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ARCH CAPITAL GROUP LTD. REPORTS 2008 THIRD QUARTER RESULTS

HAMILTON, BERMUDA, October 23, 2008 -- Arch Capital Group Ltd. (NASDAQ: ACGL) reports that net
income available to common shareholders for the 2008 third quarter was $26.4 million, or $0.42 per share,
compared to $199.7 million, or $2.76 per share, for the 2007 third quarter, and $408.1 million, or $6.23 per
share, for the nine months ended September 30, 2008, compared to $597.7 million, or $8.00 per share, for the
2007 period. The Company also reported after-tax operating income available to common shareholders of $64.1
million, or $1.02 per share, for the 2008 third quarter, compared to $214.6 million, or $2.96 per share, for the
2007 third quarter, and $451.5 million, or $6.89 per share, for the nine months ended September 30, 2008,
compared to $624.9 million, or $8.36 per share, for the 2007 period. All earnings per share amounts discussed in
this release are on a diluted basis.

The Company’s book value per common share, including the net effect of share repurchases, was $53.04 at
September 30, 2008, compared to $57.49 at June 30, 2008 and $55.12 at December 31, 2007. The Company’s
after-tax operating income available to common shareholders represented a 7.6% annualized return on average
common equity for the 2008 third quarter, compared to 24.8% for the 2007 third quarter, and 17.4% for the nine
months ended September 30, 2008, compared to 24.5% for the 2007 period. After-tax operating income
available to common shareholders, a non-GAAP measure, is defined as net income available to common
shareholders, excluding net realized gains or losses, equity in net income or loss of investment funds accounted
for using the equity method and net foreign exchange gains or losses, net of income taxes. See page 7 for a
further discussion of after-tax operating income available to common shareholders and Regulation G.

In the 2008 third quarter, the Company recorded estimated after-tax net losses of $133.0 million, or $2.12 per
share, related to Hurricanes Gustav and Ike, after reinsurance recoveries and net of reinstatement premiums.
Such estimates were based on currently available information derived from modeling techniques, industry
assessments of exposure, preliminary claims information obtained from the Company’s clients and brokers and a
review of the Company’s in-force contracts. The Company's actual losses from these events may vary materially
from the estimates due to the inherent uncertainties in making such determinations resulting from several
factors, including the preliminary nature of the available information, the potential inaccuracies and
inadequacies in the data provided by clients and brokers, the modeling techniques and the application of such
techniques, the contingent nature of business interruption exposures, the effects of any resultant demand surge
on claims activity and attendant coverage issues. In particular, the models used for offshore energy risks are
relatively new and may be subject to even greater variability. In addition, actual losses may increase if the
Company's reinsurers fail to meet their obligations to the Company or the reinsurance protections purchased by
the Company are exhausted or are otherwise unavailable.



The following table summarizes the Company’s underwriting results:

Three Months Ended Nine Months Ended
September 30, September 30,

(U.S. dollars in thousands) 2008 2007 2008 2007
Gross Premiums WItteN.......ccccevveeveieserieiesese e, $903,533 $999,159 $2,843,611 $3,311,983
Net premiums WIItEEN .....c.ccvveviereiieie e, 692,692 694,630 2,190,152 2,324,270
Net premiums €arned..........cccceveveieeveeiesese s sese e, 733,031 735,529 2,146,940 2,232,434
Underwriting (10SS) INCOME ......eoveverierere e, (38,516) 112,319 151,260 357,212
Combined ratio .......ccoveevieiiesee e, 105.3% 84.8% 92.9% 84.1%

The following table summarizes, on an after-tax basis, the Company’s consolidated financial data, including a
reconciliation of after-tax operating income available to common shareholders to net income available to
common shareholders and related diluted per share results:

Three Months Ended Nine Months Ended
September 30, September 30,
(U.S. dollars in thousands, except per share data) 2008 2007 2008 2007
After-tax operating income available to common
ShArENOIErS ......cvevcviciecieece e, $64,094 $214,582 $451,452 $624,938
Net realized (losses) gains, net of taX ........ccccceeeeieeiiennnns (104,418) 13,879 (84,150) 11,874
Equity in net income (loss) of investment funds
accounted for using the equity method, net of tax........ (1,731) (5,283) (4,461) 735
Net foreign exchange gains (losses), net of tax.............. 68,445 (23,433) 45,253 (39,857)
Net income available to common shareholders.......... $26,390 $199,745 $408,094 $597,690
Diluted per common share results:
After-tax operating income available to common
ShareholderS.......covveveirisceee e, $1.02 $2.96 $6.89 $8.36
Net realized (losses) gains, net of taX .........ccoeevverennn, (1.66) 0.19 (1.28) 0.16
Equity in net income (loss) of investment funds
accounted for using the equity method, net of tax........ (0.03) (0.07) (0.07) 0.01
Net foreign exchange gains (losses), net of tax............, 1.09 (0.32) 0.69 (0.53)
Net income available to common shareholders........... $0.42 $2.76 $6.23 $8.00
Weighted average common shares and common
share equivalents outstanding — diluted.............cc.ccco.e... 62,830,910 72,378,940 65,530,570 74,734,343

The combined ratio represents a measure of underwriting profitability, excluding investment income, and is the
sum of the loss ratio and expense ratio. A combined ratio under 100% represents an underwriting profit and a
combined ratio over 100% represents an underwriting loss. The combined ratio of the Company’s insurance and
reinsurance subsidiaries consisted of a loss ratio of 74.9% and an underwriting expense ratio of 30.4% for the
2008 third quarter, compared to a loss ratio of 54.7% and an underwriting expense ratio of 30.1% for the 2007
third quarter. The combined ratio of the Company’s insurance and reinsurance subsidiaries consisted of a loss
ratio of 63.2% and an underwriting expense ratio of 29.7% for the nine months ended September 30, 2008,
compared to a loss ratio of 55.9% and an underwriting expense ratio of 28.2% for the 2007 period. The loss ratio
of 74.9% for the 2008 third quarter was comprised of 41.6 points of paid losses, 9.4 points related to reserves for
reported losses and 23.9 points related to incurred but not reported reserves.

In establishing the reserves for losses and loss adjustment expenses, the Company has made various assumptions
relating to the pricing of its reinsurance contracts and insurance policies and also has considered available
historical industry experience and current industry conditions. The Company’s reserving method to date has
been, to a large extent, the expected loss method, which is commonly applied when limited loss experience



exists. Any estimates and assumptions made as part of the reserving process could prove to be inaccurate due to
several factors, including the fact that relatively limited historical information has been reported to the Company
through September 30, 2008. For a discussion of underwriting activities and a review of the Company’s results
by operating segment, see “Segment Information” in the Supplemental Financial Information section of this
release.

