps ............. $ 459,171  § 8,449 - (1,537) (1,537) (14,890)
Net equity impact $ (322,946) $ 252,095 § (70,851) $ 92,472

In the normal course of affecting its economic hedging strategy with respect to credit risk and equity risk, the
Company expects that there may be periods where the notional value of the hedging instrument may exceed or be less than
the exposure item being hedged. This situation may arise when management compensates for imperfect correlations
between the hedging item and the hedge, due to the timing of opportunities related to the Company’s ability to exit and
enter hedged or hedging items at attractive prices or when management desires to only partially hedge an exposure.

As an economic hedge against the potential adverse impact on the Company of decreasing price levels in the
economy, the Company has purchased derivative contracts referenced to consumer price indices (“CPI”) in the geographic
regions in which the Company operates. These contracts have a remaining average life of 8.6 years and 9.3 years as of
December 31, 2011 and 2010, respectively. As the remaining life of a contract declines, the fair value of the contract
(excluding the impact of CPI changes) will generally decline. The initial premium paid for the contracts is recorded as a
derivative asset and subsequently adjusted for changes in the unrealized fair value of the contracts at each balance sheet
date. Changes in the unrealized fair value of the contracts are recorded as realized gains or losses on investments in the
Company’s consolidated statements of operations and comprehensive income with a corresponding adjustment to the
carrying value of the derivative asset. In the event of a sale, expiration or early settlement of one of the Company’s CPI-
linked derivative contracts, the Company would receive the fair value of that contract on the date of the transaction. The
Company’s maximum potential cash loss is limited to the premiums paid to enter into the derivative contracts. Pursuant to
the agreements governing the CPI-linked derivatives, counterparties to these transactions are contractually required to
periodically deposit eligible collateral for the benefit of the Company in support of the then-current fair value of the
derivative contracts. As of December 31, 2011, the fair value of this collateral was $53.5 million.

The Company holds significant investments in equities and equity-related securities, which the Company believes will
significantly appreciate in value over time. The market values and the liquidity of these investments are volatile and may
vary significantly either up or down in short periods. Their ultimate value, therefore, will only be known over the long
term. As a result of volatility in the equity markets and the uncertainty caused by credit concerns related to the sovereign
debt of certain countries in the European Union, the Company determined to increase the level of protection of its equity
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and equity-related holdings against a potential decline in equity markets by way of additional short positions effected
through equity index total return swaps. As a result, beginning in September 2009 and continuing through 2011, the
Company re-initiated U.S. equity index total return swap contracts, which had an aggregate notional value of $2.0 billion as
of December 31, 2011, to protect against potential future broad market downturns. The collateral requirement related to
entering the total return swaps was $257.1 million as of December 31, 2011. These total return swap transactions terminate
during the second and third quarter of 2012. The equity index total return swaps are recorded at fair value in other invested
assets or other liabilities based on a positive or negative value as of December 31, 2011 and 2010, respectively, with the
related changes in the fair values recorded as realized investment gains or losses in the consolidated statements of
operations and comprehensive income in the period in which they occur.

The Company holds long position common stock total return swaps, with a total notional value of $724.1 million, as
replications of investments in publicly-listed common stocks. The collateral requirement related to these swaps, which
terminate in the third and fourth quarter of 2012, was $56.5 million as of December 31, 2011. The common stock total
return swaps, which are carried at fair value, were in a loss position as of December 31, 2011 and 2010, and are recorded in
other liabilities. Changes in the fair value of common stock total return swaps are recorded as realized investment gains or
losses in the consolidated statements of operations and comprehensive income in the period in which they occur.

During 2011, the Company purchased short position common stock total return swaps, with a notional value of $162.5
million. The collateral requirement related to these swaps, which terminate in the first quarter of 2012, was $8.5 million as
of December 31, 2011. The common stock total return swaps are recorded at fair value in other invested assets as of
December 31, 2011. Changes in the fair value are recorded as realized investment gains or losses in the consolidated
statements of operations and comprehensive income in the period in which they occur. Pursuant to the agreements
governing the total return swap contracts, counterparties to these transactions are contractually required to periodically
deposit eligible collateral for the benefit of the Company in support of the then-current fair value of the derivative contracts.
As of December 31, 2011, the fair value of this collateral was $21.9 million.

The Company has entered into forward currency contracts to manage its foreign currency exchange rate risk on a
macro basis. Under a forward currency contract, the Company and the counterparty are obligated to purchase or sell an
underlying currency at a specified price and time. The collateral requirement related to the forward currency contracts was
$4.7 million as of December 31, 2011. Forward currency contracts are recorded at fair value in other invested assets or
other liabilities based on a positive or negative value as of December 31, 2011 and 2010, with the related changes in fair
value recognized as realized investment gains or losses in the consolidated statements of operations and comprehensive
income in the period in which they occur. As a result of the appreciation in the fair value of the forward contracts,
counterparties to these transactions are required to place government securities as collateral, pursuant to the forward
contract agreements. The fair value of the collateral as of December 31, 2011 was $0.5 million.

The Company holds credit default swaps, referenced to certain issuers in the banking and insurance sectors of the
financial services industry worldwide, that serve as an economic hedge against declines in the fair value of investments and
other corporate assets resulting from systemic financial and credit risk. Under a credit default swap, as the buyer, the
Company agrees to pay to a specific counterparty, at specified periods, fixed premium amounts based on an agreed notional
principal amount in exchange for protection against default by the issuers of specified referenced debt securities. The credit
events, as defined by the respective credit default swap contracts, establishing the rights to recover amounts from the
counterparties are comprised of ISDA-standard credit events, which are: bankruptcy, obligation acceleration, obligation
default, failure to pay, repudiation/moratorium and restructuring. As of December 31, 2011, all credit default swap
contracts held by the Company have been purchased from and entered into with either Citibank, N.A., Deutsche Bank AG
or Barclays Bank PLC as the counterparty, with positions on certain covered risks with more than one of these
counterparties. The Company obtains market-derived fair values for its credit default swaps from third-party providers,
principally broker-dealers. The Company assesses the reasonableness of the fair values obtained from these providers by
comparison to models validated by qualified personnel, by reference to movements in credit spreads and by comparing the
fair values to recent transaction prices for similar credit default swaps, where available.

The initial premium paid for each credit default swap contract is recorded as a derivative asset and is subsequently
adjusted for changes in the unrealized fair value of the contract at each balance sheet date. As these contracts do not qualify
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for hedge accounting, changes in the unrealized fair value of the contract are recorded as net realized investment gains or
losses in the Company’s consolidated statements of operations and comprehensive income. Sales of credit default swap
contracts required the Company to reverse through net realized investment gains previously recorded unrealized fair value
changes since the inception of the contract, and to record the actual amount based upon the final cash settlement. Derivative
assets are reported gross, on a contract-by-contract basis, at fair value in other invested assets in the consolidated balance
sheets. The sale, expiration or early settlement of a credit default swap will not result in a cash payment owed by the
Company; rather, such an event can only result in a cash payment by a third party purchaser of the contract, or the
counterparty, to the Company. Accordingly, there is no opportunity for netting of amounts owed in settlement. Cash
receipts at the date of sale of the credit default swaps are recorded as cash flows from investing activities arising from net
sales of assets and liabilities classified as held for trading.

The fair values of credit default swaps may be subject to significant volatility, given potential differences in the
perceived risk of default of the underlying issuers, movements in credit spreads and the length of time to the contracts’
maturities. The fair value of the credit default swaps may vary dramatically either up or down in short periods, and their
ultimate value may therefore only be known upon their disposition. Credit default swap transactions generally settle in
cash. As a result of the appreciation in the fair value of the credit default swaps, counterparties to these transactions are
required to place government securities as collateral, pursuant to the swap agreements. The fair value of the collateral as of
December 31, 2011 was $2.8 million. As the Company funds all of its obligations relating to these contracts upon initiation
of the transaction, there are no requirements in these contracts for the Company to provide collateral.

The fair value of the credit default swaps portfolio was $7.2 million as of December 31, 2011, compared to $8.4
million as of December 31, 2010. The credit default swaps portfolio has an average term to expiration of 1.4 years as of
December 31, 2011, a decrease from 2.4 years as of December 31, 2010.

The Company has investments in warrants, which are contracts that grant the holder the right, but not the obligation,
to purchase an underlying financial instrument at a given price and time or at a series of prices and times. Warrants, which
are included in other invested assets as of December 31, 2011 and 2010, are recorded at fair value, with the related changes
in fair value recognized as realized investment gains or losses in the consolidated statements of operations in the period in
which they occur.

The Company has entered into interest rate swaps to protect it from adverse movements in interest rates. Under its
current interest rate swap contracts, the Company receives a floating interest rate and pays a fixed interest rate based on the
notional amounts in the contracts. Interest rate swaps are recorded at fair value in other liabilities as of December 31, 2011
and 2010, with the related changes in fair value recognized as realized investment gains or losses in the consolidated
statements of operations in the period in which they occur.

Counterparties to the derivative instruments expose the Company to credit risk in the event of non-performance. The
Company believes this risk is low, given the diversification among various highly rated counterparties. The credit risk
exposure is reflected in the fair value of the derivative instruments.
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The net realized investment gains or losses on disposal in the table below represent the total gains or losses from the
purchase dates of the investments and have been reported in net realized investment gains in the consolidated statements of
operations. The change in fair value presented below consists of two components: (i) the reversal of the gain or loss
recognized in previous years on securities sold and (ii) the change in fair value resulting from mark-to-market adjustments
on contracts still outstanding. The following table sets forth the total net realized investment gains and losses on derivatives
for the years ended December 31, 2011, 2010 and 2009 (in thousands):

2011 2010 2009
CPI-linked derivative contracts:
Net realized investment losses on disposal...........cccccevevieeiiiecniennn. $ (21,442) $ - $ -
Change in fair VAIUE .......ccoveeieiiieiieiecicies et (102,080) 19,643 46
Net realized investment (10SS€S) ZAINS ........cceeeveeeuieeeeeieeereeeneenee. (123,522) 19,643 46
Short total return swaps:
Net realized investment gains (losses) on disposal ............cccceveenen. 99,945 (257,881) (33,724)
Change in fair Value .........ccoooveeiiienieie e 51,239 (69,979) 3,132
Net realized investment gains (10SS€S).........cccvvevvieiieeieerieerrieenreenne. 151,184 (327,860) (30,592)
Long total return swaps:
Net realized investment (losses) gains on disposal ............cccceveenee. (21,628) 63,360 -
Change in fair Value .........ccoovoieiiienieie e (33,692) (2,208) -
Net realized investment (10SS€S) gaINS.........cccveevveeiieeiieiieirieenreenne. (55,320) 61,152 -
Forward currency contracts:
Net realized investment (losses) gains on disposal ............cccocevrenee. (8,573) (39,435) 7,592
Change in fair Value ............ccoeoiiiiiieiececeeeee e 24,421 14,191 (67,475)
Net realized investment gains (10SS€S) ........ccevvevvieiieeiievieeirieenreenne. 15,848 (25,244) (59,883)
Credit default swaps:
Net realized investment (losses) gains on disposal ............cccceveenen. - (14,890) 33,960
Change in fair VAIUE .......ceceeieiieeieiesicierie et (1,248) 13,353 (62,666)
Net realized investment I0SSES..........ccveevieiierieeiiecieecie e (1,248) (1,537) (28,706)
Warrants:
Net realized investment gains (losses) on disposal ............cccoceveenee. 941 141 (237)
Change in fair VAIUE .......ceoveeieiienieiesceierie et 7,843 2,106 3,059
Net realized investment gains..........cc.cccveeeveeeeeereenieeeeeereeeeeere e 8,784 2,247 2,822
Interest rate swaps:
Net realized investment losses on disposal ..........cccceeeeerieerieiieennenn. (3,107) (3,058) (2,030)
Change in fair Value ............ccoeeiiiiiieiececeecee e 360 (5,352) (10)
Net realized investment IoSSES .........ccveevieeierieeiieneesie e esiee e (2,747) (8,410) (2,040)
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2011 2010 2009
Futures contracts:
Net realized investment losses on disposal ...........ccceeveerereirenennns - - (275)
Net realized iInvestment 10SSES ......c..oevvevevviiereiieiieiieecieeceeeeeeenns - - (275)
Total derivatives:
Net realized investment gains (losses) on disposal ..........cccccevuenee 46,136 (251,764) 5,286
Change in fair VAIUE .......ccveveieieieieieieieeeeeeeee s (53,157) (28,245) (123,914)
Net realized investment 10SSES...........ceeiivieverieriereriiieiereeeaes $ (7,021)  $ (280,009) $ (118,628)

(g) Assets on Deposit

The Company is required to maintain assets on deposit with various regulatory authorities to support its insurance and
reinsurance operations. These requirements are generally promulgated in the statutes and regulations of the individual
jurisdictions. The assets on deposit are available to settle insurance and reinsurance liabilities. The Company utilizes trust
funds in certain transactions where the trust funds are set up for the benefit of the ceding companies and generally take the
place of letter of credit requirements. As of December 31, 2011, restricted assets supporting these deposits and trust fund
requirements totaled $1.4 billion, as depicted in the following table (in thousands):

As of December 31, 2011
Restricted Assets Relating to:
U.S. Foreign
Regulatory Regulatory
Requirements Requirements Total
Fixed INCOME SECUTTHIES ....c.vveieeieeeieceeeeeeeeee et $ 557,487 % 575,751 $ 1,133,238
Cash, cash equivalents and short-term investments ........................ 6,277 254,573 260,850
TOtAl Lo $ 563,764 § 830,324 § 1,394,088
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6. Accumulated Other Comprehensive Income

The following table shows the components of the change in accumulated other comprehensive income, net of deferred
income taxes, for the years ended December 31, 2011, 2010 and 2009 (in thousands):

2011 2010 2009
Beginning balance of unrealized net appreciation on securities ..................... $ 331,352 $ 537,224 $ 74,741
Clearwater transfer...........oovevieeieiieiieiiciereeee e (83,705) - -
Adjusted beginning balance............ccoccuevveeviieiiirieiie et 247,647 537,224 74,741
Ending balance of unrealized net appreciation on SeCurities ..............c.cveune.. 311,003 331,352 537,224
Current period change in unrealized net
appreciation (depreciation) 0N SECUTTHIES .....cvevveeverreerreerieseeseereseesieennens 63,356 (205,872) 462,483
Beginning balance of foreign currency translation adjustments 64,899 13,484 10,716
Clearwater transfer.........cuevvievieiieniereeeciee et (717) - -
Adjusted beginning balance...........cceecvereerieienienieneeie et 64,182 13,484 10,716
Ending balance of foreign currency translation adjustments ................ceeueenne 80,510 64,899 13,484
Current period change in foreign currency translation adjustments ............ 16,328 51,415 2,768
Beginning balance of benefit plan liabilities (4,766) (5,239) (3,461)
Ending balance of benefit plan liabilities .................. (10,243) (4,766) (5,239)
Current period change in benefit plan liabilities (5,477) 473 (1,778)
Other comprehensive income (10SS) ....cvevevvevivereveeirierereeieeieeeeeeve s $ 74,207 $ (153,984) % 463,473
Beginning balance of accumulated other comprehensive income .................. $ 391,485 $ 545,469 $ 81,996
Other comprehensive iNCome (10SS) ......cocveeeviiiiieiieeciieeieeiee et 74,207 (153,984) 463,473
Clearwater tranSTer...........ccuviiiieciiiciee ettt ere e (84,422) - -
Change in accumulated other comprehensive (loss) income ....................... (10,215) (153,984) 463,473