Net investment income for the 2008 third quarter was $117.0 million, or $1.86 per share, compared to $118.5
million, or $1.64 per share, for the 2007 third quarter. For the nine months ended September 30, 2008, net
investment income was $356.3 million, or $5.44 per share, compared to $342.4 million, or $4.58 per share, for
the 2007 period. The comparability of net investment income during the 2008 and 2007 periods was influenced
by the Company’s share repurchase program described below. The pre-tax investment income yield was 4.74%
for the 2008 third quarter, compared to 5.06% for the 2007 third quarter, and 4.80% for the nine months ended
September 30, 2008, compared to 4.94% for the 2007 period.

During the 2008 third quarter, pre-tax net realized losses on the Company’s investment portfolio were $105.5
million, which reflected $82.5 million of other-than-temporary impairment charges, including $23 million of
write downs on the Company’s holdings in fixed income securities issued by Lehman Brothers Holdings Inc.
The Company recorded approximately $200 million of unrealized losses on its investment portfolio during the
2008 third quarter, excluding foreign exchange, which was primarily attributable to wider credit spreads and not
to issue-specific credit events in the period. In addition, the Company recorded approximately $70 million of
unrealized losses on investments held in foreign currencies due to strengthening of the U.S. Dollar, which was
largely offset by net foreign exchange gains described below. Through October 22, 2008, the Company
estimates that the total return on its investment portfolio, excluding foreign exchange, generated approximately
$150 million of additional unrealized losses. This estimate was prepared without the benefit of the Company’s
normal quarterly financial procedures and, therefore, the actual total return at October 22, 2008 could be
materially different than the estimated amount and there can be no assurances given as to the performance of the
Company’s investment portfolio for the complete 2008 fourth quarter or any future period.

The Company’s investment portfolio continues to be comprised primarily of high quality fixed income
securities, with no collateralized debt obligations (CDOs), collateralized loan obligations (CLOSs) or credit
default swaps (CDSs). The Company’s portfolio does not include ownership of common stock or preferred stock
of any publicly-traded issuers and essentially includes no investments in hedge funds or private equity funds.
The average credit quality rating of the portfolio remained at “AA+” at September 30, 2008 and the average
effective duration remained relatively constant at 3.44 years at September 30, 2008, compared to 3.36 years at
June 30, 2008 and 3.29 years at December 31, 2007. Further information on the Company’s investments is
included on page 10.

In addition, the Company’s investment portfolio includes certain funds that invest in fixed maturity securities
which, due to the ownership structure of the funds, are accounted for by the Company using the equity method.
In applying the equity method, these investments are initially recorded at cost and are subsequently adjusted
based on the Company’s proportionate share of the net income or loss of the funds (which include changes in
the market value of the underlying securities in the funds). This method of accounting is different from the way
the Company accounts for its other fixed maturity securities. Investment funds accounted for using the equity
method totaled $384.1 million at September 30, 2008, compared to $351.9 million at June 30, 2008 and $236.0
million at December 31, 2007.

For the nine months ended September 30, 2008, the effective tax rates on income before income taxes and pre-
tax operating income were 2.6% and 2.0%, respectively, compared to 2.6% and 2.9% for the 2007 period. The
Company’s effective tax rates may fluctuate from period to period based on the relative mix of income reported
by jurisdiction primarily due to the varying tax rates in each jurisdiction. The Company’s quarterly tax provision
is adjusted to reflect changes in its expected annual effective tax rates, if any. The Company reduced its
estimated annual effective tax rate on pre-tax operating income slightly during the 2008 third quarter. The
impact of applying the lower effective tax rate on pre-tax operating income for the six months ended June 30,
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2008 increased the Company’s after-tax results for the 2008 third quarter by $2.1 million, or $0.03 per share.
The Company currently expects that its annual effective tax rate on pre-tax operating income available to
common shareholders for the year ended December 31, 2008 will be in the range of 1.0% to 3.0%. In addition,
the Company’s Bermuda-based reinsurer incurs federal excise taxes for premiums assumed on U.S. risks. Such
expenses are included in the Company’s acquisition expenses.

Net foreign exchange gains for the 2008 third quarter of $68.4 million consisted of net unrealized gains of $66.7
million and net realized gains of $1.7 million, compared to net foreign exchange losses for the 2007 third
quarter of $23.7 million which consisted of net unrealized losses of $22.5 million and net realized losses of $1.2
million. Net foreign exchange gains for the nine months ended September 30, 2008 of $45.1 million consisted of
net unrealized gains of $45.5 million and net realized losses of $0.4 million, compared to net foreign exchange
losses for the 2007 period of $39.8 million which consisted of net unrealized losses of $45.6 million and net
realized gains of $5.8 million. Net unrealized foreign exchange gains or losses result from the effects of
revaluing the Company’s net insurance liabilities required to be settled in foreign currencies at each balance
sheet date. As discussed above, the Company holds investments in foreign currencies which are intended to
mitigate its exposure to foreign currency fluctuations in its net insurance liabilities. However, changes in the
value of such investments due to foreign currency rate movements are reflected as a direct increase or decrease
to shareholders’ equity and are not included in the statement of income.

Diluted weighted average common shares and common share equivalents outstanding, used in the calculation of
after-tax operating income and net income per common share, were 62.8 million for the 2008 third quarter,
compared to 72.4 million for the 2007 third quarter, and 65.5 million for the nine months ended September 30,
2008, compared to 74.7 million for the 2007 period. The lower level of weighted average shares outstanding in
the 2008 periods was primarily due to the impact of share repurchases as discussed below.

The board of directors of ACGL has authorized the investment of up to $1.5 billion in ACGL’s common shares
through a share repurchase program. Repurchases under the program may be effected from time to time in open
market or privately negotiated transactions through February 2010. During the 2008 third quarter, ACGL
repurchased approximately 1.9 million common shares under the share repurchase program for an aggregate
purchase price of $123.4 million. Since the inception of the share repurchase program through September 30,
2008, ACGL has repurchased approximately 15.3 million common shares for an aggregate purchase price of
$1.05 billion. At September 30, 2008, approximately $450 million of repurchases were available under the share
repurchase program. As a result of the share repurchase transactions to date, book value per common share was
reduced by $3.20 per share at September 30, 2008, compared to $1.45 at December 31, 2007, while weighted
average shares outstanding for the 2008 third quarter and nine months ended September 30, 2008 were reduced
by 14.9 million and 12.1 million shares, respectively, compared to 4.9 million shares and 2.3 million shares for
the 2007 third quarter and nine months ended September 30, 2007, respectively.

At September 30, 2008, the Company’s capital of $3.92 billion consisted of $300.0 million of senior notes,
representing 7.7% of the total, $100.0 million of revolving credit agreement borrowings due in August 2011,
representing 2.6% of the total, $325.0 million of preferred shares, representing 8.3% of the total, and common
shareholders’ equity of $3.19 billion, representing the balance. At December 31, 2007, the Company’s capital of
$4.34 billion consisted of $300.0 million of senior notes, representing 6.9% of the total, $325.0 million of
preferred shares, representing 7.5% of the total, and common shareholders’ equity of $3.71 billion, representing
the balance. The decrease in capital during 2008 was primarily attributable to an after-tax decrease in the fair
value of our investment portfolio and share repurchase activity, partially offset by net income and borrowings
during the period.

The Company will hold a conference call for investors and analysts at 11:00 a.m. Eastern Time on Friday,
October 24, 2008. A live webcast of this call will be available via the Media-Earnings Webcasts section of the
Company's website at http://www.archcapgroup.bm and will be archived on the website from 1:00 p.m. Eastern
Time on October 24 through midnight Eastern Time on November 25, 2008. A telephone replay of the
conference call also will be available beginning on October 24 at 1:00 p.m. Eastern Time until October 31, 2008
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at midnight Eastern Time. To access the replay, domestic callers should dial 888-286-8010 (passcode
33126071), and international callers should dial 617-801-6888 (passcode 33126071).

Please refer to the Company’s Financial Supplement dated September 30, 2008, which is posted on the
Company’s website at http://www.archcapgroup.bm/docs/3Q2008_Financial%20Supplement.pdf. The Financial
Supplement provides additional detail regarding the financial performance of the Company.

Arch Capital Group Ltd., a Bermuda-based company with over $3.9 billion in capital at September 30, 2008,
provides insurance and reinsurance on a worldwide basis through its wholly owned subsidiaries.

Cautionary Note Regarding Forward-Looking Statements

The Private Securities Litigation Reform Act of 1995 (“PLSRA”) provides a “safe harbor” for forward-looking
statements. This release or any other written or oral statements made by or on behalf of the Company may
include forward-looking statements, which reflect the Company’s current views with respect to future events
and financial performance. All statements other than statements of historical fact included in or incorporated by
reference in this release are forward-looking statements. Forward-looking statements, for purposes of the
PLSRA or otherwise, can generally be identified by the use of forward-looking terminology such as “may,”

“will,

LEINT3 11 “intend,” 113 LEINT] LEINT

expect, estimate,” “anticipate,” “believe” or “continue” and similar statements of a future or

forward-looking nature or their negative or variations or similar terminology.

Forward-looking statements involve the Company’s current assessment of risks and uncertainties. Actual events
and results may differ materially from those expressed or implied in these statements. Important factors that
could cause actual events or results to differ materially from those indicated in such statements are discussed
below and elsewhere in this release and in the Company’s periodic reports filed with the Securities and
Exchange Commission (the “SEC”), and include:

the Company’s ability to successfully implement its business strategy during “soft” as well as “hard” markets;

acceptance of the Company’s business strategy, security and financial condition by rating agencies and regulators,
as well as by brokers and its insureds and reinsureds;

the Company’s ability to maintain or improve its ratings, which may be affected by its ability to raise additional
equity or debt financings, by ratings agencies’ existing or new policies and practices, as well as other factors
described herein;

general economic and market conditions (including inflation, interest rates, foreign currency exchange rates and
prevailing credit terms) and conditions specific to the reinsurance and insurance markets in which the Company
operates;

competition, including increased competition, on the basis of pricing, capacity, coverage terms or other factors;

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

the loss of key personnel;
the integration of businesses the Company has acquired or may acquire into its existing operations;

accuracy of those estimates and judgments utilized in the preparation of the Company’s financial statements,
including those related to revenue recognition, insurance and other reserves, reinsurance recoverables, investment
valuations, intangible assets, bad debts, income taxes, contingencies and litigation, and any determination to use
the deposit method of accounting, which for a relatively new insurance and reinsurance company, like the
Company, are even more difficult to make than those made in a mature company since relatively limited historical
information has been reported to the Company through September 30, 2008;



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

severity and/or frequency of losses;

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

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

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

availability to the Company of reinsurance to manage its gross and net exposures and the cost of such reinsurance;

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

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

the Company’s investment performance;

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

changes in accounting principles or policies or in the Company’s application of such accounting principles or
policies;

changes in the political environment of certain countries in which the Company operates or underwrites business;

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

the other matters set forth under Item 1A “Risk Factors”, Item 7 “Management’s Discussion and Analysis of
Financial Condition and Results of Operations” and other sections of the Company’s Annual Report on

Form 10-K, as well as the other factors set forth in the Company’s other documents on file with the SEC, and
management’s response to any of the aforementioned factors.

In addition, other general factors could affect the Company’s results, including developments in the world’s
financial and capital markets and its access to such markets.

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



Comment on Regulation G

Throughout this release, the Company presents its operations in the way it believes will be the most meaningful
and useful to investors, analysts, rating agencies and others who use the Company’s financial information in
evaluating the performance of the Company. This presentation includes the use of after-tax operating income
available to common shareholders, which is defined as net income available to common shareholders, excluding
net realized gains or losses, equity in net income or loss of investment funds accounted for using the equity
method and net foreign exchange gains or losses, net of income taxes. The presentation of after-tax operating
income available to common shareholders is a “non-GAAP financial measure” as defined in Regulation G. The
reconciliation of such measure to net income available to common shareholders (the most directly comparable
GAAP financial measure) in accordance with Regulation G is included on page 2 of this release.

The Company believes that net realized gains or losses, equity in net income or loss of investment funds
accounted for using the equity method and net foreign exchange gains or losses in any particular period are not
indicative of the performance of, or trends in, the Company’s business performance. Although net realized gains
or losses, equity in net income or loss of investment funds accounted for using the equity method and net
foreign exchange gains or losses are an integral part of the Company’s operations, the decision to realize
investment gains or losses, the recognition of equity in net income or loss of investment funds accounted for
using the equity method and the recognition of foreign exchange gains or losses are independent of the
insurance underwriting process and result, in large part, from general economic and financial market conditions.
Furthermore, certain users of the Company’s financial information believe that, for many companies, the timing
of the realization of investment gains or losses is largely opportunistic, and, under applicable GAAP accounting,
losses on the Company’s investments can be realized as the result of other-than-temporary declines in value
without actual realization. The use of the equity method on certain of the Company’s investments in certain
funds that invest in fixed maturity securities is driven by the ownership structure of such funds (either limited
partnerships or limited liability companies). In applying the equity method, these investments are initially
recorded at cost and are subsequently adjusted based on the Company’s proportionate share of the net income or
loss of the funds (which include changes in the market value of the underlying securities in the funds). This
method of accounting is different from the way the Company accounts for its other fixed maturity securities and
the timing of the recognition of equity in net income or loss of investment funds accounted for using the equity
method may differ from gains or losses in the future upon sale or maturity of such investments. Due to these
reasons, the Company excludes net realized gains or losses, equity in net income or loss of investment funds
accounted for using the equity method and net foreign exchange gains or losses from the calculation of after-tax
operating income available to common shareholders.