Ending balance of accumulated other comprehensive income ................ $ 381,270 § 391,485 $ 545,469

The following table shows the components of accumulated other comprehensive income (loss), and the related
deferred income taxes on each component, as of December 31, 2011 and 2010 (in thousands):

2011 2010

Gross:

Unrealized appreciation 0N SECUIIIIES .........c.ccvevvirieieieieieieeiete et eee et eve e eae e v s s ere s nes $ 478,094 $ 491,338

Foreign currency translation adjustments .............ccceeeveruierienienienieeieie e eiee e 123,927 99,844

Benefit plan HaDIIItIES .......cc.ooiiiviiieieiecieee ettt ettt re et v ete e e eveereeeve e (15,759) (7,334)

Total accumulated other comprehensive income, gross of deferred income taxes................. $ 586,262 $ 583,848

Deferred taxes:

Unrealized appreciation 0N SECUTITIES ...........ecveevirieieieieieieeiereereeeeeteereeeeeseese e eseesesseeseesessesnas $ (167,091) §$ (159,986)

Foreign currency translation adjustments .............cccceeieruierieiiesienieec e (43,417) (34,945)

Benefit plan Habilities ......cc.eevveecieeiieeiieeie et eveeseeevee e 5,516 2,568

Total deferred taxes on accumulated other comprehensive income $§ (204,992) $ (192,363)
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The components of comprehensive income for the years ended December 31, 2011, 2010 and 2009 are shown in the

following table (in thousands):

2011 2009
Net (I0SS) INCOME ....vevvieiviviieietiteteeeee ettt ettt ettt s s s s s e eseaeas $ (65,963) 373,336
Other comprehensive income (loss), before tax:
Unrealized net appreciation on securities arising during the period ...................... 316,153 836,090
Reclassification adjustment for realized investment
gains included in NEt INCOME ..........coveviriiiiieieieieeieeeee et (218,435) (124,578)
Foreign currency translation adjustments ............c..cceeeeveerieniiereeeerieneneeieeesieenens 25,122 4,258
Benefit plan labilities .........ceevevierieriiriieieieie ettt (8,425) (2,735)
Other comprehensive income (10ss), before tax .........cocevieierieriniiieeeeee 114,415 713,035
Tax (provision) benefit:
Unrealized net appreciation on securities arising during the period ...................... (110,814) (292,631)
Reclassification adjustment for realized investment
gains included in Nt INCOME ..........ccverviriiiiiiieieieee e 76,452 43,602
Foreign currency translation adjustments ...........c.cceeveeerereeierinerieeeeieesesieeeeeeea (8,794) (1,490)
Benefit plan Habilities ........ccveiieiiiiiiiiecie ettt 2,948 957
Total tax (provision) benefit ...........ccoevevieviiieieieiecece e (40,208) (249,562)
Other comprehensive income (10ss), N€t Of taX .........cceevveveeriireiieieiereeieees 74,207 463,473
Comprehensive INCOME ........cveeeeeierieriierieiieieiesteereetetereere e eseesaensesseeeeens $ 8,244 836,809
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7. Unpaid Losses and Loss Adjustment Expenses

The following table sets forth the activity in the liability for unpaid losses and loss adjustment expenses for the years
ended December 31, 2011, 2010 and 2009 (in thousands):

2011 2010 2009
Gross unpaid losses and loss adjustment
expenses, beginning of YEar ..........ccccvevevvevieiiicieeeieeceeeeeeee e $§ 5809665 $ 5,507,766 $ 5,250,484
Less: Ceded unpaid losses and loss adjustment
expenses, beginning of year ............cccoooieoiiiiiiiieeeee e 952,455 841,486 690,171
Net unpaid losses and loss adjustment
expenses, beginning of YEar ........cccccvevierierieeiieriecieeee e 4,857,210 4,666,280 4,560,313
Add: Net incurred losses and loss adjustment
expenses related to:
CUITENE YEAT ..vveeiiieeiieieeiteeetieeteereesteestreeeaeeseesseesseeessessseesseesssessnens 1,863,733 1,320,651 1,313,319
PriOT YEATS ...eiuviiiiieiieiie ettt ettt s e ebe et e eeaeeeaeebeeaes (51,391) (3,598) (11,323)
Total net incurred losses and loss adjustment
CXPEIISES ..evvevveeeriereeeieeesreeueeeteeeeseeaseeeseesseessseesseeseesseessseenseenseas 1,812,342 1,317,053 1,301,996
Less: Net paid losses and loss adjustment expenses
related to:
CUITENE YEAT ...vvieeeiiieeiiieeeieeeeiee et e eteeesveeeareeestreeeaseeesaeeeaeeesareeens 438,955 184,373 230,610
PLIOT YEATS ..ottt ettt 958,379 988,205 1,024,182
Total net paid losses and loss adjustment
CXPEIISES .vvvveeeereeeerrreeeseeesreeesreeesreeesresassseeessseseassesassseeesseeeanes 1,397,334 1,172,578 1,254,792
Disposition of Clearwater's net unpaid losses
and 10ss adjustment EXPENSES.......ccveerrrerieerieeriierreereerieeraesereeaeenes (484,230) - -
Effects of exchange rate changes .............cccoevevvieiieciecie e (38,039) 46,455 58,763
Net unpaid losses and loss adjustment
expenses, end Of Year ........cccoeviiiiiiiieciccicceee e 4,749,949 4,857,210 4,666,280
Add: Ceded unpaid losses and loss adjustment
expenses, eNd OF YEAr ........ccvevviiiiiiiicicie e 767,651 952,455 841,486
Gross unpaid losses and loss adjustment
expenses, €Nd OF YEAT ......c.cvcivvirririeeieieieeree et $ 5517,600 $ 5,809,665 $ 5,507,766

Estimates of reserves for unpaid losses and loss adjustment expenses, with respect to loss events that have occurred on
or before the balance sheet date, are contingent on many assumptions that may or may not occur in the future. These
assumptions include loss estimates attributable to a variety of loss events, including earthquakes, hurricanes, windstorms
and floods. The eventual outcome of these loss events may be different from the assumptions underlying the Company’s
reserve estimates. When the business environment and loss trends diverge from expected trends, the Company may have to
adjust its reserves accordingly, potentially resulting in adverse or favorable effects to the Company’s financial results. The
Company believes that the recorded estimate represents the best estimate of unpaid losses and loss adjustment expenses
based on the information available as of December 31, 2011. The estimate is reviewed on a quarterly basis and the ultimate
liability may be greater or less than the amounts provided, for which any adjustments will be reflected in the periods in
which they become known.
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As of January 1, 2011, Clearwater was transferred to TIG. Unpaid losses and loss adjustment expenses transferred as
part of this transaction were $484.2 million.

Net incurred losses and loss adjustment expenses related to the current year were $1,863.7 million, $1,320.7 million
and $1,313.3 million for the years ended December 31, 2011, 2010 and 2009, respectively. The increase in incurred losses
and loss adjustment expenses for the years ended December 31, 2011 and 2010 were principally due to increases in
property catastrophe losses. For the years ended December 31, 2011, 2010 and 2009, current year catastrophe events were
$762.5 million, $222.2 million and $131.1 million, respectively. For the year ended December 31, 2011, current year
property catastrophe losses included $398.4 million related to the Japan earthquake, $155.1 million related to the Thailand
flood, $25.9 million related to the February 2011 New Zealand earthquake and $18.2 million related to Hurricane Irene.
For the year ended December 31, 2010, current year property catastrophe losses included $83.3 million related to the Chile
earthquake, $16.8 million related to Windstorm Xynthia and $16.0 million related to the September 2010 New Zealand
earthquake. For the year ended December 31, 2009, current year property catastrophe losses included $53.5 million related
to Windstorm Klaus, $16.2 million related to Windstorm Wolfgang and $10.4 million related to the floods in Turkey.

Net incurred losses and loss adjustment expenses related to prior years decreased $51.4 million, $3.6 million and
$11.3 million for the years ended December 31, 2011, 2010 and 2009, respectively. The decrease in prior years’ incurred
losses and loss adjustment expenses for the year ended December 31, 2011 was attributable to decreased loss estimates due
to loss emergence lower than expectations in the year in each of the Company’s four divisions: the Americas, EuroAsia,
London Market and U.S. Insurance. The decrease in prior years’ incurred losses and loss adjustment expenses for the year
ended December 31, 2010 was attributable to reduced loss estimates due to loss emergence lower than expectations in the
year on business written in the EuroAsia, London Market and U.S. Insurance divisions, partially offset by increased loss
estimates in the Americas division. The decrease in prior years’ incurred losses and loss adjustment expenses for the year
ended December 31, 2009 was attributable to reduced loss estimates due to loss emergence lower than expectations in the
year on business written in the EuroAsia, London Market and U.S. Insurance divisions, partially offset by increased loss
estimates in the Americas division.

Net paid losses and loss adjustment expenses related to the current year were $439.0 million, $184.4 million and
$230.6 million for the years ended December 31, 2011, 2010 and 2009, respectively. The increase in paid losses and loss
adjustment expenses for the year ended December 31, 2011 was principally due to an increase in property catastrophe
losses. For the year ended December 31, 2011, paid losses and loss adjustment expenses related to current year catastrophe
events were $227.3 million compared to $48.9 million for the year ended December 31, 2010.

The effects of exchange rate changes on net unpaid losses and loss adjustment expenses resulted in a decrease of
$38.0 million for the year ended December 31, 2011 and increases of $46.5 million and $58.8 million for the years ended
December 31, 2010 and 2009, respectively. The effects of exchange rate changes were attributable to changes in foreign
currency exchange rates for unpaid losses and loss adjustment expenses in the Americas, EuroAsia and London Market
divisions.

Ceded unpaid losses and loss adjustment expenses were $767.7 million, $952.5 million and $841.5 million as of
December 31, 2011, 2010 and 2009, respectively. The decrease in ceded unpaid losses and loss adjustment expenses for the
year ended December 31, 2011 was principally attributable to a $264.6 million decrease in unpaid reinsurance recoverables
related to the transfer of ownership of Clearwater Insurance Company on January 1, 2011. The increase in ceded unpaid
losses and loss adjustment expenses for the year ended December 31, 2010 was principally attributable to a $72.4 million
increase in unpaid reinsurance recoverables related to non-catastrophe exposure, principally in the London Market and U.S.
Insurance divisions.

The Company uses tabular reserving for workers’ compensation indemnity loss reserves, which are considered to be
fixed and determinable, and discounts such reserves using an interest rate of 3.5%. Workers’ compensation indemnity loss
reserves have been discounted using the Life Table for Total Population: United States, 2004. Reserves reported at the
discounted value were $80.2 million and $116.5 million as of December 31, 2011 and 2010, respectively. The amount of
case reserve discount was $39.1 million and $54.0 million as of December 31, 2011 and 2010, respectively. The amount of
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incurred but not reported reserve discount was $15.0 million and $20.9 million as of December 31, 2011 and 2010,
respectively.

8. Asbestos and Environmental Losses and Loss Adjustment Expenses

As a result of the transfer of ownership of Clearwater to TIG on January 1, 2011, the Company is no longer materially
exposed to asbestos and/or environmental claims and accordingly no longer establishes a specific reserve for such
exposures.

The Company’s reserves for asbestos and environmental-related liabilities displayed below are related to business
written by Clearwater prior to 1986. As of December 31, 2011, the Company has no specific reserve for asbestos and
environmental unpaid losses and loss adjustment expenses. The Company’s asbestos and environmental reserve
development, gross and net of reinsurance, for the years ended December 31, 2010 and 20009 is set forth in the table below
(in thousands):

2010 2009
Asbestos
Gross unpaid losses and loss adjustment expenses, beginning of year .........ccoceeeeveeeeenenene $ 386,735  $ 360,733
Add: Gross incurred losses and 10ss adjustment EXPEenSes ......oeceveeriererierenierenteenieeneeeeneenenenne 73,800 69,384
Less: Gross calendar year paid losses and loss adjustment eXpenses .........c.coceveueeecnnrueneneae 51,136 43,382
Gross unpaid losses and loss adjustment expenses, end of year ......cccceceeeeeeererenenieneene $ 409,399 $ 386,735
Net unpaid losses and loss adjustment expenses, beginning of year ........cceceeeeeveneseseniennne $ 241,572 $ 230,486
Add: Net incurred losses and 10ss adjustment EXPEnSES .......cccoeerererirrerervenisienerereeereseeneenenenee 44,400 39,959
Less: Net calendar year paid losses and loss adjustment eXpenses .......ccoeceeveereeereeereerereenenes 34,191 28,873
Net unpaid losses and loss adjustment expenses, end of year .......ccocevvevveeceeeeeecnennnee. $ 251,781  $ 241,572
Environmental
Gross unpaid losses and loss adjustment expenses, beginning of year ........c.coceeeceeeeneuenencne $ 27,142  $ 34,242
Add: Gross incurred losses and 10ss adjustment EXPENnSES .....eceevveeereeeeereeererieerieereeeeeeeeenes 10,653 863
Less: Gross calendar year paid losses and loss adjustment eXpenses .........cccoeeeevercreercruecnnenes 4,179 7,963
Gross unpaid losses and loss adjustment expenses, end of year .........c.ccccccevvvviccccncnenns $ 33,616 $ 27,142
Net unpaid losses and loss adjustment expenses, beginning of year .........ccccoevveereriereerecnene. $ 23,885 § 29,819
Add: Net incurred losses and 10ss adjustment €XPENSES ....c.ccvevereereeererererereereeseseeseeseeseeeens 8,842 578
Less: Net calendar year paid losses and loss adjustment eXpenses ........c.ceccevereerercrenenrencnnenes 3,784 6,512
Net unpaid losses and loss adjustment expenses, end 0f Year .......ccoceveereeenieineeenieennne $ 28,943 $ 23,885

Net incurred losses and loss adjustment expenses for asbestos claims increased $44.4 million and $40.0 million for the
years ended December 31, 2010 and 2009, respectively. The increases in net incurred losses and loss adjustment expenses
were principally attributable to the annual reviews of claim activity and loss emergence trend information obtained in the
calendar periods from ceding companies and other industry sources. Upon consideration of this new loss emergence
information received in 2010 and 2009, the Company revised its loss development assumptions used in its asbestos loss
reserving analyses, which had the effect of increasing the asbestos loss estimates for these calendar periods.

Net incurred losses and loss adjustment expenses for environmental claims increased $8.8 million and $0.6 million for
the years ended December 31, 2010 and 2009, respectively. The increases in net incurred losses and loss adjustment
expenses for the years ended December 31, 2010 and 2009 were principally attributable to the annual reviews of claim
activity and loss emergence trend information obtained in the calendar year from ceding companies.
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9. Reinsurance and Retrocessions

The Company utilizes reinsurance and retrocessional agreements to reduce and spread the risk of loss on its insurance
and reinsurance business and to limit exposure to multiple claims arising from a single occurrence. The Company is subject
to accumulation risk with respect to catastrophic events involving multiple treaties, facultative certificates and insurance
policies. To protect against these risks, the Company purchases catastrophe excess of loss protection. The retention, the
level of capacity purchased, the geographical scope of the coverage and the costs vary from year to year. In 2011, the
Company purchased catastrophe excess of loss protection for certain non-U.S. exposures as well as various additional
specific protections for its facultative property account in Latin America. Additionally, the Company purchases specific
protections related to the insurance business underwritten by its London Market and U.S. Insurance divisions.