The Company believes that showing net income available to common shareholders exclusive of the items
referred to above reflects the underlying fundamentals of the Company’s business since the Company evaluates
the performance of and manages its business to produce an underwriting profit. In addition to presenting net
income available to common shareholders, the Company believes that this presentation enables investors and
other users of the Company’s financial information to analyze the Company’s performance in a manner similar
to how the Company’s management analyzes performance. The Company also believes that this measure
follows industry practice and, therefore, allows the users of the Company’s financial information to compare the
Company’s performance with its industry peer group. The Company believes that the equity analysts and certain
rating agencies which follow the Company and the insurance industry as a whole generally exclude these items
from their analyses for the same reasons.



ARCH CAPITAL GROUP LTD. AND SUBSIDIARIES
SUPPLEMENTAL FINANCIAL INFORMATION

Book Value Per Common Share and Share Repurchases

September 30, December 31,
(U.S. dollars in thousands, except share data) 2008 2007
Calculation of book value per common share:
Total Shareholders” EQUILY .........ccvrviiiieiiriiieere ettt ae e $3,516,710 $4,035,811
Less preferred shareholders’ EQUILY .........ccooiiiiiiiiieiiree s (325,000) (325,000)
Common Shareholders” BQUILY .......c.cevieiiieiieiei ettt ene s $3,191,710 $3,710,811
Common Shares OULSTANAING (1) ....cevererrereerieieieie sttt bbb 60,173,489 67,318,466
B0OK value Per COMMON SNAIE .........cucueueiiiirieieiee st $53.04 $55.12
Three Months Ended Nine Months Ended Cumulative
September 30, September 30, September 30,
(U.S. dollars in thousands, except share data) 2008 2007 2008 2007 2008
Effect of share repurchases:
Aggregate purchase price of shares repurchased.  $123,377 $145,732 $513,130 $400,705 $1,050,196
Shares repurchased..........c.ccoceverviieiencieneree, 1,865,482 2,173,801 7,487,250 5,812,443 15,256,289
Average price per share repurchased .................. $66.14 $67.04 $68.53 $68.94 $68.84
Estimated dilutive impact on ending book value
per common Share (2).......cccovvevreiennenineienenens ($0.40) (%0.48) ($1.71) ($1.36) ($3.20)
Estimated net accretive impact on diluted
earnings per share (3).....cccoceevreierrerneiersereneens $0.03 $0.13 $0.67 $0.10

(1) Excludes the effects of 5,500,900 and 5,486,033 stock options and 433,404 and 116,453 restricted stock units outstanding at

September 30, 2008 and December 31, 2007, respectively.

(2) As the average price per share repurchased during the periods exceeded the book value per common share at September 30, 2008
and December 31, 2007, the repurchase of shares during the periods reduced book value per common share in the periods

presented.

(3) The estimated impact on diluted earnings per share was calculated comparing reported results versus (i) net income per share plus
an estimate of lost net investment income on the share repurchases divided by (ii) weighted average diluted shares outstanding
excluding the weighted average impact of share repurchases. The repurchase of shares was accretive to diluted earnings per share

in the periods presented.

Annualized Operating Return on Average Common Equity

Three Months Ended

Nine Months Ended

September 30, September 30,

(U.S. dollars in thousands) 2008 2007 2008 2007
After-tax operating income available to common shareholders ....... $64,094 $214,582 $451,452 $624,938
Annualized operating income available to common shareholders.... 256,376 858,328 601,936 833,251
Beginning common shareholders’ equity $3,561,233 $3,379,067 $3,710,811 $3,265,619
Ending common shareholders’ equity .............c........ . 3,191,710 3,549,795 3,191,710 3,549,795
Average common shareholders’ eqUIty ..........cccovreivreereeiennnreen. $3,376,472 $3,464,431 $3,451,261 $3,407,707
Annualized operating return on average common equity ................. 7.6% 24.8% 17.4% 24.5%



Selected Information on Losses and Loss Adjustment Expenses

(U.S. dollars in thousands)

Components of losses and loss adjustment expenses
Paid losses and loss adjustment expenses
Increase in unpaid losses and loss adjustment expenses
Total losses and loss adjustment expenses

Estimated net (favorable) adverse development in prior year
loss reserves, net of related adjustments
Net impact on underwriting results:
INSUFANCE (2) ..veveiiieieeiesie e

Reinsurance

Impact on losses and loss adjustment expenses:
INSUFANCE ...

Reinsurance....

Impact on acquisition expenses:
INSUFANCE ....vvecveecie e
REINSUIANCE.....ccvveiiviececiece e

Impact on combined ratio:

INSUFANCE .....cviiiiiiriiicic

Reinsurance....

Impact on loss ratio:

INSUFANCE .....cvviiiiriiicii

Impact on acquisition expense ratio:
INSUFANCE ..o

Reinsurance....

Estimated net losses incurred from current period

catastrophic events (1)
Insurance

Impact on loss ratio:

INSUFANCE ..o

Reinsurance....

Three Months Ended

Nine Months Ended

September 30, September 30,
2008 2007 2008 2007
$304,625 $300,143 $860,729 $833,016
244,261 102,552 497,199 415,403
$548,886 $402,695 $1,357,928 $1,248,419
($5,783) ($7,496) ($30,891) ($648)
(49,592) (42,168) (136,217) (124,471)
($55,375) ($49,664) ($167,108) ($125,119)
($13,315) ($8,192) ($42,354) ($5,839)
(54,618) (54,829) (144,738) (140,166)
($67,933) ($63,021) ($187,092) ($146,005)
$7,532 $696 $11,463 $5,191
5,026 12,661 8,521 15,695
$12,558 $13,357 $19,984 $20,886
(1.3%) (1.7%) (2.4%) (0.1%)
(17.0%) (13.8%) (15.6%) (13.0%)
(7.6%) (6.8%) (7.8%) (5.6%)
(3.0%) (1.9%) (3.3%) (0.5%)
(18.7%) (17.9%) (16.6%) (14.6%)
(9.3%) (8.6%) (8.7%) (6.5%)
1.7% 0.2% 0.9% 0.4%
1.7% 4.1% 1.0% 1.6%
1.7% 1.8% 0.9% 0.9%
$36,490 — $63,740 —
105,965 $19,911 128,519 $47,769
$142,455 $19,911 $192,259 $47,769
8.3% — 5.0% —
36.3% 6.5% 14.8% 5.0%
19.4% 2.7% 9.0% 2.1%

(1) Equals estimated losses from catastrophic events occurring in the current accident year, net of reinsurance and reinstatement
premiums. Amounts shown for the insurance segment are for named catastrophic events only. Amounts shown for the reinsurance
segment include (i) named events with over $5 million of losses incurred by its Bermuda operations and (ii) all catastrophe losses

incurred by its U.S. operations.

(2) Insurance amounts shown are net of premium, loss and expense adjustments related to the recording of involuntary pool activity,
which resulted in a net loss to the Company of $1.8 million in the 2008 third quarter.