There is a credit risk with respect to reinsurance, which would result in the Company recording a charge to earnings in
the event that such reinsuring companies are unable, at some later date, to meet their obligations under the reinsurance
agreements in force. Reinsurance recoverables are recorded as assets and a reserve for uncollectible reinsurance
recoverables is established based on the Company’s evaluation of each reinsurer’s or retrocessionaire’s ability to meet its
obligations under the agreements. Premiums written and earned are stated net of reinsurance ceded in the consolidated
statements of operations. Direct, reinsurance assumed, reinsurance ceded and net amounts for the years ended
December 31, 2011, 2010 and 2009 follow (in thousands):

Year Ended December 31,
2011 2010 2009
Premiums Written
DIHECE ittt et e be et s e et s ebeeabeenbeenbeenes $ 892,801 $ 758,094 $ 780,467
Add: aSSUMEA .....oveieiiieiiiceiie e 1,527,943 1,409,244 1,414,568
LeSS: CEACA ..ottt e 331,019 313,540 301,222
IN T ettt ettt ettt ettt ettt e et e e st e e et e e et e e abeeenbaeetaeennreas $ 2,089,725 $ 1,853,798 $ 1,893,813
Premiums Earned
DITECE ettt et et et re e rneeea $ 854,934 $ 789,749 $ 741,074
Add: aSSUMEA .....eveieiiieciiie et e 1,480,403 1,411,227 1,472,116
LESS: CEARM .. e 320,632 315,262 285,778
IN T ettt ettt ettt et ettt e e e et e et e e et e e sabeeenbaeetaeennneas $ 2,014,705 $ 1,885,714 $ 1,927,412

The total amount of reinsurance recoverable on paid and unpaid losses as of December 31, 2011 and 2010 was
$0.8 billion and $1.0 billion, respectively. The reserve for uncollectible reinsurance recoverable, which decreased on
January 1, 2011 as a result of the transfer of Clearwater, was $17.5 million and $42.5 million, as of December 31, 2011 and
2010, respectively, and has been netted against reinsurance recoverables on loss payments in the consolidated balance
sheets. The Company has also established a reserve for potentially uncollectible assumed reinsurance balances of $11.2
million and $5.2 million as of December 31, 2011 and 2010, respectively, which has been netted against premiums
receivable.

In accordance with the terms of certain of its reinsurance agreements, the Company has recorded interest expense
associated with its ceded reinsurance agreements of $3.0 million, $3.2 million and $3.7 million for the years ended
December 31, 2011, 2010 and 2009, respectively.

10. Reinsurance Recoverables

The Company’s ten largest reinsurers represent 69.4% of its total reinsurance recoverables as of December 31, 2011.
Amounts due from all other reinsurers are diversified, with no other individual reinsurer representing more than $25.4
million, or 3.0%, of reinsurance recoverables as of December 31, 2011, and the average balance is less than $5.2 million.
The Company held total collateral of $141.9 million as of December 31, 2011, representing 16.7% of total reinsurance
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recoverables. The following table shows the total amount that is recoverable from each of the Company’s ten largest
reinsurers for paid and unpaid losses as of December 31, 2011, the amount of collateral held, and each reinsurer’s
A .M. Best rating (in thousands):

Reinsurance % of A.M. Best

Reinsurer Recoverable Total Collateral Rating
LIOYA'S ettt aan $ 160,180 190 % $ - A
Federal Crop Ins Corporation. . 114,017 13.4 - NR
Alterra Bermuda Ltd......... 57,272 6.8 15,413 A
Everest Re (Bermuda) Ltd... . 49,468 5.8 - A+
Ullico Casualty COMPANY ......coceruerueruereerienierieieieeeeeeeeeseeeeeseeseenes 47,640 5.6 47,640 B+
Brit InsSurance Ltd...........ooooeeoiiioiieciiece e 38,370 4.5 - A
Munich ReinSurance AMETICa......ccuveeveeeveeeeeeeeeeeeeeeeeeeeeeeeeeeenns 33,933 4.0 - A+
Swiss Re America Corporation.........ccoeeereeeeeecenteieieeeeeeeeeeseeeens 32,513 3.8 29,603 A+
Platinum Underwriters Bermuda Ltd...........cccooeeveieiiiecinieeiieeeee 28,433 3.4 - A
Transatlantic Re..........ccveouiivuieiiiecieeeeee ettt 26,621 3.1 - A

Sub-total ...... . 588,447 69.4 92,656
All other ....... . 259,702 30.6 49,214

TOAL ettt nens $ 848,149 100.0 %  $ 141,870

Reinsurance recoverables, which decreased on January 1, 2011 as a result of the transfer of Clearwater, were
$1,002.0 million and collateral was $227.1 million, or 22.7% of the reinsurance recoverable balance, as of December 31,
2010.

Several individual reinsurers are part of the same corporate group. The following table shows the five largest
aggregate amounts that are recoverable from all individual entities that form part of the same corporate group as of
December 31, 2011 and the amount of collateral held from each group (in thousands):

Reinsurance % of

Reinsurer Recoverable Total Collateral
LIoyd's OF LONAON ...vvviiiiieieieieieicieteecietee et $ 160,180 190 % $ -
Federal Crop Ins Corp 114,017 13.4 -
Alterra Holdings... 72,435 8.5 15,413
EVEIEST RE ..ottt et e 50,255 59 -
MUNICH RE..oeeiceeeeeee ettt e e ean 48,123 57 -
SUDLOLAL ..t ettt e 445,010 52.5 15,413
ATLOTNET ettt eas 403,139 47.5 126,457
TOLAL ittt ettt et enae e $ 848,149 1000 % $ 141,870
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The Company is the beneficiary of letters of credit, cash and other forms of collateral to secure certain amounts due
from its reinsurers. The total amount of collateral held by the Company as of December 31, 2011 is $141.9 million, which
represents 16.7% of the total amount of reinsurance recoverables, comprised of the following forms of collateral (in
thousands):

% of
Form of Collateral Collateral Recoverables
$ 34,851 41 %
26,053 3.1
80,966 9.5
$ 141,870 16.7 %

Each reinsurance contract between the Company and the reinsurer describes the losses which are covered under the
contract and terms upon which payments are to be made. The Company generally has the ability to utilize collateral to settle
unpaid balances due under its reinsurance contracts when it determines that the reinsurer has not met its contractual
obligations. Letters of credit are for the sole benefit of the Company to support the obligations of the reinsurer, providing
the Company with the unconditional ability, in its sole discretion, to draw upon the letters of credit in support of any unpaid
amounts due under the relevant contracts. Cash and investments supporting funds withheld from reinsurers are included in
the Company’s invested assets. Funds withheld from reinsurers are typically used to automatically offset payments due to
the Company in accordance with the terms of the relevant reinsurance contracts. Amounts held under trust agreements are
typically comprised of cash and investment grade fixed income securities and are not included in the Company’s invested
assets. The ability of the Company to draw upon funds held under trust agreements to satisfy any unpaid amounts due under
the relevant reinsurance contracts is typically unconditional and at the sole discretion of the Company.

11. Debt Obligations, Common Shares and Preferred Shares

Debt Obligations

The components of the Company’s debt obligations as of December 31, 2011 and 2010 were as follows (in
thousands):

December 31, December 31,
2011 2010
7.65% Senior Notes due 2013 ..ot $ 181,929 $ 223,294
6.875% Senior Notes due 2015 ......ocvieiiiieiieiieieeeeee et e 124,117 123,854
Series A Floating Rate Senior Debentures due 2021 .......cccoeovevieriiininininieieneene 50,000 50,000
Series B Floating Rate Senior Debentures due 2016 .........cceovevvevereneienininieieene, 50,000 50,000
Series C Floating Rate Senior Debentures due 2021 .........ccooceviieiiieiiiienieeieieeeeene 40,000 40,000
Total debt ODLIALIONS ....c.eveviiviieiieiiieeeeiee ettt b e $ 446,046 $ 487,148

On November 28, 2006, the Company completed the private sale of $40.0 million aggregate principal amount of
floating rate senior debentures, Series C, due December 15, 2021 (the “Series C Notes™). Interest on the Series C Notes
accrues at a rate per annum equal to the three-month London Interbank Offer Rate (“LIBOR?”), reset quarterly, plus 2.50%,
and is payable quarterly in arrears on March 15, June 15, September 15 and December 15 of each year. The Company has
the option to redeem the Series C Notes at par, plus accrued and unpaid interest, in whole or in part on any interest payment
date on or after December 15, 2011. For the years ended December 31, 2011 and 2010, the average annual interest rate on
the Series C Notes was 2.81% and 2.84%, respectively.
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On February 22, 2006, the Company issued $100.0 million aggregate principal amount of floating rate senior
debentures, pursuant to a private placement. The net proceeds from the offering, after fees and expenses, were
$99.3 million. The debentures were sold in two tranches: $50.0 million of Series A, due March 15, 2021 (the “Series A
Notes”), and $50.0 million of Series B, due March 15, 2016 (the “Series B Notes™). Interest on each series of debentures is
due quarterly in arrears on March 15, June 15, September 15 and December 15 of each year. The interest rate on each series
of debentures is equal to the three-month LIBOR, reset quarterly, plus 2.20%. The Series A Notes are callable by the
Company on any interest payment date on or after March 15, 2011 at their par value, plus accrued and unpaid interest, and
the Series B Notes are callable by the Company on any interest payment date on or after March 15, 2009 at their par value,
plus accrued and unpaid interest. For the years ended December 31, 2011 and 2010, the average annual interest rate on each
series of notes was 2.51% and 2.54%, respectively.

During the second quarter of 2005, the Company issued $125.0 million aggregate principal amount of senior notes due
May 1, 2015. The issue was sold at a discount of $0.8 million, which is being amortized over the life of the notes. Interest
accrues on the senior notes at a fixed rate of 6.875% per annum, which is due semi-annually on May 1 and November 1.

During the fourth quarter of 2003, the Company issued $225.0 million aggregate principal amount of senior notes due
November 1, 2013 (the “2013 Notes”). The issue was sold at a discount of $0.4 million, which is being amortized over the
life of the notes. Interest accrues on the senior notes at a fixed rate of 7.65% per annum, which is due semi-annually on
May 1 and November 1.

During the second quarter of 2011, the Company recognized a $6.1 million loss on the extinguishment of long term
debt. The $6.1 million loss was on the early extinguishment of a portion of the Company’s 2013 Notes. On June 6, 2011,
the Company received proceeds from Fairfax in the amount of $47.8 million to reduce the principal amount of the 2013
Notes by $42.2 million. A portion of the proceeds was also used to write-off the pro-rata portion of the unamortized
issuance and discount costs of $0.5 million.

As of December 31, 2011, the aggregate maturities of the Company’s debt obligations, at face value, were as follows
(in thousands):

December 31,

Year 2011

2003 ettt ettt ettt ettt ettt a st ettt a et et et et e At et et et e ae st et aene st et et et et e re s et et tean et eretetens $ 182,827

2005 ettt ettt ettt ettt a et ettt e et et ettt Rt ettt eat et et et en et et et et et ene s et et tenn et erenetens 125,000

20T 6.t e e e e e e —eeee——eeea——eeea——eeea——ee e —te e e ——eea——eeaateeeaabteeentrteearreeearraeans 50,000

10 TSP RTOO PR 90,000
101721 OO $ 447,827

As of December 31, 2011 and 2010, the amortized cost of the Company’s debt obligations was $446.0 million and
$487.1 million respectively, as reflected in the respective consolidated balance sheets. As of December 31, 2011 and 2010,
the estimated fair value of the Company’s debt obligations was $455.5 million and $515.9 million, respectively. The
estimated fair value is based on quoted market prices of the Company’s debt, where available, and for debt similar to the
Company’s, and discounted cash flow calculations.

On July 13, 2007, the Company entered into a $200.0 million credit facility (the “Credit Agreement”) with Wachovia
Bank National Association (“Wachovia”), KeyBank National Association and a syndicate of lenders. The original Credit
Agreement provided for a five-year credit facility of $200.0 million, $100.0 million of which was available for direct,
unsecured borrowings by the Company, and all of which was available for the issuance of secured letters of credit to
support the Company’s insurance and reinsurance business. As of June 17, 2009, the Credit Agreement was amended to
explicitly permit the Company to pledge collateral to secure its obligations under swap agreements, subject to certain
financial limitations, in the event that such collateral is required by the counterparty or counterparties. As of February 24,
2010, the Credit Agreement was amended (i) to reduce the size of the facility to $100.0 million, removing the unsecured
$100.0 million tranche, (ii) to remove the previous limitation on dividends and other “restricted payments” that the
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Company may pay to its shareholders and (iii) amend certain of the covenants and default provisions, the minimum ratings
requirement, and the pricing of the credit facility.

The amended Credit Agreement contains an option that permits the Company to request an increase in the aggregate
amount of the facility by an amount up to $50.0 million, to a maximum facility size of $150.0 million. Following such a
request, each lender has the right, but not the obligation, to commit to all or a portion of the proposed increase. As of
December 31, 2011 and 2010, there was $34.3 million and $33.8 million, respectively, outstanding under the Credit
Agreement, all of which was in support of secured letters of credit.

In December 2008, the Company entered into interest rate swaps, with an aggregate notional value of $140.0 million,
to protect it from adverse movements in interest rates. Under these swap contracts, the Company receives a floating interest
rate of three-month LIBOR and pays a fixed interest rate of 2.49% on the $140.0 million notional value of the contracts, for
a five-year period ending in December 2013.

Common Shares

On December 21, 2010, the Company filed a certificate of amendment to its amended and restated certificate of
incorporation with the State of Delaware. The certificate of amendment, which was approved by the Company’s
shareholders and Board of Directors, reduced the number of authorized shares of capital stock of the Company to 1,260,000
shares, consisting of 60,000 shares of common stock, par value $10.00 per share, and 1,200,000 shares of preferred stock,
par value $0.01 per share. Prior to the filing of the certificate of amendment, the Company’s authorized capital stock
consisted of 700,000,000 shares (500,000,000 shares of common stock, par value $0.01 per share, and 200,000,000 shares
of preferred stock, par value $0.01 per share). Upon the effectiveness of the certificate of amendment, the Company
effected a 1 for 1,000 share reverse stock split of its common shares, such that each 1,000 shares of the Company’s old
common stock, par value $0.01 per share, automatically were combined and reclassified into one (1) share of the
Company’s new common stock, par value $10.00 per share.

On January 1, 2011, the Company transferred ownership of Clearwater to TIG, in exchange for 5,921 common shares
of the Company held by TIG. The 5,921 common shares reacquired by the Company from TIG were subsequently retired
(see Note 1).

The Company’s Board of Directors authorized a share repurchase program whereby the Company was authorized to
repurchase shares of its then publicly held common stock on the open market from time to time through December 31,
2009, up to an aggregate repurchase price of $600.0 million. Shares repurchased under the program were retired. During the
year ended December 31, 2009, the Company repurchased and retired 1,789,100 shares of its common stock, at a cost of
$72.6 million, an average repurchase price of $40.56 per share. From the inception of the program through October 21,
2009, the Company repurchased and retired 13,906,845 shares of its common stock at a total cost of $518.4 million.

The Company did not declare or pay any common stock dividends during the years ended December 31, 2011 and
2010. In each of the first three quarters of 2009, the Company paid a dividend of $0.075 per common share, resulting in an
aggregate annual dividend of $0.225 per common share, totaling $13.4 million. The dividends were paid on March 31,
2009, June 30, 2009 and September 30, 2009. No common stock dividend was declared or paid during the fourth quarter of
20009.
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Preferred Shares

The Company’s 8.125% Series A preferred shares (253,599 shares outstanding) have a liquidation preference of
$25.00 per share and are redeemable at $25.00 per share at the Company’s option, in whole, or in part from time to time, on
or after October 20, 2010. Dividends on the Company’s floating rate Series B preferred shares (70,000 shares outstanding)
are payable at an annual rate equal to 3.25% above the three-month LIBOR on the applicable quarterly determination date.
The Series B preferred shares have a liquidation preference of $25.00 per share and are redeemable at the Company’s
option, in whole or in part from time to time, at the redemption prices below (in thousands, except per share amounts):

Redemption Price

Period Per Share In Aggregate
October 20, 2010 through October 19, 2011 .....cocoovvieieieieeeeeeeee s $ 25.375 $ 1,776
October 20, 2011 through October 19, 2012 .......ccovoieieieeeeeeeeeee s 25.250 1,768
October 20, 2012 through October 19, 2013 .......cooiiiieieeeeeeeee s 25.125 1,759
October 20, 2013 and thereafter ..........c.cooviveviiieiirieieeceeeeeeceee et 25.000 1,750

On October 20, 2010, the Company redeemed for cash all of the issued and outstanding shares of its Series A and
Series B preferred stock not owned by affiliates, at a per share redemption price of $25.00 and $25.375, respectively. The
total redemption cost of the Series A and Series B preferred shares for the year ended December 31, 2010 was $43.6 million
and $27.0 million, respectively. As a result of the redemption of the Series A and B preferred shares, the Company
recorded a loss of $2.2 million during 2010, which amount was reflected in the Company’s retained earnings and included
in net income available to common shareholders.

Dividends on each series of preferred shares are deferrable on a non-cumulative basis, provided that no dividends or
other distributions have been declared or paid or set apart for payment on any other class or series of the Company’s capital
shares ranking junior to or equal with the preferred shares. Dividends on Series A and Series B preferred shares will each
be payable when, as and if declared by the Company’s Board of Directors, quarterly in arrears on the 20th day of January,
April, July, and October of each year. Deferred dividends on either series will not accrue interest prior to the date of
redemption. On December 12, 2011, the Company’s Board of Directors declared quarterly dividends of $0.5078125 per
share on the Company’s 8.125% Series A preferred shares and $0.2211912 per share on the Company’s floating rate
Series B preferred shares. The total dividends of $0.3 million were paid on January 20, 2012 to Series A and Series B
preferred shareholders of record on December 31, 2011.

During the years ended December 31, 2010 and 2009, ORC purchased 33,700 and, 704,737 shares, respectively, of
the Company’s Series B preferred shares, with a liquidation preference of $0.8 million, and $17.2 million, respectively,
with a purchase price of $0.8 million, and $9.2 million, respectively. As a result of the purchase of the Series B preferred
shares, the Company recorded gain of less than $0.1 million for the year ended December 31, 2010 and $8.0 million for the
year ended December 31, 2009, which amount was reflected in the Company’s retained earnings and included in net
income available to common shareholders.

As of December 31, 2011, a subsidiary of Fairfax owned 253,599 shares and 70,000 shares of the Company’s Series A
and Series B preferred stock, respectively, and ORC owned 866,437 shares of the Company’s Series B preferred stock.
The shares owned by ORC have been eliminated in these consolidated financial statements.

12. Segment Reporting

The Company’s operations are managed through four operating divisions: Americas, EuroAsia, London Market and
U.S. Insurance. The Americas division is comprised of the Company’s reinsurance operations in the United States, Canada
and Latin America, and writes property and casualty reinsurance business on a treaty and facultative basis. The EuroAsia
division writes treaty reinsurance business. The London Market division operates through three distribution channels:
Newline Syndicate (1218) at Lloyd’s and NICL, which focus on casualty insurance, and the London branch of ORC, which
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focuses on worldwide property and casualty reinsurance. The U.S. Insurance division writes specialty insurance lines and
classes of business, such as medical professional liability, professional liability, crop and commercial automobile.

The financial results of these divisions for the years ended December 31, 2011, 2010 and 2009 are as follows (in
thousands):

London U.S.

Year Ended December 31, 2011 Americas EuroAsia Market Insurance Total
Gross premiums written $ 792,715 $ 607,402 $ 360,374 $ 660,253 $ 2,420,744
Net premiums written 783,206 585,950 304,147 416,422 2,089,725
Net premiums earned $ 754,428 $ 565,730 $ 301,519 $ 393,028 $ 2,014,705
Losses and loss adjustment expenses . 462,014 829,806 220,591 299,931 1,812,342
Acquisition costs and other underwriting

expenses 230,998 138,141 74,512 97,881 541,532
Total underwriting deductions ... 693,012 967,947 295,103 397,812 2,353,874

Underwriting income (loss) . $ 61,416 $ (402,217) $ 6,416 $ (4,784) (339,169)
Net investment income 284,161
Net realized investment Gains ........cccoveeeeevereeeeerereeeeeneneenes 65,772
Other expense, net (62,734)
Interest expense (28,924)
Loss on early extinguishment of debt..............cccccccceeeeee (6,121)

Loss before income taxes $ (87,015)
Underwriting ratios:

Losses and loss adjustment eXpenses ........cc.cooceueenns 612 % 146.7 % 732 % 763 % 90.0 %

Acquisition costs and other underwriting

expenses 30.7 24.4 24.7 24.9 26.8
Combined ratio 919 % 171.1 % 979 % 101.2 % 116.8 %
London U.S.

Year Ended December 31, 2010 Americas EuroAsia Market Insurance Total
Gross premiums written $ 747,382 $ 538,614 $ 339,039 $ 542,303 $ 2,167,338
Net premiums written 724,840 518,869 288,188 321,901 1,853,798
Net premiums earned $ 726,978 $ 520,282 $ 292,952 $ 345,502 $ 1,885,714
Losses and loss adjustment eXpenses ...........c.ccccoceucueee 581,057 348,084 178,991 208,921 1,317,053
Acquisition costs and other underwriting

expenses 228,713 131,819 78,033 102,883 541,448
Total underwriting deductions ... 809,770 479,903 257,024 311,804 1,858,501

Underwriting (loss) income $ (82,792) $ 40,379 $ 35,928 $ 33,698 27,213
Net investment income 327,875
Net realized investment ains .......c.coceeveeceeeeenereneeennne. 170,349
Other expense, net (63,591)
Interest expense (30,464)

Income before iINCOME taXES ....oovvveeveeeveeereeereeereeeeeneens $ 431,382
Underwriting ratios:

Losses and loss adjustment eXpenses .........coooveeeeeens 799 % 669 % 61.1 % 60.5 % 69.8 %

Acquisition costs and other underwriting

expenses 31.5 25.3 26.6 29.8 28.8
Combined ratio 111.4 % 922 % 87.7 % 90.3 % 98.6 %
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Year Ended December 31, 2009
Gross premiums written

Net premiums written
Net premiums earned
Losses and loss adjustment eXpenses ...........cccecececuenee
Acquisition costs and other underwriting
expenses
Total underwriting deductions ....
Underwriting (loss) income

Net investment income
Net realized investment ains ......c.cceceeereeeeenereeencreenes
Other expense, net
Interest expense

Income before income taxes ..........ccooeevvveveiiciiciecicicnnns

Underwriting ratios:
Losses and loss adjustment eXpenses .........c.cocecccecuee.
Acquisition costs and other underwriting
expenses
Combined ratio

United States ...

Latin AMETiCa ......ccovveeeveeeeieeecrie e
Canada ........oooveeeeiieeeieeeeee e

Total AMETiCAS .....cocvvveeeeeeeiieeiieeeieeeieeeans
EUrOASIA ..oooovvvieiieceeeceeeeece e
London Market .........ccccoeveeeeveeiieeeineeeereeennen.

U.S. Insurance ....

London U.S.
Americas EuroAsia Market Insurance Total

$ 745,936 $ 559,165 $ 342,925 $ 547,009 $ 2,195,035

731,228 532,981 254,462 375,142 1,893,813

$ 775,000 $ 542,777 $ 251,596 $ 358,039 $ 1,927,412

548,686 392,709 140,807 219,794 1,301,996

245,903 135,777 71,590 107,677 560,947

794,589 528,486 212,397 327,471 1,862,943

$ (19,589) $ 14,291 $ 39,199 $ 30,568 64,469

316,329

189,088

(44,416)

(31,040)

$ 494,430
70.8 % 724 % 56.0 % 614 % 67.6 %

31.7 25.0 28.4 30.1 29.1
102.5 % 974 % 844 % 91.5 % 96.7 %

Gross Premiums Written by Major Unit/Division
(in thousands)
Years Ended December 31,
2011 2010 2009

601,976 $ 561,048 561,773
............................................... 123,144 129,280 146,163
............................................... 67,595 57,054 38,000
................................................ 792,715 747,382 745,936
............................................... 607,402 538,614 559,165
............................................... 360,374 339,039 342,925
660,253 542,303 547,009
................................................ 2,420,744 $ 2,167,338 2,195,035

Total gross premiums written ................
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Gross Premiums Written by Type of Business/Business Unit

(in thousands)
Years Ended December 31,

2011 2010 2009
Americas
Property €XCess OF 1OSS ....cuiiviriiriiieiieieticieieeeeete ettt $ 272,367 $ 210,332 $ 157,690
Property proportional ...........c.cceecveriereerienesieie st se e ee e 133,069 128,717 97,925
Property fACUItAtiVE .......c.eovieieiiriieiee e 29,232 22,285 21,810
SUDLOLA] PIOPEILY ..ovvivieeriiieiieieeeeieeeeee sttt s 434,668 361,334 277,425
Casualty €XCeSS O LOSS ....verviruieieriiriieieriiriere ettt 159,976 173,546 203,448
Casualty proportional ............ccecverueeierienieneneeie e 55,356 89,385 134,389
Casualty fACUITAtIVE .....ceevieirieieiieeee e 41,527 49,400 57,131
Subtotal CASUAILY ......eouiieiieieieieieeeeee s 256,859 312,331 394,968
Maring and AETOSPACE ......eeverveeeerierreeierrestreiesteeeessesseessessesseessessesssenss 26,860 21,275 23,865
Surety and Credit .....oecverieieriieieieieee e 51,824 52,442 49,678
OLhET TINES ..ttt e e eaae e eenaeeseraeeenns 22,504 - -
Total AMETICAS ...ocuviieiiieiieii ettt ettt ettt et sre e e 792,715 747,382 745,936
EuroAsia
Property €XcCess Of LOSS .....ovvirieriiriiieniirieie et 232,237 192,871 193,428
Property proportional .............coeecuererienieniniene et 183,728 175,018 183,388
Property facultative .........coccoceevieririiieniece e 35 4) 14
SUBLOtAl PrOPEILY ..o.veueeeeeiieeeieieiiei ettt 416,000 367,885 376,830
Casualty €XCeSS O LOSS ...uvevvirieieriieieierieiere ettt ens 62,764 60,376 67,604
Casualty proportional ...........cceecvereecierieeeenieeeeiesieeie e eee e eee e eeeeaeseeas 25,927 26,598 28,061
Subtotal CASUALLY ....cveeveiieiieieiieiee e 88,691 86,974 95,665
Maring and QETOSPACE .......eeverveerierierierieriestietesteetestesseeseessesseensessesssenses 48,192 39,327 44,285
Surety and Credit ..o..oovereiierierieieieeeeee e 54,519 44,428 42,385
Total EUTOASIA ....ooeieevieieiie ettt e 607,402 538,614 559,165
London Market
Property €Xcess OF LOSS ...covviiriiiiiieiieeiesie ettt 79,009 76,412 63,813
Property proportional ............ccceeirerierieieiieeeeeee e 905 907 867
SUDLOLA] PIOPEILY ..ovviveeeieiieiieieee ettt ettt see e s enseneeeee 79,914 77,319 64,680
Casualty €XCeSS O LOSS ..uvervirierierieeieierieierie ettt ens 8,146 5,908 5,321
Casualty proportional ...........cceeceevueerierienienenieie sttt (87) 661 3,550
Subtotal CASUALLY ....c.eeveiieiieieiieiee et 8,059 6,569 8,871
Maring and QETOSPACE .......eeververrrerienieeieriestietesteeeestesseeseensesreenseseeennenees 39,853 39,360 35,916
TOtal TEINSUIAINCE .....vveieeviieeniieeerieeeieeeeeeeeere e ettt eeereeeeaeeeeareeeeaveeeeareeennns 127,826 123,248 109,467
Liability HNES ..ocveeeeieeieiieieeieieeeie ettt 229,101 209,536 227,844
(@111 USSR 3,447 6,255 5,614
TOtal INSUTAINCE ....ovveeieeieiieeeeeee ettt e e e e eae e e eaaeesane e 232,548 215,791 233,458
Total London Market .........c...ooovviiiiiiiiiiiieiceeeeeee e 360,374 339,039 342,925
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Gross Premiums Written by Type of Business/Business Unit

(in thousands)
Years Ended December 31,

2011 2010 2009

U.S. Insurance
Property and package ..........coceveeriiiiieniinieieeee e 210,339 158,779 135,047
Professional Hability ........cccccveeverieecieiieniieieie et 150,316 121,438 119,918
Specialty Hability ........cceevirierierieierieeeeie sttt s 129,545 110,044 113,938
Medical professional lHability ..........cccceeeeerieeriieriieieeeeeee e 91,691 88,560 96,957
Commercial automobile ..........ccc.coovviiiiiiiiiiiieieccceeeee e 71,188 55,519 65,594
Personal automobile .........ocovviiiiiiiiiiiiiieee e 7,174 7,963 15,555
Total U.S. INSUTANCE ....ocoeeeveeieieeiieeie et 660,253 542,303 547,009
Total gross premiums WItteN ...........ccceeveevirveveerieeeeierieeeeereere s $ 2,420,744 $ 2,167,338 $ 2,195,035

The Company does not maintain separate balance sheet data for each of its operating segments. Accordingly, the
Company does not review and evaluate the financial results of its operating segments based upon balance sheet data.