Investment Information

Three Months Ended Nine Months Ended
September 30, September 30,
(U.S. dollars in thousands) 2008 2007 2008 2007
Net investment income:

$117,022 $118,464 $356,335 $342,434
$1.86 $1.64 $5.44 $4.58
Pre-tax investment income yield (at amortized cost) ...........c......... 4.74% 5.06% 4.80% 4.94%
After-tax investment income yield (at amortized cost) ............cc..... 4.63% 4.89% 4.68% 4.78%
Cash flow from 0perations..........ccccvvevveiiiieieiiieiec e $382,189 $426,583 $972,997 $1,103,586

September 30, December 31,

(U.S. dollars in thousands) 2008 2007
Investable assets:

Fixed maturities available for sale, at fair VAIUE...........oooeeiee ettt ettt ee s $7,544,831 $7,137,998
Fixed maturities pledged under securities lending agreements, at fair value (1) .......cccccceverirenciniennenn 901,559 1,462,826
TOtAl FIXEA MATUITEIES ... iveie ittt et e e et e e s sttt e sttt e e st e e e s saaaessbbeeesabesssabaaessssbnsessbessssbaneases 8,446,390 8,600,824
863,783 699,036
3,987 219
239,097 239,915

Other investments (2)
Fixed iNCOME MULUAT TUNGS .......viiviiiiieceecre ettt ettt st eb e sbe e be e besaeesreebeennens 60,051 194,090

International equity index funds..................... — 92,056
Privately held securities and other ..........cc.ccocvveveveivcivinnnnn 82,095 67,548
Investment funds accounted for using the equity Method (3).........ccevvreiiriinnein e 384,139 235,975
INVESEMENT TN JOINT VENTUIE .....ouiiiiieiiiti ettt ettt s e nente b 98,951 —
Securities transactions entered into but not settled at the balance sheet date (39,117) (5,796)
TOtal INVESIADIE ASSELS (1) .euvevereeeererieririeieriete st see et ee st se e tenesaereseese e ese e s e eneseerensene s $10,139,376 $10,123,867
Fixed income portfolio (1):
Average effective dUuration (IN YEAIS)........o e oueieiiieere ettt se e sbeseeneenea 3.44 3.29
Average credit quality........ccocoooeiiieiiinieee AA+ AA+
Imbedded book yield (before investment expenses) 4.74% 5.03%

(1) Insecurities lending transactions, the Company receives collateral in excess of the fair value of the fixed maturities and short-term
investments pledged under securities lending agreements. For purposes of this table, the Company has excluded the collateral
received and reinvested at September 30, 2008 and December 31, 2007 of $933.8 million and $1.5 billion, respectively, which is
reflected as “investment of funds received under securities lending agreements, at fair value” and included the $905.5 million and
$1.46 billion, respectively, of “fixed maturities and short-term investments pledged under securities lending agreements, at fair
value.”

(2) Other investments include (i) mutual funds which invest in fixed maturity securities and international equity index funds; and (ii)
privately held securities and other which include the Company’s investment in Aeolus LP and other privately held securities.

(3) The Company’s investment portfolio includes certain funds that invest in fixed maturity securities which, due to the ownership
structure of the funds, are accounted for by the Company using the equity method. In applying the equity method, these investments
are initially recorded at cost and are subsequently adjusted based on the Company’s proportionate share of the net income or loss of
the funds (which include changes in the market value of the underlying securities in the funds). Changes in the carrying value of
such investments are recorded as ‘Equity in net income (loss) of investment funds accounted for using the equity method” rather
than as an unrealized gain or loss component of accumulated other comprehensive income in shareholders’ equity as are changes in
the carrying value of the Company’s other fixed income investments.
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Investment Information (continued)

The following table summarizes the Company’s fixed maturities and fixed maturities pledged under securities lending
agreements:

Gross Gross
Estimated Unrealized Unrealized Amortized
(U.S. dollars in thousands) Fair Value Gains Losses Cost
September 30, 2008:
Corporate DONAS ........cocvverieeierieeseeese e $2,047,925 $13,222 ($150,603) $2,185,306
Mortgage backed SECUFILIES..........ccvrvveiiveiriiisiceae 1,562,880 8,718 (85,531) 1,639,693
Commercial mortgage backed securities..........c.cc..c...... 1,217,610 6,789 (26,434) 1,237,255
U.S. government and government agencies .................. 1,116,819 11,504 (9,094) 1,114,409
Municipal bonds 1,107,966 3,724 (18,386) 1,122,628
Asset backed securities.... 1,026,118 157 (34,476) 1,060,437
Non-U.S. government SECUFItIes.........cccervrvrerereeeannnn. 367,072 10,778 (12,654) 368,948
TOMAl o $8,446,390 $54,892 ($337,178) $8,728,676
December 31, 2007:
Corporate BoNdS .........coceiiiiiiiiieree e $2,452,527 $40,296 ($10,994) $2,423,225
Mortgage backed SECUTItIES......ccevveieeriiireieicceeine 1,234,596 14,211 (4,087) 1,224,472
Commercial mortgage backed securities...........c.coceenne. 1,315,680 17,339 (558) 1,298,899
U.S. government and government agencies ................. 1,165,423 21,598 (447) 1,144,272
Municipal bonds...........cceevveiirieieesee e 990,325 13,213 (195) 977,307
Asset backed securities 1,008,030 9,508 (4,030) 1,002,552
Non-U.S. government SECUFItIes.........cccervrvrerereeeannnn. 434,243 28,032 (3,056) 409,267
TOMAl oo $8,600,824 $144,197 ($23,367) $8,479,994

The following table summarizes the Company’s top ten exposures to fixed income corporate issuers at September 30,
2008:

Estimated
(U.S. dollars in thousands) Fair Value
September 30, 2008:
General Electric Capital Corp. .......ccoceoeneieinienencnnn $129,902
Citigroup, INC. .o 99,173
JPMorgan Chase & CO. .....ccouevrrreneieeieese e 72,395
Bank of America Corp. .....ocooeverenencinienc e 69,791
Wells Fargo & Company........ccoccoeeereeenenereenieieeennens 57,561
WaChOVia COMpP. ..coviiieeiieiesie e 41,592
American EXpress COMPany .........ccccoeeeeerereenereeneenenne 31,258
Barclays Bank PLC ... 29,141
Verizon Communications INC. .......cocovvevviieeiiiie e 27,983
Morgan Stanley COrp. ...oocooeoeeereneneeeese e 24,649
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Investment Information (continued)

The following table provides information on the Company’s mortgage backed securities (“MBS”) and commercial mortgage
backed securities (“CMBS”) at September 30, 2008, excluding amounts guaranteed by the U.S. government:

Estimated Fair Value

Average % of
Issuance Credit % of Asset Investable
(U.S. dollars in thousands) Year Par Value Quality Total Class Assets
MBS:
Prime non-agency MBS............... 2002 $7,565 AAA $7,107 0.5 0.1
2003 19,290 AAA 18,366 1.2 0.2
2004 68,789 AAA 62,226 4.0 0.6
2005 122,921 AAA 92,610 5.9 0.9
2006 106,908 AAA 81,832 5.2 0.8
2007 126,460 AAA 99,003 6.3 1.0
2008 31,997 AAA 27,614 1.8 0.2
Total non-agency MBS ............ $483,930 AAA $388,758 24.9 3.8
CMBS:
Non-agency CMBS. ..........ccccovnnee, 1998 $3,400 AAA $3,477 0.3 0.0
1999 108,787 AAA 111,076 9.1 11
2000 123,642 AAA 125,195 10.3 1.2
2001 104,483 AAA 103,250 85 1.0
2002 75,845 AAA 73,248 6.0 0.7
2003 101,196 AAA 94,895 7.8 1.0
2004 77,601 AAA 74,135 6.1 0.7
2005 77,961 AAA 70,722 5.8 0.7
2006 35,289 AAA 31,921 2.6 0.3
2007 28,435 AAA 25,330 21 0.3
Total non-agency CMBS.......... $736,639 AAA $713,249 58.6 7.0
Additional Statistics: Prime Non- Non-Agency
Agency MBS CMBS (1)
Weighted average loan age (months) ................. 36 74
Weighted average life (months) (2).........cccceeeeee 66 36
Weighted average loan-to-value % (3)................ 66.0% 58.0%
Total delinqUueNCIes (4) .....ccovvereriiieieieriiieianeas 5.2% 0.7%
Current credit support % (5) 12.4% 28.3%

(1) Loans defeased with government/agency obligations represented approximately 23% of the collateral underlying the Company’s

non-agency CMBS holdings.

(2) The weighted average life for MBS is based on the interest rates in effect at September 30, 2008. The weighted average life for non-
agency CMBS reflects the average life of the collateral underlying the Company’s non-agency CMBS holdings.

(3) The range of loan-to-values on MBS is 36% to 93% while the range of loan-to-values on CMBS is 44% to 72%.
(4) Total delinquencies for MBS includes 60 days and over while CMBS includes 30 days and over.
(5) Current credit support % represents the percentage for a collateralized mortgage obligation (“CMQO”) or CMBS class/tranche from

other subordinate classes in the same CMO or CMBS deal.
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Investment Information (continued)

The following table provides information on the Company’s asset backed securities (“ABS”) at September 30, 2008:

Estimated Fair Value

Average % of
Credit Effective Investable
(U.S. dollars in thousands) Par Value Quality Duration Total % of Class Assets
Sector:
AULOS ..o, $308,718 AAA 1.35 $299,646 29.2 3.0
490,155 AAA 1.85 473,607 46.1 4.7
136,961 AAA 2.17 136,128 13.3 1.3
89,043 AAA 0.79 86,189 8.4 0.8
$1,024,877 AAA 1.65 $995,570 97.0 9.8
Home equity (1) .ccoocoeerveerirrennns, $27,585 AAA 0.01 $23,130 23 0.2
18,800 AA 0.01 6,420 0.6 0.1
464 A 0.01 246 0.0 0.0
4,913 B 0.01 473 0.1 0.0
2,900 CCC 0.01 163 0.0 0.0
702 D 0.07 116 0.0 0.0
$55,364 AA+ 0.01 $30,548 3.0 0.3
Total ABS.......ccooveieeieinn, $1,080,241 AAA 157 $1,026,118 100.0 10.1

(1) The Company’s investment portfolio included $67.9 million par in sub-prime securities at September 30, 2008, with an estimated
fair value of $40.3 million, an average credit quality of AA+ and an effective duration of 0.01 years. Such amounts were primarily in
the home equity sector with the balance in other ABS, MBS and CMBS sectors. In addition, the portfolio of collateral backing the
Company’s securities lending program contains approximately $70.7 million of AAA rated sub-prime securities with an effective

duration of 0.36 years.
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Segment Information

Please refer to the Company’s Financial Supplement dated September 30, 2008, which is posted on the Company’s website
at http://www.archcapgroup.bm/docs/3Q2008 Financial%20Supplement.pdf for additional detail regarding the Company’s
operating segments.

Discussion of 2008 Third Quarter Performance
Insurance Segment

Three Months Ended

September 30,

(U.S. dollars in thousands) 2008 2007

GroSS PremiumMS WITEEN ......cvrveeieieesee e $678,338 $722,688
Net premiums written 466,115 460,019
Net premiums earned 441,049 429,584
Underwriting (10SS) INCOME .......cuoviieiirieeeieieesiee et ($30,148) $35,296
LLOSS FALIO ..ttt ettt st neene e 76.5% 63.8%
ACqUISItION EXPENSE FALIO ...vevieeeieeieeeieeeeie e 14.0% 12.1%
Other operating eXPENSE FAtI0 .......cc.evvereeerere e 16.3% 16.0%
COMDINEA FALIO ...t 106.8% 91.9%

Gross premiums written by the insurance segment in the 2008 third quarter were 6.1% lower than in the 2007 third quarter,
with reductions in casualty, property and professional liability exposures as the insurance segment maintained underwriting
discipline in response to the current market environment. Net premiums written in the 2008 third quarter were 1.3% higher
than in the 2007 third quarter, with the increase due to $10.9 million of premium adjustments recorded in the 2008 third
quarter related to involuntary pools ($10.5 million on an earned basis). Net premiums earned by the insurance segment in
the 2008 third quarter were 2.7% higher than in the 2007 third quarter, and reflect changes in net premiums written over
the previous five quarters, including the mix and type of business written.

The loss ratio for the insurance segment was 76.5% in the 2008 third quarter, compared to 63.8% in the 2007 third quarter.
The 2008 third quarter loss ratio reflected approximately 8.3 points related to catastrophic activity, primarily related to
Hurricanes Gustav and ke, while the 2007 third quarter loss ratio did not include any significant losses from catastrophic
events. The 2008 third quarter loss ratio also reflected a 3.0 point reduction related to estimated net favorable development
in prior year loss reserves, compared to 1.9 points of estimated net favorable development in prior year loss reserves in the
2007 third quarter. The estimated net favorable development in the 2008 third quarter was primarily in medium-tail and
longer-tail lines and resulted from better than expected claims emergence. The insurance segment’s loss ratio in the 2008
third quarter also reflected an increase in expected loss ratios across a number of lines of business primarily due to rate
changes and changes in the mix of business. In addition, the 2008 third quarter included a higher level of large, specific
risk loss activity than the 2007 third quarter.