13. Federal and Foreign Income Taxes

The components of the federal and foreign income tax provision (benefit) included in the consolidated statements of
operations for the years ended December 31, 2011, 2010 and 2009 are as follows (in thousands):

2011 2010 2009
Current:
UNIEEA STATES vttt ettt $ 17,509 $ 31,870 $ 77,7175
FOT@IZN .oiniiiiiieiieceee ettt ettt st ae e e seeeeaaenes 67,432 83,365 75,475
Total current inCOME taX PrOVISION ......eeveruieruieniienieeiieiieneesieenieeieeienee 84,941 115,235 153,250
Deferred:
UNIEA STALES .oveeeieieieieeie ettt sttt ae e sae e eas (104,650) (18,301) (1,232)
FOT@IZI .oviiiiiiiciiieete ettt ettt ettt enens s ene (1,343) 1,173 (30,924)
Total deferred income tax benefit..........ccccveevveieviienciieciiecieceeceeee (105,993) (17,128) (32,156)
Total federal and foreign income tax (benefit) provision ................... $ (21,052) $ 98,107 $ 121,094
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Deferred federal and foreign income taxes reflect the tax impact of temporary differences between the amount of
assets and liabilities for financial reporting purposes and such amounts as measured by tax laws and regulations.
Components of federal and foreign income tax assets and liabilities as of December 31, 2011 and 2010 are as follows (in
thousands):

2011 2010

Unpaid losses and 10ss adjustment eXPEenses ..........coeeereeerereerieeseneneeeseeneeneeeesseeeeseeneas $ 154,362 $ 157,835
UNEAINEA PIEIMILITIS ....vvevveviitietienieteeteettentestestesteeseessensestesseessesesseesesssensessessesseensessessesseenes 39,226 34,593
Reserve for potentially uncollectible balances ...........occevevererienieninenieienenerceeeee 6,061 12,238
Pension and DENefit ACCTUALS .......ocuvviiiieiiieceeceee et eeaaee e 15,000 11,790
TNVESTIMENES ...ovviiiiiiiie et ettt e eeatr e e e eetaae e e e taaaeeeetreeeeeettraeeeenrrens 206,326 121,381
Alternative minimum taX CIEAIt........c.eevviiiirieiiieeeirie ettt et e eeteeeeeeeeereeeetee e et e eeteeeeveeeeareeas 10,064 2,383
FOTEi@n taX CIEAIL ...veveivieeieiieie sttt sttt sttt et saeaesbesbesseeseensenseens 115,843 118,889
ONET ettt ettt ettt e e e bt ekt eeteeeaeeetbeetbeeaaeetbeetbeeabeetbeenbeenbeenreereans 387 4,072

Total dEfEITEA tAX ASSELS ....eiiveiieeiiiiceie ittt ettt ettt e e eae e eeae e e saaeesaaessneeesrneeans 547,269 463,181
Deferred acqUISItION COSES ....evviririerieriirieieriesteetetestesteeteeetesestesseessessessesseeseensensesseaseensens 44,226 39,015
Foreign deferred 1teIMS .........ooviiirieieieieeee ettt e 35,028 36,371
Subsidiary net OPerating LoSS.......uevueruereeierierieriieteetet ettt et ete e eree e esessesreeseesseseseeeseas 33,604 -

Total deferred tax HADIIITIES .........ocvviiiiueiieiiieciee ettt eeaees 112,858 75,386

Net defeITEd tAX ASSELS ..oiivvviiieiiiiiee ettt et e e e et e e e e eaae e e e s esteeeseenraeeessnaeeeas 434,411 387,795
Deferred income taxes on accumulated other comprehensive inCome ...........ccceevervveeeenenee. (204,990) (192,365)
Deferred federal and foreign inCoOmMe tax aSSEL ........cceverreeierierierienieienieneseeeeie e eeeeneenees 229,421 195,430
Current federal and foreign inCOME taX @SSEL ........ccveerviecieerieeriieieeieerteeieetee e eeeeseeeseeneeas 2,103 29,581
Federal and foreign income taxes reCeivable ..........cocevveriririeiienenceieeeeee e $ 231,524 $ 225,011

The following table reconciles federal and foreign income taxes at the statutory federal income tax rate to the
Company’s tax provision and effective tax rate for the years ended December 31, 2011, 2010 and 2009 (in thousands):

2011 2010 2009
% of % of % of
Pre-tax Pre-tax Pre-tax
Amount Income Amount Income Amount Income
(Loss) income before income taxes ...... $ (87,015) $ 431,382 $ 494,430

Income tax (benefit) provision
computed at the U.S. statutory
tax rate on (loss) income ............... $ (30,455) 350 % $ 150,984 350 % $ 173,051 350 %
(Decrease) increase in income
taxes resulting from:

Dividend received deduction ........ (3,673) 4.2 (6,036) (1.4) (8,622) 1.7)
Tax-exempt iNCOME .........ccceuueeee. (29,402) 33.8 (37,649) (8.7) (38,010) (7.7)
Foreign tax expense.........c.ceceeennee 41,394 (47.6) - - - -
Other, net ......cceveveveieicrcicicieeees 1,084 (1.2) (9,192) (2.2) (5,325) (1.1)
Total federal and foreign
income tax provision .......... $ (21,052) 242 % § 98,107 227 % $ 121,094 24.5 %

Domestic pre-tax income was $286.5 million, $298.0 million and $289.5 million for the years ended December 31,
2011, 2010 and 2009, respectively. Foreign pre-tax (loss) income was $(373.5) million, $133.4 million and $204.9 million
for the years ended December 31, 2011, 2010 and 2009, respectively.
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The Company has elected to expense foreign taxes in its federal tax return for the year ended December 31, 2011. For
the years ended December 31, 2010 and December 31, 2009, the Company elected to credit foreign taxes. The Company’s
foreign tax expense for the year ended December 31, 2011 is net of an $11.1 million benefit generated by the application of
the United Kingdom group relief regime.

During the third quarter of 2006, Fairfax reduced its ownership of the Company to below 80%, and as a result, the
Company was deconsolidated from the United States tax group of Fairfax. Accordingly, the Company filed separate
company tax returns for the period August 2, 2006 to October 20, 2009. As a result of the Merger (see Note 1), effective
October 21, 2009, the Company rejoined the United States tax group of Fairfax. The Merger had no effect on the
Company’s tax position. The Company paid federal and foreign income taxes of $51.3 million, $179.5 million and
$355.9 million for the years ended December 31, 2011, 2010 and 2009, respectively. As of December 31, 2011, the
Company had a current tax receivable of $2.1 million, which reflects $5.3 million receivable from Fairfax and a net payable
of $3.2 million to various foreign governments. As of December 31, 2010, the Company had a current tax receivable of
$29.6 million, which reflects $53.5 million receivable from Fairfax and a net payable of $23.9 million to the U.S. federal
government and various foreign governments.

The Company files income tax returns with various federal, state and foreign jurisdictions. The Company’s
U.S. federal income tax returns for 2009 through 2010 remain open for examination. The Internal Revenue Service
completed their audit of the Company’s 2007 through 2008 tax returns in 2011 and will commence their audit of the
Company’s 2009 and 2010 tax returns during 2012. There were no material adjustments proposed under the recently
completed audit cycle. Income tax returns filed with various state and foreign jurisdictions remain open to examination in
accordance with individual statutes.

The Company has elected to recognize accrued interest and penalties associated with uncertain tax positions as part of
the income tax provision. The Company does not have any material unrecognized tax benefits and, accordingly, has not
recognized any accrued interest or penalties associated with uncertain tax positions.

14. Commitments and Contingencies
(a) Contingencies

Plumbers & Pipefitters Union v. Fairfax Financial Holdings Limited, Odyssey Re Holdings Corp., et al. This
securities class action was filed on July 25, 2011 as a replacement of the Parks suit (dismissed on May 24, 2011) in an
effort to cure the jurisdictional problems that led to the Parks dismissal. As with Parks, the matter was filed in the U.S.
District Court, Southern District of New York. Several of Fairfax’s officers and directors, including some who are current
or former directors of the Company, were also named as defendants in the suit. The suit, which purports to be filed on
behalf of purchasers of Fairfax's securities between and including May 21, 2003 and March 22, 2006, alleges that Fairfax
and the Company violated federal securities laws by making material misstatements or failing to disclose certain material
information. A Motion to Dismiss all claims was filed in December of 2011, and plaintiff’s response is due in February of
2012. OdysseyRe denies the allegations of the complaint and intends to continue to vigorously defend against these claims.

Fairfax Financial Holdings Limited v. S.A.C. Capital Mgt., et al. — This suit was filed by Fairfax in July 2006 in the
Superior Court, Morris County, New Jersey, seeking damages from a number of defendants who, the complaint alleges,
participated in a stock market manipulation scheme involving Fairfax shares. The complaint was subsequently amended to
add additional allegations and two defendants. The Company was not originally a party to the suit. On January 25, 2008,
two named defendants filed an answer and amended counterclaim, seeking unspecified damages, and naming OdysseyRe as
a third party defendant. Defendants alleged, among other things, that the Company engaged in a fraudulent tax scheme as
part of a broad conspiracy by Fairfax to retaliate against short sellers of Fairfax securities. As a result of motion practice
during the course of 2008, on September 8, 2008, the defendants filed an amended counterclaim and third-party complaint
that again named the Company and certain directors as defendants. In July 2011, the third-party claims against the
Company were voluntarily dismissed without prejudice by those defendants, and no claims remain against the Company.

60



ODYSSEY RE HOLDINGS CORP.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

The Company participates in Lloyd’s through its 100% ownership of Newline Syndicate (1218), for which the
Company provides 100% of the capacity. The results of Newline Syndicate (1218) are consolidated in the financial
statements of the Company. In support of Newline Syndicate (1218)’s capacity at Lloyd’s, the Company has pledged
securities and cash with a fair value of $316.7 million as of December 31, 2011 in a deposit trust account in favor of the
Society and Council of Lloyd’s. The securities may be substituted with other securities at the discretion of the Company,
subject to approval by Lloyd’s. The securities are carried at fair value and are included in investments and cash in the
Company’s consolidated balance sheets. Interest earned on the securities is included in investment income. The pledge of
assets in support of Newline Syndicate (1218) provides the Company with the ability to participate in writing business
through Lloyd’s, which remains an important part of the Company’s business. The pledged assets effectively secure the
contingent obligations of Newline Syndicate (1218) should it not meet its obligations. The Company’s contingent liability
to the Society and Council of Lloyd’s is limited to the aggregate amount of the pledged assets. The Company has the ability
to remove funds at Lloyd’s annually, subject to certain minimum amounts required to support outstanding liabilities as
determined under risk-based capital models and approved by Lloyd’s. The funds used to support outstanding liabilities are
adjusted annually and the obligations of the Company to support these liabilities will continue until they are settled or the
liabilities are reinsured by a third party approved by Lloyd’s. The Company expects to continue to actively operate Newline
Syndicate (1218) and support its requirements at Lloyd’s. The Company believes that Newline Syndicate (1218) maintains
sufficient liquidity and financial resources to support its ultimate liabilities and the Company does not anticipate that the
pledged assets will be utilized.

As of July 14, 2000, ORC agreed to guarantee the performance of all the insurance and reinsurance contract
obligations, whether incurred before or after the agreement, of Compagnie Transcontinentale de Réassurance (“CTR”), a
subsidiary of Fairfax, in the event CTR became insolvent and CTR was not otherwise indemnified under its guarantee
agreement with a Fairfax affiliate. The guarantee, which was entered into while ORC and CTR were each 100% owned by
Fairfax, was provided by ORC to facilitate the transfer of renewal rights to CTR’s business, together with certain CTR
employees, to ORC in 2000 in order to further expand the Company’s international reinsurance business. The guarantee
was terminated effective December 31, 2001. There were no amounts received from CTR under the guarantee, and the
Company did not provide any direct consideration for the renewal rights to the business of CTR. CTR was dissolved and its
assets and liabilities were assumed by subsidiaries of Fairfax that have the responsibility for the run-off of its liabilities.
Although CTR’s liabilities were assumed by Fairfax subsidiaries, the guarantee only pertains to those liabilities attaching to
the policies written by CTR. Fairfax has agreed to indemnify ORC for all its obligations incurred under its guarantee. The
Company’s potential exposure in connection with this agreement stems from CTR’s remaining gross reserves, which are
estimated to be $76.8 million as of December 31, 2011. The Company believes that the financial resources of the Fairfax
subsidiaries that have assumed CTR’s liabilities provide adequate protection to satisfy the obligations that are subject to
this guarantee. The Company does not expect to make payments under this guarantee and does not consider its potential
exposure under this guarantee to be material to its consolidated financial position.

ORC agreed, as of April 1, 2002, to guarantee the payment of all of the insurance contract obligations (the “Subject
Contracts”), whether incurred before or after the agreement, of Falcon Insurance Company (Hong Kong) Limited
(“Falcon™), a subsidiary of Fairfax Asia Limited (“Fairfax Asia”), in the event Falcon becomes insolvent. Fairfax Asia is
100% owned by Fairfax, which includes a 26.2% economic interest owned by the Company. The guarantee by ORC was
made to assist Falcon in writing business through access to ORC’s financial strength ratings and capital resources. ORC is
paid a fee for this guarantee of one quarter of one percent of all gross premiums earned associated with the Subject
Contracts on a quarterly basis. For the years ended December 31, 2011, 2010 and 2009, Falcon paid $0.1 million, $0.2
million and $0.3 million, respectively, to ORC in connection with this guarantee. ORC’s potential exposure in connection
with this agreement is estimated to be $84.9 million, based on Falcon’s loss reserves at December 31, 2011. Falcon’s
shareholders’ equity on a U.S. GAAP basis is estimated to be $57.8 million as of December 31, 2011. Fairfax has agreed to
indemnify ORC for any obligation under this guarantee. The Company believes that the financial resources of Falcon
provide adequate protection to support its liabilities in the ordinary course of business. The Company anticipates that
Falcon will meet all of its obligations in the normal course of business and does not expect to make any payments under
this guarantee. The Company does not consider its potential exposure under this guarantee to be material to its consolidated
financial position.
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During 2004, ORE entered into a joint venture agreement relating to the purchase by ORE of 45% of Cheran
Enterprises Private Limited (“CEPL”). CEPL is a corporation domiciled in India, that was organized to engage in the
purchase, development and sale of commercial real estate properties. The joint venture agreement governing CEPL
contains a provision whereby the Company could have been called upon to provide a guarantee of a credit facility, if such a
facility had been established by CEPL, in an amount up to $65.0 million for the funding of proposed developments. The
credit facility was never established, and the requisite conditions for any future provision of the guarantee no longer exist.
ORE’s joint venture partner (“Partner”) claimed that the guarantee should be available and pursued legal actions against the
Company and ORE. The Company and ORE found this claim without merit and vigorously defended the legal actions,
while also bringing an action to recover the invested funds that had been illegally diverted by Partner. On August 13, 2008,
the Company Law Board in Chennai, India ruled in ORE’s favor and directed CEPL to return to ORE the full amount of its
investment, plus 8% interest, within the one-year period commencing November 1, 2008, or, in the event that such amount
was not paid, to convey to ORE a portion of the real property owned by CEPL’s subsidiary, Vasantha Mills Limited
(“VML”). Partner appealed this ruling and it was affirmed by the High Court in August 2011. As of December 31, 2011,
no payment on the award has been made to ORE, and the Company had written down the value of its investment in ORE by
$9.9 million. Because no payment of the award has yet been received and the transfer to ORE of the VML property
remains in issue, despite ORE’s vigorous pursuit of this objective, the Company has taken no steps to reverse the write-
downs that have been taken to date.

The Company and its subsidiaries are involved from time to time in ordinary litigation and arbitration proceedings as
part of the Company’s business operations. In the Company’s opinion, the outcome of these suits, individually or
collectively, is not likely to result in judgments that would be material to the financial condition or results of operations of
the Company.

(b) Commitments

The Company and its subsidiaries lease office space and furniture and equipment under long-term operating leases
expiring through the year 2022. Minimum annual rentals follow (in thousands):

Amount

20T T ettt ettt e e te e be ettt e teebeett e bt e beeabeeta e be et e etteeteebeeabebeeabeetteeteebeenbeeasereenreereas $ 9,182
2002 ettt ettt et et ettt e ettt e —eate et e —eateattett et eateateanteetteeteere et enreenreanes 7,721
20 L3 ettt ettt ettt et e eteebeetteeteebe e te et eaaeeteeateeteebeebeteeteetteeteeeteereeatereenreearas 7,654
OT4 ettt ettt b e ettt te b e ett e bt ebeeabeerb e beeabeetteeteebeeab e beeabeetteeteebeenbeeasereeareerras 7,509
20 L5ttt ettt e et te et et ate ettt eateete et e eteeateeteeteeteetteeteeeteete et eereeteanes 5,544
2016 ANA thETEATIET .......cvviieeieeie ettt et e e e et ea e e e e e e e eneeeteeeteeenaeeenseeenneeeneeennes 28,470

TOTAL .t ettt ettt ettt ettt et e e et eea e et et eeae et e et eett et e eaeeatenaeeaean $ 66,080

The amounts above are reduced by an aggregate minimum rental recovery of $0.2 million resulting from the sublease
of space to other companies.

Rental expense, before sublease income under these operating leases, was $11.2 million, $11.5 million and
$11.4 million for the years ended December 31, 2011, 2010 and 2009, respectively. The Company recovered pre-tax
amounts of $0.1 million for each of the years ended December 31, 2011, 2010 and 2009, from subleases.

15. Statutory Information and Dividend Restrictions

ORC, the Company’s principal operating subsidiary, is subject to state regulatory restrictions that limit the maximum
amount of dividends payable. In any 12-month period, ORC may pay dividends equal to the greater of (i) 10% of statutory
capital and surplus as of the prior year end or (ii) net income for such prior year, without prior approval of the Insurance
Commissioner of the State of Connecticut (the “Connecticut Commissioner’’). The maximum amount of dividends which
ORC may pay in 2012, without such prior approval is $302.5 million, based on ORC’s separate company statutory financial
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statements. Connecticut law further provides that (i) ORC must report to the Connecticut Commissioner, for informational
purposes, all dividends and other distributions within five business days after the declaration thereof and at least ten days
prior to payment and (ii)) ORC may not pay any dividend or distribution in excess of its earned surplus, defined as the
insurer’s “unassigned funds surplus” reduced by 25% of unrealized appreciation in value or revaluation of assets or
unrealized profits on investments, as reflected in its most recent statutory annual statement on file with the Connecticut
Commissioner, without the Connecticut Commissioner’s approval. ORC did not declare any dividends to the Company
during the year ended December 31, 2011. ORC declared dividends of $512.0 million, of which $225.0 million was paid,
during the year ended December 31, 2010. ORC paid the balance of $287.0 million in the form of a dividend of all of the
common stock of Clearwater to the Company on January 1, 2011. ORC paid dividends to the Company of $200.0 million
during the year ended December 31, 2009.

The following is the consolidated statutory basis net (loss) income and policyholders’ surplus of ORC and its
subsidiaries, for each of the years ended and as of December 31, 2011, 2010 and 2009 (in thousands):

2011 2010 2009
Net (I0SS) INCOIME ..vvvieieieiiiereeeteeeeceeee ettt s s $ (26,707) $ 338,205 $ 374,384
Policyholders' surplus 3,054,109 3,320,141 3,512,819

16. Related Party Transactions

The Company has entered into various reinsurance arrangements with Fairfax and its affiliates. The approximate
amounts included in or deducted from income, expense, assets and liabilities in the accompanying consolidated financial
statements, with respect to reinsurance assumed and ceded from and to affiliates, as of and for the years ended
December 31, 2011, 2010 and 2009, follow (in thousands):

2011 2010 2009
Assumed:
Premitms WETEEI «..o.veeieeeee e $ 15,114 $ 13,029 $ 14,434
Premiums €arned ........oovieveiiieieceeeeeeee e 15,243 15,337 15,956
Losses and loss adjustment eXpenses .......ccoceeeeeeveeeeneenienennen. 37,176 16,016 15,868
ACQUISTEION COSES .eeuveuiriiieirieieiietenteesieteresee et reeee st aeseeene 4214 3,697 3,989
Reinsurance payable on paid 10SS€S .....cceoveeeveeieirienieereieine 5,894 1,333 (86)
Reinsurance balances receivable .........ccocvveveieeiiiciicieeeeens 3,091 257 1,441
Unpaid losses and loss adjustment eXpenses ........ccceeceeeenene 141,959 123,283 131,446
Unearmned PIEMIUIMS ......ccceeeeierierieriereereeteeeteaeseesesseseesseessensensens 6,620 4,181 6,489
Ceded:
Premiums WITEEEIL «.......ovevvveeceeececececececeeee e aee e $ 2,332 $ 23) $ 39
Premitms €arned .......o.eeveeveeeieieiiieieeieeee ettt 1,569 (23) 39
Losses and loss adjustment eXpenses .......ccoceeeeeeeeeeeeneerieneennens (566) 7,256 (882)
ACQUISTEION COSES wevuveuirriieirieieiirteteerietetesteeeteteseesestesessenaeseseens 207 - ®)
Ceded reinsurance balances payable ........ccocoeevieceieceniinnen. 34 202 333
Reinsurance recoverables on paid 10SS€S ......ccceeeeeiveeeiereiennn. (578) (249) (192)
Reinsurance recoverables on unpaid 10SS€S ....cccceevveeeeereenenene 1,990 13,949 9,318
Unearmned PIEMIUIMS ......ccceveeieeieriesiereeseeeeeetesessessessessesseessesseseens 739 - -

Written premiums assumed from Fairfax’s affiliates in 2011 represent less than 0.6% of OdysseyRe’s total gross
premiums written for the year ended December 31, 2011. The largest amounts of related party assumed business in 2011
were received from Commonwealth Insurance Company and Northbridge Financial Corp.
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The Company’s subsidiaries have entered into investment management agreements with Fairfax and its wholly-owned
subsidiary, Hamblin Watsa Investment Counsel Ltd. These agreements provide for an annual base fee of 0.20% (20 basis
points), calculated and paid quarterly based upon the subsidiary’s average invested assets for the preceding three months.
The agreements also include incentive fees of 0.10% (10 basis points), which are payable if realized gains exceed 1% of the
average investment portfolio in any given year, subject to cumulative realized gains on investments exceeding 1% of the
average investment portfolio. Additional incentive fees are paid based upon the performance of the subsidiary’s equity
portfolio equal to 10% of the return on equities (subject to an annual maximum) in excess of the Standard & Poor’s 500
index plus 200 basis points, provided that the equity portfolio has achieved such excess on a cumulative basis. If the
performance of the equity portfolio does not equal or exceed this benchmark in a given year, the annual base fee, on the
equity portion of the portfolio, is reduced to 0.18% (18 basis points). The aggregate annual investment management fee
payable by each subsidiary, including incentive fees, is capped at 0.40% (40 basis points) of its investment portfolio, with
any excess amounts carried into the following year. These agreements may be terminated by either party on 30 days’ notice.
For the years ended December 31, 2011, 2010 and 2009, total fees, including incentive fees, of $27.9 million, $28.5 million
and $28.8 million, respectively, are included in the consolidated statements of operations.

Included in other expense, net for the years ended December 31, 2011, 2010 and 2009, are incurred charitable
contributions of $1.1 million, $4.2 million and $5.0 million, respectively, made to the OdysseyRe Foundation, a not-for-
profit entity through which the Company provides funding to charitable organizations active in the communities in which
the Company operates.

Due to expense sharing and investment management agreements with Fairfax and its affiliates, the Company has
accrued, on its consolidated balance sheet, amounts receivable from affiliates of $1.9 million and $3.9 million as of
December 31, 2011 and 2010, respectively, and amounts payable to affiliates of $0.7 million and $11.4 million as of
December 31, 2011 and 2010, respectively.

Effective May 1, 2010, the Company and Fairfax (US) Inc. (a wholly-owned subsidiary of Fairfax formerly known as
Fairfax Inc., and the direct and indirect holder of 100% of the common shares of the Company (“Fairfax US”)) entered into
a $300.0 million two-way revolving credit facility, under which either party may borrow up to $300.0 million from the
other party. On April 1, 2011, the facility amount was raised to $350.0 million. Loans under the facility are unsecured and
bear interest at a rate of 7.5% per annum, payable quarterly, and the principal amount is payable on demand. Either party
may terminate the facility at any time upon demand, at which time all outstanding principal and unpaid interest shall
become due. On May 3, 2010, the Company loaned $200.0 million to Fairfax US under the facility. During 2011, Fairfax
US repaid $195.5 million to the Company, resulting in a balance of $4.5 million as of December 31, 2011.

During the years ended December 31, 2011 and 2010, the Company received $16.1 million and $6.8 million,
respectively, of interest from Fairfax US related to these loans. As of December 31, 2011 and 2010, the Company accrued
interest receivable of $0.1 million and $3.2 million, respectively, due from Fairfax US, which is included in accrued
investment income on the balance sheets.

In the ordinary course of the Company’s investment activities, the Company makes investments in investment funds,
limited partnerships and other investment vehicles in which Fairfax or its affiliates may also be investors.

17. Employee Benefits

The Company provides its employees with benefits through various plans as described below. Effective August 1,
2011, the Company implemented modifications to the qualified defined benefit pension plan, the non-qualified excess
benefit plans, the qualified deferred compensation plan, the non-qualified deferred compensation plan, and the
postretirement benefit plan. The changes to these plans did not affect eligibility for, or benefit levels provided to, employees
hired prior to August 1, 2011. However, employees hired on or after August 1, 2011 are not eligible to participate in the
qualified defined benefit pension plan, the non-qualified excess benefit plans, or the post-retirement benefit plan. Such
employees are eligible for enhanced benefits under the qualified deferred compensation plan and, if applicable, the non-
qualified deferred compensation plan, as described below under “Other Plans.”
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The Company measures the assets and liabilities of its employee benefit plans as of the date of the Company’s
financial statements, as required by GAAP.

Defined Benefit Pension Plan

The Company maintains a qualified, non-contributory, defined benefit pension plan (“Plan”) covering substantially all
employees hired prior to August 1, 2011, who have reached age twenty-one and who have completed one year of service.
Employer contributions to the Plan are in accordance with the minimum funding requirements of the Employee Retirement
Income Security Act of 1974, as amended.

The amortization period for unrecognized pension costs and credits, including prior service costs, if any, and actuarial
gains and losses, is based on the remaining service period for those employees expected to receive pension benefits.
Actuarial gains and losses result when actual experience differs from that assumed or when actuarial assumptions are
changed.

The following tables set forth the Plan’s unfunded status and accrued pension cost recognized in the Company’s
consolidated financial statements as of December 31, 2011 and 2010 (in thousands):

2011 2010
Change in projected benefit obligation:
Benefit obligation at beginning Of YEar ...........cccecevieerireiiiieieieeeieeiecee e $ 76,346 $ 66,738
SEIVICE COSE .euvriiitieeitiie et ee et et e et e e et e etee e eeteeeeteeeeetaeeeataeeeteeeeaseeeeasseeeaseeeenreeenreeeenns 6,632 5,898
IIEETEST COSE .vviiuriiiitiieeieeeeie ettt ete et et e et e e et eeeteeeeteeeeteeeeateeeeareeeenseeeesseeenneeenareeenes 4,493 3,925
ACTUATIAL LOSS.....vviiieiiiecieee ettt ettt et e et eeeta e e eetaeeeteeeeeteeeenteeeenreeennes 8,548 1,453
Benefits PAIA .....eeviiiieieiicieeeeese ettt et b e e st et e re et et ereenbesrean (928) (1,668)
Effect of CUItaIlMENt........c.cciiieeiieieiccec ettt e ebe b reeea e (53) -
Benefit obligation at €nd Of YEAr ........ccccuiviiriiiiiiieieeieeeee e 95,038 76,346
Change in Plan assets:
Fair value of Plan assets at beginning of Year .........ccccceevveriiviereninienieeeecee e 66,949 57,276
Actual TetUrN 0N PLan @SSELS .....vviiiuiiiiceiiiieiee ettt ettt et e e 6,574 7,630
Actual contributions during the Year ............cccceoeieiiiriireneeee e 4,000 3,711
BEnefits PAId .....eeuviiiiiiiiieiee ettt (928) (1,668)
Fair value of Plan assets at end of Year ..........cc.occoeveiiininininccciecccceeeecee e 76,595 66,949
Unfunded status and accrued pension COSt .........ocuirirriererreerieeieieseeresieeeeseesreessesveens $ (18,443) $  (9,397)

The net amount recognized in the consolidated balance sheets related to the accrued pension cost of $18.4 million and
$9.4 million, as of December 31, 2011 and 2010, respectively, is included in other liabilities. The net amount of
accumulated other comprehensive loss (income) recognized is $3.3 million and $(2.5) million, before taxes, as of
December 31, 2011 and 2010, respectively.
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As of December 31, 2011 and 2010, the fair value and percentage of fair value of the total Plan assets are as follows
(in thousands):

As of December 31,

2011 2010
EQUILY SECUTILIES .veuvveviierieiieiiiieeiteseeeeseseseesesesseseseeseseseesessssesessesesens $ 40,506 529 % $ 37,853 56.5 %
Fixed INCOME SECUTILIES ...vvevueiieeiieieeieeieeeeeeeee ettt seeenaens 20,237 26.4 14,507 21.7
Pooled investment hedge fund .........cccocevevienieinineneiceneeeeee. 8,777 11.5 8,028 12.0
MONECY MATKET ...vovveeieiieieieieeieiesieiet e sieeeeteeteteee e esesse e esaesasaeseseesaneas 7,075 9.2 6,561 9.8
Fair value of Plan @SSELS .....c.occovieveeeeeeieeeeeeeeeeeeeeeeeeee e eeeenens $ 76,595 100.0 % $ 66,949 100.0 %

The Plan seeks to maximize the economic value of its investments, by applying a long-term, value-oriented approach
to optimize the total investment returns of the Plan’s invested assets. Assets are transferred and allocated among various
investment vehicles, when appropriate. The long-term rate of return assumption is based on this flexibility to adjust to
market conditions. The actual return on assets has historically been in line with the Company’s assumptions of expected
returns. During 2011, the Company contributed $4.0 million to the Plan. The Company currently expects to make a
contribution to the Plan in 2012 of $5.0 million.

The Company accounts for its Plan assets at fair value as required by GAAP. The Company has categorized its Plan
assets, based on the priority of the inputs to the valuation technique, into a three-level fair value hierarchy. The Company
uses the three-level hierarchy approach that is described in Note 4.

For determining the fair value of the Company’s Level 1 Plan assets, quoted market prices are used. The majority of
these Plan assets are common stocks that are actively traded in a public market. The Plan’s money market account, for
which the cost basis approximates fair value, is also classified as a Level 1 investment.

The Company’s Level 2 Plan assets, the majority of which are in government, corporate and municipal fixed income
securities, are priced using publicly traded over-the-counter prices and broker-dealer quotes. Observable inputs such as
benchmark yields, reported trades, broker-dealer quotes, issuer spreads and bids are available for these investments.