The insurance segment’s underwriting expense ratio was 30.3% in the 2008 third quarter, compared to 28.1% in the 2007
third quarter. The acquisition expense ratio was 14.0% for the 2008 third quarter, compared to 12.1% for the 2007 third
quarter. The acquisition expense ratio is influenced by, among other things, (1) the amount of ceding commissions received
from unaffiliated reinsurers, (2) the amount of business written on a surplus lines (non-admitted) basis and (3) mix of
business. The acquisition expense ratio for the 2008 third quarter included 1.7 points related to favorable prior year loss
development, compared to 0.2 points in the 2007 third quarter. In addition, the 2008 third quarter acquisition expense ratio
reflects changes in the form of reinsurance ceded and the mix of business. The insurance segment’s other operating
expense ratio was 16.3% for the 2008 third quarter, compared to 16.0% in the 2007 third quarter. Operating expenses in the
2008 third quarter included $5.7 million of costs related to workforce reductions and the relocation of certain of the
insurance segment’s U.S. operations. Such actions were undertaken as part of an expense management plan, which
includes office relocation, personnel and other expense saving initiatives, the implementation of which began in response
to market conditions. In addition, operating expenses related to the involuntary pool adjustment noted above contributed
0.3 points to the 2008 third quarter operating expense ratio.
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Reinsurance Segment

Three Months Ended

September 30,

(U.S. dollars in thousands) 2008 2007

GroSS PremiumMS WITEEN ......cvrveeieieesee e $228,593 $286,272
Net Premiums WILEEN .......c.oiiiiieieieere e 226,577 234,611
Net Premiums EAMMEM........c.eieiuiieeee et 291,982 305,945
Underwriting (10SS) INCOME .....ccuviuiiiiiiieieese e (%8,368) 77,023
LLOSS FALIO ..ttt bbbt st ene e 72.4% 42.1%
ACQUISItION EXPENSE FALIO ...veviieeieeeeieee e 24.2% 25.7%
Other operating eXPENSE FAtI0 .......cc.eiverveeeererere e 6.3% 7.2%
COMDINEA FALIO ...t 102.9% 75.0%

Gross premiums written by the reinsurance segment in the 2008 third quarter were 20.1% lower than in the 2007 third quarter,
with reductions in all treaty lines of business. Commencing in 2006, the reinsurance segment’s Bermuda-based reinsurer, Arch
Re Bermuda, ceded certain lines of property and marine premiums written under a quota share reinsurance treaty (the “Treaty™)
to Flatiron Re Ltd. Under the Treaty, Flatiron Re Ltd. assumed a 45% quota share of certain lines of property and marine
business underwritten by Arch Re Bermuda for the 2006 and 2007 underwriting years (the percentage ceded was increased
from 45% to 70% of covered business bound from June 28, 2006 until August 15, 2006 provided such business did not incept
beyond September 30, 2006). On December 31, 2007, the Treaty expired by its terms. For its January 1 renewals, Arch Re
Bermuda adjusted its book of business in light of the expiration of the Treaty. Other reductions in the reinsurance segment’s
book of business resulted from continued competition which led to non-renewals or lower shares written.

Ceded premiums written by the reinsurance segment were 0.9% of gross premiums written for the 2008 third quarter, compared
to 18.0% for the 2007 third quarter. In the 2008 third quarter, Arch Re Bermuda ceded a minimal amount of premiums written
under the Treaty to Flatiron Re Ltd., compared to $51.4 million, or 18.0%, in the 2007 third quarter, with the lower level due to
the expiration of the Treaty. On an earned basis, Arch Re Bermuda ceded $26.1 million to Flatiron Re Ltd. in the 2008 third
quarter, compared to $68.0 million in the 2007 third quarter. Commission income from the Treaty (in excess of the
reimbursement of direct acquisition expenses) reduced the reinsurance segment’s acquisition expense ratio by 1.1 points in the
2008 third quarter, compared to 2.6 points in the 2007 third quarter. At September 30, 2008, $35.3 million of premiums ceded
to Flatiron Re Ltd. were unearned. The attendant premiums earned, losses incurred and acquisition expenses will primarily be
reflected in the reinsurance segment’s results during the balance of 2008. Net premiums written by the reinsurance segment in
the 2008 third quarter were 3.4% lower than in the 2007 third quarter and included $4.4 million of reinstatement premiums
related to Hurricanes Gustav and Ike, while net premiums earned in the 2008 third quarter were 4.6% lower than in the 2007
third quarter. The decrease in net premiums earned in the 2008 third quarter primarily resulted from changes in net premiums
written over the previous five quarters, including the mix and type of business written.

The reinsurance segment’s loss ratio was 72.4% in the 2008 third quarter, compared to 42.1% for the 2007 third quarter.
The 2008 third quarter loss ratio reflected approximately 36.3 points of catastrophic activity, primarily related to
Hurricanes Gustav and Ike, while the 2007 third quarter loss ratio reflected approximately 6.5 points of catastrophic
activity. The loss ratio for the 2008 third quarter also reflected an 18.7 point reduction related to estimated net favorable
development in prior year loss reserves, compared to a 17.9 point reduction in the 2007 third quarter. The estimated net
favorable development in the 2008 third quarter was primarily in short-tail lines and resulted from better than anticipated
claims emergence. The reinsurance segment’s loss ratio in the 2008 third quarter also reflected an increase in expected loss
ratios across a number of lines of business primarily due to rate changes and changes in the mix of business.

The underwriting expense ratio for the reinsurance segment was 30.5% in the 2008 third quarter, compared to 32.9% in the
2007 third quarter. The acquisition expense ratio for the 2008 third quarter was 24.2%, compared to 25.7% for the 2007
third quarter. The acquisition expense ratio for the 2008 third quarter included 1.7 points related to favorable prior year loss
development, compared to 4.1 points in the 2007 third quarter. In addition, the acquisition expense ratio is influenced by,
among other things, the mix and type of business written and earned and the level of ceding commission income. The
reinsurance segment’s other operating expense ratio was 6.3% for the 2008 third quarter, compared to 7.2% for the 2007
third quarter. The decrease in the operating expense ratio primarily related to a higher level of premium volume in the
reinsurance segment’s property facultative operations for the 2008 third quarter, and included a one-time benefit from a
higher level of deferred acquisition costs.
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ARCH CAPITAL GROUP LTD. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME
(U.S. dollars in thousands, except share data)