The Company’s Level 3 Plan assets are valued by a third party, providing a net asset value, by using valuation
techniques that include unobservable inputs. Generally, hedge funds invest in securities that trade in active markets, and as
a result, their net asset values reflect their fair values. During the year ended December 31, 2011, the Company’s
investments that are classified as Level 3 had a fair value of $8.8 million. During the year ended December 31, 2011, there
was no activity for the investments that are classified as Level 3, other than the change in market value of $0.8 million. As
of December 31, 2010, the Company had investments that were classified as Level 3, which had a fair value of $8.0
million, with no other activity except for a change in market value of $1.4 million.
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The following tables present the fair value hierarchy for those Plan assets measured at fair value on a recurring basis

as of December 31, 2011 (in thousands):

Fair Value Measurements as of December 31, 2011

Assets Quoted Prices in Significant
Measured at Active Markets Other Significant
Fair Value for Identical Observable Unobservable
December 31, Assets Inputs Inputs
2011 (Level 1) (Level 2) (Level 3)
EqUity SECUTIHES ..v.vvereervereiiieeieieieiieeeie e iessseesaeens $ 40,506 40,506 $ - $ -
Fixed income SeCurities ..........coceeeeueeeeueeeereecenneeennee. 20,237 - 20,237 -
Pooled investment hedge fund .. 8,777 - - 8,777
MoOney MAarket .........oceevveeverereeeeieneseeeeresieseeenens 7,075 7,075 - -
Total Plan assets measured at fair value ............... $ 76,595 47,581  $ 20,237 $ 8,777
Fair Value Measurements as of December 31, 2010
Assets Quoted Prices in Significant
Measured at Active Markets Other Significant
Fair Value for Identical Observable Unobservable
December 31, Assets Inputs Inputs
2010 (Level 1) (Level 2) (Level 3)
EQUIty SECUTTES ...vovivvveeiieieiiieieicieieice e $ 37,853 $ 37,853 $ - $ -
Fixed InCOME SECUTILIES ...uvvvveeeeeenreeeeeecrieeeeeeeieeeeene 14,507 - 14,507 -
Pooled investment hedge fund .. 8,028 - - 8,028
Money mMarket ........ccoeeveeeenienieieere e 6,561 6,561 - -
Total Plan assets measured at fair value ............... $ 66,949 $ 44414  § 14,507 $ 8,028

The weighted average assumptions used to calculate the benefit obligation as of December 31, 2011 and 2010 are as

follows:

DISCOUNE TALE ...ttt
Rate of compensation iNCTEASE ..........ccveuerueierenieuinieienieeieieeeieeeie e

2011 2010
................................. 5.00 % 6.00 %
................................. 3.66 % 5.69 %

The discount rate represents the Company’s estimate of the interest rate at which the Plan’s benefits could be
effectively settled. The discount rates are used in the measurement of the expected and accumulated postretirement benefit
obligations and the service and interest cost components of net periodic postretirement benefit cost.

Net periodic benefit cost included in the Company’s consolidated statements of operations for the years ended
December 31, 2011, 2010 and 2009 is comprised of the following components (in thousands):

Net Periodic Benefit Cost:

SEIVICE COSE 1.uviiuriiniieitietie et et eete et eete e e e e etee e e e teeeteeeteeaeeaaeeaaeeseens
TNEETEST COSE 1.nvviiiiiiiiieciee et
Return on Plan asSets .........ccccvevveveeeeiierieieieieeecie e
Net amortization and deferral ................ccooiiiiiiiiiiiieeee

Net periodic benefit COSt ......ovvvmireririirieiriieereee e
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$ 6,632 $ 5,898 § 5121

4,493 3,925 3,432
(4,019) (3,444) (2,188)
95 63 55

$ 7,201 $ 6,442 $ 6,420
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The weighted average assumptions used to calculate the net periodic benefit cost for the years ended December 31,
2011, 2010 and 2009 are as follows:

2011 2010 2009
DISCOUNE TALE ...eveeiieniieiiiieiee ettt ettt ettt s sareesaneens 6.00 % 6.00 % 6.00 %
Rate of compensation INCIEASE ..........ccceeruiereerieriierienieneenreete et nieens 5.69 % 5.62 % 575 %
Expected long term rate of return on Plan assets ........c..ccoceeeenieneencnciennennn 6.00 % 6.00 % 525 %

The accumulated benefit obligation for the Plan is $79.0 million and $57.7 million as of the December 31, 2011 and
2010 measurement dates, respectively.

The Plan’s expected future benefit payments are shown below (in thousands):

Year Amount

20 2ottt et e e e ettt e ettt e e —eeetbe e e beeea—aeatae e tbeeaabaeattaeataeearbteetbaeebeeessaeeetaeennreeesaaeanes $ 2,950
10 OO T O SUUUSRUPPRRRUPRRRt 3,920
20T ettt e et e e ettt e e —ee et be e e bt e e a—ee et ae e tbeeaa—a ettt eaateeabteetbeeeneeeataeeataeennreeensaeeanes 3,860
20 S et ettt et ee bt e e et e e e tee e bt e e ate e e ateeantaeetteeeabee e bt e eebeeesbeeenbeeennreeesbeennts 5,070
206 ettt ettt et e et e e ettt e e bee et be e bt e e aate et ae e tbeeaaaa ettt eatbeeatbeeetbaeebeeeasaeeateeennreeensraeanes 5,110
2007 = 2021 oottt ettt ettt e st e et e ettt e e bt e ettt e e bae e e beeetbeeenbaeeenbeeetteeebaeeanteeenneas 39,910

The Company estimates that it will record a $7.4 million expense related to the net periodic benefit cost during the
year ended December 31, 2012. The Company does not expect any refunds of Plan assets during the year ended
December 31, 2012.

Excess Benefit Plans

The Company maintains two non-qualified excess benefit plans (“Excess Plans”) that provide more highly
compensated officers and employees, hired prior to August 1, 2011, with defined retirement benefits in excess of qualified
plan limits imposed by federal tax law. The following tables set forth the combined amounts recognized for the Excess
Plans in the Company’s consolidated financial statements as of December 31, 2011 and 2010 (in thousands):

2011 2010
Change in projected benefit obligation:
Benefit obligation at beginning 0f YEar ........cccccevviriririeieieieeesee ettt $ 16,714 $ 15,776
SEIVICE COSE -uvenitiiiietirteit ettt ettt ettt ettt b ettt ettt ebe st e ebenaens 873 719
INEETEST COST .ottt ettt sttt ettt et sb e st b e ebe et eaeaes 975 914
ACtUArial (ZAIN) LOSS ...veiviivieiiiieieieieste sttt ettt et et e et eteeteese e b esaesbesbessesteesaeseeseasenes (644) 714
BeNefits PAIA ...ecveevieiieieieieiese ettt sttt ettt b e b e b beeteesaesbenaenbens (768) (1,409)
Benefit obligation at end Of Year .........ccooeoiriiieiieie e 17,150 16,714
Change in Excess Plans' assets:
Fair value of Excess Plans' assets at beginning of year ............ccccocevevnineineneceneeee - -
Actual contributions during the YEar ..........ccceeevevirirerinieieieeeee e 768 1,409
BeNefits PAIA ...eveeeienieieieieee e ettt sttt ettt (768) (1,409)
Fair value of Excess Plans' assets at end of Year ..........coccecvevievieneneniienieieieeeesens - -
Unfunded status and accrued pension COSt .........cooverueeruerererieirierierereeieeeeeeeseeeeeeas $ (17,150)  $ (16,714)

The net amount recognized in the consolidated balance sheets related to the accrued pension cost of $17.1 million and
$16.7 million, as of December 31, 2011 and 2010, respectively, is included in other liabilities. The net amount of
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accumulated other comprehensive loss recognized is $2.0 million and $2.7 million, before taxes, as of December 31, 2011
and 2010, respectively.

The weighted average assumptions used to calculate the benefit obligation as of December 31, 2011 and 2010 are as
follows:

2011 2010
DISCOUNE TALE ...ttt ettt ettt ettt et b e et ettt e b e e bt ebe b ebe st e e ebenteneebens 5.00 % 6.00 %
Rate 0f COMPENSATION INCTEASE ....c.veuveuerenirtirienieteiestet ettt ettt ettt eie sttt e et sae e bt et ebeseenes 3.66 % 5.69 %

The discount rate represents the Company’s estimate of the interest rate at which the Excess Plans’ benefits could be
effectively settled. The discount rates are used in the measurement of the expected and accumulated post retirement benefit
obligations and the service and interest cost components of net periodic post retirement benefit cost.

Net periodic benefit cost included in the Company’s consolidated statements of operations for the years ended
December 31, 2011, 2010 and 2009 is comprised of the following components (in thousands):

2011 2010 2009
Net Periodic Benefit Cost:
SEIVICE COSE ..vvintiiiiietee et eetee ettt e et e et e et e et e e ete e e e eeaeeeaeeeaeeeeaeeeaeeeeseeennas $ 873 $ 719 $ 733
TNEETESE COSE c.vvviiiiiiiieiiie ettt ettt e e e sara e e stbeeeeaseeeensseeesnneas 975 914 950
Recognized net actuarial LoSS .........cccveevvieeciieniieeiiieeie et 133 110 126
Recognized Prior SETVICE COSE ....eouiiririiierieeieeeieeiie et eie et (37) (37) (37)
Net periodic benefit COSt .....covviriiriiiiiiieieieiee et $ 1,944 $ 1,706 $ 1,772

The weighted average assumptions used to calculate the net periodic benefit cost for the years ended December 31,
2011, 2010 and 2009 are as follows:

2011 2010 2009
DISCOUNE TALE ..c.vneviiteeictetcteteet ettt ettt 6.00 % 6.00 % 6.00 %
Rate of compensation INCIEASE ..........ccervereeeeeeririeisierierieieeeeeeeneereseesnens 5.69 % 562 % 575 %

The accumulated benefit obligation for the Excess Plans is $13.4 million and $11.3 million as of December 31, 2011
and 2010, respectively.

The Excess Plans’ expected benefit payments are shown below (in thousands):

Year

Amount
2002 ettt eh e bt et h e a bt bt oAbt Sh b bt e st e bt e et e bt ea bt eh e e bt bt e bt enbesh b e b e e bt e beente bt eabesheenee $ 1,050
1 (RSP SRRPPR 1,060
20T ettt ettt ettt et e h e ea b ekt ente Rt e b e est e bt ea b ekt en b e eh e e st e et e bt enteeRtenbeenaenbeenteteentenbeenee 1,090
20 LS ettt h e bt et h e a bt bt Akt bbbt e st e bt e et e bt en e e bt e bt bt e bt et e eh b e b e e st e beente bt eatesheenee 1,090
OSSO 1,630
2017 = 2021ttt sttt ettt sttt sttt et e st s e e s bt en b bt e b e e st et e eRte bt en b bt en b e e Rt e b e ene e en b bt e beeneenbeeaeebeenbenbeenns 12,660

A trust fund, which was established related to the Excess Plans, is included in other invested assets, and had a fair
value of $2.6 million and $3.0 million as of December 31, 2011 and 2010, respectively. Plan benefits are paid by the
Company as they are incurred by the participants, accordingly, there are no assets held directly by the Excess Plans.
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The Company expects to contribute $1.1 million to the Excess Plans during the year ended December 31, 2012, which
represents the amount necessary to fund the 2012 expected benefit payments.

The Company estimates that it will record a $1.7 million expense related to the net periodic benefit cost during the
year ended December 31, 2012,

Postretirement Benefit Plan

The Company provides certain health care and life insurance (“postretirement”) benefits for retired employees.
Substantially all employees, hired prior to August 1, 2011, may become eligible for these benefits if they reach retirement
age while working for the Company. The Company’s cost for providing postretirement benefits other than pensions is
accounted for in accordance with ASC 715, “Compensation — Retirement Benefits.” The following tables set forth the
amounts recognized for the postretirement benefit plan in the Company’s consolidated financial statements as of
December 31, 2011 and 2010 (in thousands):

2011 2010
Change in projected benefit obligation:

Benefit obligation at beginning of YEar .......c..cceveriiriiriinieieieiceecee e $ 30,047 $ 24,471

SEIVICE COST vvuviiiurieitreiette ettt eeteeeeteeeeteeetreeeeeeeteeeeteeeteeeteeeaeeeteeeeareeesesesesenseeenseensseeseesnnes 3,338 2,946

INEETESE COSE .ttt ettt e e e e et e e et e e e e eateeeeetaeeeeenaeeeennteeeeneees 1,606 1,394

ACHUATIAL LOSS.....eiivviiree ettt ettt ettt e eveeete e e eteeeaeeeveeeeseeeaseeeaseeeseesseeenneeennas 3,730 1,681
BeNEfits PAI ....vooviieeiieiiieeieee e ettt ae s (626) (517)

ORNET ettt ettt s b et et b et ettt et b ettt nene s 87 72

Benefit obligation at end Of YEAr .........cecerieriiriirieieeee e 38,182 30,047
Unfunded status and accrued prepaid pension COSt ........cccevererererienenenenerenieneenns $ (38,182) $ (30,047)

The net amount recognized in the consolidated balance sheets related to the accrued benefit cost of $38.2 million and
$30.0 million, as of December 31, 2011 and 2010, respectively, is included in other liabilities. The net amount of
accumulated other comprehensive loss, before taxes, recognized is $10.5 million and $7.2 million as of December 31, 2011
and 2010, respectively.

The weighted average assumptions used to calculate the benefit obligation as of December 31, 2011 and 2010 are as
follows:

2011 2010
DISCOUNE TALE <..c.veneviieieietee ettt ettt ettt ettt ettt n et sn e ebe e enens 436 % 539 %
Rate of COMPENSation INCIEASE .........covrveetrreeirieinreinieienietneetreee ettt sesreres s seenens 4.00 % 4.00 %

The discount rate represents the Company’s estimate of the interest rate at which the postretirement benefit plan
benefits could be effectively settled. The discount rates are used in the measurement of the expected and accumulated post
retirement benefit obligations and the service and interest cost components of net periodic post retirement benefit cost.

Net periodic benefit cost included in the Company’s consolidated statements of operations for the years ended
December 31, 2011, 2010 and 2009 is comprised of the following components (in thousands):

2011 2010 2009
Net Periodic Benefit Cost:
SEIVICE COSE uvvviiiitriieeettieeeete e et ete e e e e e et e e e et e e e eeraeeeeeraeeeeenreeeean $ 3,338 $ 2,946 $ 1,743
INEETEST COS oottt e e e e e e e e e e e e eeeeeeeeeeeeeeeeeeeees 1,606 1,394 1,052
Net amortization and deferral.............ccceeviiiiiiiiniiiniiieiieieeeeeeeees 409 252 (131)
Net periodic Denefit COSt .....ovurmiiiiarieriiieeieeeereee e $ 5,353 $ 4,592 $ 2,664
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The weighted average assumptions used to calculate the net periodic benefit cost for the years ended December 31,
2011, 2010 and 2009 are as follows:

2011 2010 2009
DISCOUNE TALE ...ttt ettt ettt es 539 % 575 % 734 %
Rate of cOMPENSAtION INCTEASE .......veveveveeiieeiieieieieiieeeereeeeese e seeseneesesessenens 4.00 % 4.00 % 4.00 %

The accumulated benefit obligation for the postretirement plan was $38.2 million and $30.0 million as of
December 31, 2011 and 2010, respectively.

The postretirement plan’s expected benefit payments are shown below (in thousands):

Year Amount

2012 e e e s e a e b e et b e e $ 568
2003 bbb 706
2014 e a b ek a et h b e ae e s e a e e e et e e 837
2005 e b b h b s h e e h e et bt e a et he e ae e eeesae e 1,019
2076, h e e et 1,240
2017 = 2021 b e st s et 10,264

The annual assumed rate of increase in the per capita cost of covered benefits (i.e., health care cost trend rate) is
assumed to be 7.68% in 2011, decreasing to 4.50% in 2027 and remaining constant thereafter. The health care cost trend
rate assumption has a significant effect on the amounts reported. For example, increasing the assumed health care cost trend
rates by one percentage point in each year would increase the accumulated postretirement benefit obligation by $7.0 million
(18.2% of the benefit obligation as of December 31, 2011) and the service and interest cost components of net periodic
postretirement benefit costs by $1.0 million for 2011. Decreasing the assumed health care cost trend rates by one
percentage point in each year would decrease the accumulated postretirement benefit obligation and the service and interest
cost components of net periodic postretirement benefit cost for 2011 by $5.6 million and $0.8 million, respectively.

The Company estimates that it will record $6.6 million in benefit costs relating to this plan during the year ended
December 31, 2012.

Other Plans

The Company also maintains a defined contribution profit sharing plan for all eligible employees. Each year, the
Board of Directors may authorize payment of an amount equal to a percentage of each participant’s basic annual earnings
based on the experience of the Company for that year. These amounts are credited to the employee’s account maintained by
a third party, which has contracted to provide benefits under the plan. No contributions were authorized in 2011, 2010 and
2009.

The Company maintains a qualified deferred compensation plan pursuant to Section 401(k) of the Internal Revenue
Code of 1986, as amended. Employees may contribute up to 50% of base salary on a pre-tax basis, subject to annual
maximum contributions set by law ($16,500 in 2011). The Company contributes an amount equal to 100% of each
employee’s pre-tax contribution up to certain limits. The maximum matching contribution is 4.0% of annual base salary,
with certain government-mandated restrictions on contributions to highly compensated employees. The Company also
maintains a non-qualified deferred compensation plan to allow for contributions in excess of qualified plan limitations. The
Company’s contributions to these plans of $2.0 million in 2011, $2.3 million in 2010 and $2.0 million in 2009, are included
in other underwriting expenses in the consolidated statements of operations.
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Beginning in 2012, employees hired after July 31, 2011 will receive an annual Company contribution of 6%, 7%, or
8% of base salary earned for the year, depending on an employee’s length of service, to the qualified deferred compensation
plan and, if applicable, to the non-qualified deferred compensation plan, in lieu of their participation in the defined benefit
plan.

18. Restricted Equity Value Rights and Stock-Based Compensation Plans

The Company had previously established three stock-based compensation plans (the “Stock-Based Compensation
Plans”): the Odyssey Re Holdings Corp. 2002 Stock Incentive Plan (the “2002 Option Plan”), the Odyssey Re Holdings
Corp. Stock Option Plan (the “2001 Option Plan”) and the Odyssey Re Holdings Corp. Restricted Share Plan (the
“Restricted Share Plan”). The Stock-Based Compensation Plans generally provided officers, key employees and directors
who were employed by or provided services to the Company, with stock options and/or restricted share awards. As a result
of the Merger (see Note 1), the Stock-Based Compensation Plans were amended to allow for the conversion, substitution
and issuance of restricted equity value rights (“REVRs”). Specifically, the Restricted Share Plan was amended and restated,
as of October 28, 2009, as the “Odyssey Re Holdings Corp. Restricted Share and Equity Value Plan” (the “REVR Plan”).

REVR Plan

In connection with the Merger, each unvested restricted share under the Restricted Share Plan (a “Restricted Share”)
was cancelled and converted into a right to acquire $65.00 in cash, without interest (a “Restricted Cash Unit”), subject to
the same vesting, transfer and other restrictions that applied to the Restricted Shares. Following the amendment and
restatement of the REVR Plan, certain holders of Restricted Cash Units elected to convert each of their Restricted Cash
Units into 1.2524 REVRs, which REVRs are subject to the same vesting, transfer and other restrictions that applied to the
Restricted Cash Units.

In connection with the Merger, the common shares underlying each unvested option granted under the 2001 Option
Plan and 2002 Option Plan were substituted with 1.2524 REVRs. Each unvested option became exercisable for REVRs,
subject to the same terms and conditions, including the vesting schedule, as applicable to such option prior to the
substitution.

Under the terms of the REVR Plan, each REVR has a value (the “REVR Value”) equal to the most recently reported
common shareholders’ equity of the Company, as adjusted in accordance with the REVR Plan, divided by 58,443,149,
which was the number of Company common shares outstanding as of September 30, 2009. Upon vesting of a REVR, a
participant will receive a single sum cash payment equal to the REVR value as of the applicable vesting date, less any
applicable withholding of taxes. The REVRs will be subject to the terms and conditions of the REVR Plan, including
vesting and termination of employment provisions, and will not be paid until a participant satisfies the applicable vesting
requirements.

The following table summarizes activity for the Restricted Cash Units and REVR Plan for the year ended December
31,2011:

Restricted Cash

Units REVRs
Outstanding as of December 31, 2010........ccooveieiiinirieieieicreseeeiee et 12,393 632,895
(2111 RO RRRR - 2,189
VESEEA. ettt ettt ettt ettt et ettt et e et et e e rt et e ereenes (9,708) (290,499)
FOTTRILEA. ...ttt ettt et be st ebeebeesaenseseeennas - (7,921)
Outstanding as of December 31, 201 1.......cooirvecieiiriniieieiei e 2,685 336,664
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As of December 31, 2011 and 2010, the Company recorded a liability of $13.6 million and $20.1 million for the
REVRs and Restricted Cash Units, respectively. For year ended December 31, 2011, the Company recognized an expense
related to the REVRs and Restricted Cash Units of $11.9 million. For the period from October 21, 2009, the effective date
of issuance of the Restricted Cash Units and REVRs, through December 31, 2009, the Company recognized an expense
related to the REVRs and Restricted Cash Units of $15.0 million. The total tax benefit relating to the REVRs and Restricted
Cash Units recognized for the years ended December 31, 2011 and 2010 was $4.2 million and $8.6 million, respectively.

Fairfax Restricted Share Plan and Share Option Plan

In 1999, Fairfax established the Fairfax Financial 1999 Restricted Share Plan (the “Fairfax Restricted Share Plan™)
and the Share Option Plan (the “Option Plan’), and collectively, (the “Plans”), in which the Company was allowed to
participate. The Plans generally provided officers, key employees and directors who were employed by or provided
services to the Company with awards of restricted shares or stock options (with a grant price of zero) of Fairfax common
stock (collectively, “Restricted Share Awards”). The Restricted Share Awards generally vest over a period of three to
seven years. The Company had 65,036 Restricted Share Awards outstanding as of December 31, 2011.

In accordance with GAAP, the fair value of the Restricted Share Awards is estimated on the date of grant based on the
market price of Fairfax’s stock and is amortized to compensation expense on a straight-line basis over the related vesting
periods. The Company purchases Fairfax common stock on the open market following the grant of a Restricted Share
Award and reflects such purchase as a reduction in the Company’s additional paid-in capital. As of December 31, 2011,
there was $15.5 million of unrecognized compensation cost related to unvested Restricted Share Awards granted from the
Plans that was netted against additional paid-in capital, which is expected to be recognized over a remaining weighted-
average vesting period of 3.3 years. The total fair value of the Restricted Share Awards granted during 2011 and 2010 was
$10.8 million and $13.5 million, respectively. No Restricted Share Awards were granted in 2009 or 2008. As of December
31, 2011, the aggregate fair value of the Restricted Share Awards outstanding was $24.3 million. For the year ended
December 31, 2011 and 2010, the Company recognized expense related to the Fairfax Restricted Share Plan of $4.4 million
and $1.3 million, respectively. There was no expense recognized for the year ended December 31, 2009 or for the year
ended December 31, 2008, as all then outstanding awards have been fully amortized.

The following table summarizes activity for the Fairfax Restricted Share Plan and the Option Plan for the year ended
December 31, 2011:

Weighted-
Shares / Average Value at

Options Grant Date
Restricted share awards outstanding as of December 31, 2010.........ccceeieviiivienienieniieienieieens 35,180 $ 384.81
(€1 1T« IO RO RRN 30,215 357.63
VESTEA. ..ottt ettt ettt e e et e et e e e ta e e aa e e ete e eete e e taeeteeebaeebeeebeeereeeraeereeereeanns (111) 351.47
302 (<) 11T PO PRSRUPR (248) 351.47
Restricted share awards outstanding as of December 31, 201 1.......ccoccveiiieviiiiienienieiieieeeene 65,036 $ 372.37
Vested and exercisable as of December 31, 201 1........ooiiiiiiiieiiieieieee e 176 $ 170.00

Employee Share Purchase Plans

In 2010, the Company established the Odyssey Re Holdings Corp. (Non-Qualified) 2010 Employee Share Purchase
Plan (the “2010 ESPP”). Under the terms of the 2010 ESPP, eligible employees are given the election to purchase Fairfax
common shares in an amount up to 10% of their annual base salary. The Company purchases, on the employee’s behalf, a
number of Fairfax’s common shares equal in value to 30% of the employee’s contribution. In the event that the Company
achieves a growth in common shareholders’ equity of at least 15% in any calendar year, additional shares are purchased by
the Company for the employee’s benefit, in an amount equal in value to 20% of the employee’s contribution during that
year. During the year ended December 31, 2011, the Company purchased 9,440 shares on behalf of employees pursuant to
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the 2010 ESPP, at an average purchase price of $394.39. The compensation expense recognized by the Company for
purchases of Fairfax’s common shares under the 2010 ESPP was $0.9 million for the year ended December 31, 2011.

In 2001, the Company established the Employee Share Purchase Plan (the “ESPP”). Under the terms of the ESPP,
eligible employees were given the election to purchase Company common shares in an amount up to 10% of their annual
base salary. The Company issued, or purchased on the employee’s behalf, a number of the Company’s common shares
equal in value to 30% of the employee’s contribution. In the event that the Company achieved a return on equity of at least
15% in any calendar year, additional shares were issued or purchased by the Company for the employee’s benefit, in an
amount equal in value to 20% of the employee’s contribution during that year. As a result of the Merger (see Note 1), the
Company suspended issuances, purchases and contributions made for the ESPP. During the year ended December 31, 2009,
the Company purchased 58,699 shares, on behalf of employees pursuant to the ESPP, at an average purchase price of
$43.23. The compensation expense recognized by the Company for purchases of the Company’s common shares under the
ESPP was $0.8 million for the year ended December 31, 2009.

General

For the year ended December 31, 2009, the Company received $0.9 million, in cash from employees for the exercise
of stock options. For the year ended December 31, 2009, the Company recognized an expense related to all stock-based
compensation of $11.9 million. The total tax benefit recognized for the year ended December 31, 2009 was $4.2 million.

19. Transfer of Ownership of Clearwater (Unaudited)

The following tables summarize the Company’s consolidated balance sheet as of December 31, 2010 and the
Company’s consolidated statements of operations for the years ended December 31, 2010 and 2009 as reported and on a
pro forma basis as if the transfer of ownership of Clearwater to TIG occurred on January 1, 2009 (in thousands):

Consolidated Balance Sheets

As of December 31,

2010
OdysseyRe
Less Excluding
As Reported Clearwater Clearwater
Total investments and CaSN...........coievviiiieiieieeeee e $ 8,904,147 $ (803,408) $ 8,100,739
Accrued iNVESTMENT INCOIME ....ccveieeiieiieeiie ettt eeeeeeeteeeeaee e e eaeeeeaaeens 78,312 (8,765) 69,547
Premiums reCEIVADIE. ........oooviieiiiceieeceeeeeee e 424,893 (5,542) 419,351
Reinsurance recoverable.... 1,269,114 (287,625) 981,489
Deferred aCqUISTHION COSTS..ouiririiniriierieieieieieteieee et eteetesee et seeeeeeeeneens 119,578 - 119,578
Federal and foreign income taxes receivable.........cocoeveerinernicrcnecnncennene 225,011 (32,047) 192,964
Other @SSELS...uiiiiiiieiicieetieeteeete et ereeans 93,589 17,085 110,674
Total assets $ 11,114,644 $ (1,120,302) $ 9,994,342
Unpaid losses and loss adjustment eXpenses......coceveeeeeeeeeeeeeneeeenreneennes $ 5,809,665 $ (748,866) $ 5,060,799
Unearned PreMIUITIS .......ccueveveieieieeeeeeeteeteeteetessessessesesensesseseeseeseesesseeseesessenses 662,787 2) 662,785
Reinsurance balances payable.........cococivierinernieiniienniencenteeece e 167,247 (13,051) 154,196
Debt obligations 487,148 - 487,148
Other liabilities....... 318,764 (9,854) 308,910
Total liabilities 7,445,611 (771,773) 6,673,838
TOtal @QUILY ...veeeieiiicietcc ettt ettt 3,669,033 (348,529) 3,320,504
Total liabilities and equity... $ 11,114,644 $ (1,120,302) $ 9,994,342
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Consolidated Statement of Operations

For the Years Ended December 31, 2010

OdysseyRe
Less Excluding

As Reported Clearwater Clearwater

Gross premiums written $ 2,167,338 $ 288 $ 2,167,626
Net premiums written 1,853,798 (168) 1,853,630
Net premiums CaMEd. .. ..o.oveieiririeieereete ettt 1,885,714 (190) 1,885,524
Net investment income 327,875 (39,942) 287,933
Total net realized investment gains .. 170,349 (28,638) 141,711
Total revenues 2,383,938 (68,770) 2,315,168
Losses and 10ss adjustment eXPEenSES . .....ocuverieirereieerienieeeese e 1,317,053 (65,650) 1,251,403
Acquisition costs and other underwriting expenses... 541,448 (1,837) 539,611
Interest and other expense, net 94,055 - 94,055
Total expenses 1,952,556 (67,487) 1,885,069
Income before income tax. 431,382 (1,283) 430,099
Total federal and foreign income tax provision 98,107 15,915 114,022
Net Income 333,275 (17,198) 316,077
Preferred dividends (3,966) - (3,966)
Loss on redemption of preferred shares.. (2,183) - (2,183)
Gain on purchase of preferred shares 5 - 5
Net income available to common shareholders..........occoeevveevvieiiieveeecieeeccieeen $ 327,131 $ (17,198) $ 309,933

Underwriting Ratio:

Loss and loss adjustment expense ratio 69.8 % 66.4
Acquisition costs and other underwriting expense ratio 28.8 28.6
Combined ratio 98.6 % 95.0

For the Years Ended December 31, 2009

OdysseyRe
Less Excluding

As Reported Clearwater Clearwater

Gross premiums written $ 2,195,035 $ 479) $ 2,194,556
Net premiums written.... 1,893,813 (479) 1,893,334
Net premiums earned 1,927,412 (481) 1,926,931
Net investment income 316,329 (50,466) 265,863
Total net realized investment gains 189,088 2,376 191,464
Total revenues 2,432,829 (48,571) 2,384,258
Losses and 10ss adjustment eXPEenSEes.......ccoeeueirerueireneieenenieeeeseeseeeeeseeeenens 1,301,996 (56,710) 1,245,286
Acquisition costs and other underwriting expenses... 560,947 (2,212) 558,735
Interest and other expense, net 75,456 - 75,456
Total expenses 1,938,399 (58,922) 1,879,477
Income before income tax..... 494,430 10,351 504,781
Total federal and foreign income tax provision... 121,094 14,196 135,290
Net Income 373,336 (3,845) 369,491
Preferred dividends.... (5,233) - (5,233)
Gain on redemption of preferred shares........c..occeevereininccnncncneceeee. 7,997 - 7,997
Net income available to common shareholders............ccoovveeevieeeeieeeeeeeeeeeens $ 376,100 $ (3,845) $ 372,255

Underwriting Ratio:

Loss and loss adjustment expense ratio 67.6 % 64.6
Acquisition costs and other underwriting expense ratio... 29.1 29.0
COMBINEA TAIO ...ttt ettt ettt ettt 96.7 % 93.6
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