(Unaudited) (Unaudited)
Three Months Ended Nine Months Ended
September 30, September 30,
2008 2007 2008 2007
Revenues
Net Premiums WIItEEN .......ooevieiiecenee e $692,692 $694,630 $2,190,152 $2,324,270
Decrease (increase) in unearned premiums...........c.ccceeeee. 40,339 40,899 (43,212) (91,836)
Net premiums €arNed..........ccoverveirirerieniereeieese s 733,031 735,529 2,146,940 2,232,434
Net iINVeStMeNt INCOME.........covviiiiiiiieiriieeceee e 117,022 118,464 356,335 342,434
Net realized (10SSES) QAINS......cc.cvvvirerierieieirere e (105,534) 14,147 (82,228) 9,409
FEE INCOME ..o 944 1,610 3,250 5,670
Equity in net income (loss) of investment funds
accounted for using the equity method.............cccccocevenenne (1,731) (5,283) (4,461) 735
Other INCOME .......cveiiiiice e 3,067 2,696 12,071 3,565
TOtal FEVENUES.....c.vcvieiiciicieciecee e 746,799 867,163 2,431,907 2,594,247
Expenses
Losses and loss adjustment eXpenses .........ccccoveerereereeenne. 548,886 402,695 1,357,928 1,248,419
ACQUISILION EXPENSES ....cviverieieeeiieieeie e ee e 133,413 131,424 367,278 368,829
Other operating eXPENSES ......c.coveerererereeeeese e see e 95,652 95,545 295,417 286,863
INEErESt EXPENSE ...ttt 6,241 5,524 17,553 16,570
Net foreign exchange (gains) 10SSeS .......ccocevevriieneiieenne. (68,395) 23,656 (45,106) 39,848
TOtal EXPENSES....eevvveiieeieieie et 715,797 658,844 1,993,070 1,960,529
Income before iINCOME taxes........ccvvevevveiieveeieeie s 31,002 208,319 438,837 633,718
Income tax (benefit) eXPense......ccccveveieieiicese e, (1,849) 2,113 11,360 16,645
NEL INCOME....viiiiieicc e 32,851 206,206 427,477 617,073
Preferred dividends..........cooveeiiieiiiiiiic e 6,461 6,461 19,383 19,383
Net income available to common shareholders.............. $26,390 $199,745 $408,094 $597,690
Net income per common share
BaASIC..c.viiceicte et $0.44 $2.87 $6.50 $8.30
DIlUtEd.....ceioeeeicece e $0.42 $2.76 $6.23 $8.00
Weighted average common shares and common
share equivalents outstanding
BaSIC..c.viiiiciec et 60,109,932 69,561,789 62,790,514 71,980,194
DilULEd.....cvoiiiciecece e 62,830,910 72,378,940 65,530,570 74,734,343

16



ARCH CAPITAL GROUP LTD. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(U.S. dollars in thousands, except share data)

(Unaudited)
September 30, December 31,
2008 2007
Assets
Investments:
Fixed maturities available for sale, at fair value (amortized cost: 2008, $7,822,256; 2007, $7,037,272) ........ $7,544,831 $7,137,998
Short-term investments available for sale, at fair value (amortized cost: 2008, $869,000; 2007, $700,262) ... 863,783 699,036
Investment of funds received under securities lending agreements, at fair value

(amortized cost: 2008, $950,327; 2007, $1,503,723) .....cueivruiirierirerieesieiesieie sttt enenes 933,797 1,503,723
Other investments (cost: 2008, $142,546; 2007, $323,950) 142,146 353,694
Investment funds accounted for using the equity MEthod ...........ccooiiiiiiiini e 384,139 235,975
Investment in joint venture (cost: 2008, $100,000) .........ccviueririierieeierieiseesiee sttt enens 98,951 —
TOLAL INVESTMENES ...ttt e ettt e e e b e e e e b e e e e bt e e e s bt e e e saba e e s ebbaessabbeeesabeeesbeeesebbbessabbessbanesesbeeas 9,967,647 9,930,426
(08 TS 1 OO OO OO OO OO O OO ROPRPRU 239,097 239,915
ACCTUEH INVESIMENT INCOIME ...ttt ettt e bt e e et e e e s e bt e e e e bt e e e ebb e e s sabbeeesabbeesabbaesssbbesssabesessbeessabenas 82,218 73,862
Fixed maturities and short-term investments pledged under securities lending agreements, at fair value ........ 905,546 1,463,045
PremiUumMS TECEIVADIE ..ot e e s e bt e e s bt e e e st e e s s ebae e s sbb e e s sbbesserbaeesanes 738,694 729,628
Unpaid losses and loss adjustment eXpenses reCOVEIabIe. .........coiiiiiiiiiiieie e 1,656,848 1,609,619
Paid losses and loss adjustment eXpenses reCOVEIADIE ...........coii i 105,491 132,289
Prepaid reinsurance premiums .........oeoeeeeresenneienesenins 335,210 480,462
Deferred income tax assets, net 72,118 57,051
Deferred aCqUISTTION COSES, MEL ......uiiirieiiieeei ettt ettt st et et e st et e ebeeteebesbe st eneeresaeneenes 310,916 290,059
RECEIVADIE TOr SECUITIES SOIU ... ...iiiviiiiciiii ittt s e b e e e s bt e e e s b e e e s ebb e e s sbbeessbbessebaaeeeanns 1,099,000 17,359
(O LT TSE=) £ 618,017 600,552
Lo - L NIl £SO RSRPRP $16,130,802 $15,624,267
Liabilities
Reserve for 10sses and 105S adjUSTMENT EXPENSES ......c.veeiuireriirieieieieste e steseeee et ste e resresbeseeseeseenearessens $7,569,543 $7,092,452
UNEAINEA PIEIMIUMIS ....eititiite ittt sttt etk b e b e b et e bt e b e eb e b e b e e e st e b e e bt e bt e b e b e b e e eb e e bt ebenb e b eseabenbeanens 1,653,855 1,765,881
Reinsurance balanCes PAYabIE .........ccoiiieiiic ettt et 214,550 301,309
SENIOT NOES ......vviiiivii ettt 300,000 300,000
Revolving credit agreement borrowings 100,000 —
SecuritieS 1eNdING PAYADIE. .........oo e et 950,327 1,503,723
Payable for SECUrtIES PUICRASEM ........ccuoiiiieieice ettt st nente e 1,138,117 23,155
OFNEr THADITITIES ... vttt ettt e bbb aeebeebe st e st et e e e st eteebesbe st e b essebeabesberin 687,700 601,936
TOTAl LIADIITIES. .....cvicviiticiecie ettt ettt et ettt et e e eaeebeebeebe s b e be e enseseeasebesbesbesbenbe st ensereens $12,614,092 11,588,456
Commitments and Contingencies
Shareholders’ Equity
Non-cumulative preferred shares ($0.01 par value, 50,000,000 shares authorized, issued: 13,000,000) 130 130
Common shares ($0.01 par value, 200,000,000 shares authorized, issued: 2008, 60,173,489;

2007, 67,318,466) ............ 602 673
Additional paid-in capital 977,059 1,451,667
RETAINEA BAIMINGS ... ettt ettt b e e et e e st bt e b e b et ea e e s e e Rt ebeeheebeseemteseentabeanesbesseneeneanesaentens 2,836,211 2,428,117
Accumulated other comprehensive (loss) income, net of deferred iNCOME taX .......ccccoovevveivivievesccicicece (297,292) 155,224
Total SNAreNOIdErs’ EQUILY ......coiiiiiiieieeeee bbbttt 3,516,710 4,035,811
Total Liabilities and Shareholders’ EQUILY ..........cccovieiieiirieeiscisee et ene s $16,130,802 $15,624,267
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