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Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Exchange Act.
Yeso Noy

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Exchange Act
during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to such
filing requirements for the past 90 days. Yesy Noo

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive
Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months
(or for such shorter period that the registrant was required to submit and post such files). Yesy No o

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§229.405 of this chapter) is not contained
herein, and will not be contained, to the best of registrant's knowledge, in definitive proxy or information statements incorporated by reference in
Part III of this Form 10-K or any amendment to this Form 10-K. y

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See the definitions of "large accelerated filer," "accelerated filer" and "smaller reporting company" in Rule 12b-2 of the Exchange
Act.

Large accelerated Filer y Accelerated Filer o Non-accelerated Filer o Smaller reporting company o

(Do not check if a
smaller reporting company)
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yeso No ¥

The aggregate market value of the voting and non-voting common equity held by non-affiliates, computed by reference to the closing price
as reported by the NASDAQ Stock Market as of the last business day of the Registrant's most recently completed second fiscal quarter, was
approximately $4.11 billion.

As of February 21, 2012, there were 135,395,863 of the registrant's common shares outstanding.

DOCUMENTS INCORPORATED BY REFERENCE

Portions of Part III and Part IV incorporate by reference our definitive proxy statement for the 2012 annual meeting of shareholders to be
filed with the Securities and Exchange Commission pursuant to Regulation 14A before April 30, 2012.
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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

The Private Securities Litigation Reform Act of 1995 ("PSLRA") provides a "safe harbor" for forward-looking statements. This report or
any other written or oral statements made by or on behalf of us may include forward-looking statements, which reflect our current views with
respect to future events and financial performance. All statements other than statements of historical fact included in or incorporated by
reference in this report are forward-looking statements. Forward-looking statements, for purposes of the PSLRA or otherwise, can generally be
identified by the use of forward-looking terminology such as "may," "will," "expect,” "intend," "estimate," "anticipate," "believe" or "continue"
and similar statements of a future or forward-looking nature or their negative or variations or similar terminology.

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

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

acceptance of our business strategy, security and financial condition by rating agencies and regulators, as well as by brokers
and our insureds and reinsureds;

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

general economic and market conditions (including inflation, interest rates, foreign currency exchange rates, prevailing
credit terms and the depth and duration of a recession) and conditions specific to the reinsurance and insurance markets

(including the length and magnitude of the current "soft" market) in which we operate;

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

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

our ability to successfully enhance, integrate and maintain operating procedures (including information technology) to
effectively support our current and new business;

the loss of key personnel;

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

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

mature company since relatively limited historical information has been reported to us through December 31, 2011;

greater than expected loss ratios on business written by us and adverse development on claim and/or claim expense liabilities
related to business written by our insurance and reinsurance subsidiaries;
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claims for natural or man-made catastrophic events in our insurance or reinsurance business could cause large losses and
substantial volatility in our results of operations;

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

availability to us of reinsurance to manage our 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 us;

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

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

the impact of the continued weakness of the U.S., European countries and other key economies, projected budget deficits for
the U.S., European countries and other governments and the consequences associated with possible additional downgrades
of securities of the U.S., European countries and other governments by credit rating agencies, and the resulting effect on the

value of securities in our investment portfolio as well as the uncertainty in the market generally;

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

in our periodic reports filed with the SEC;

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

changes in the political environment of certain countries in which we operate or underwrite 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 us, our 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 this Annual Report on Form 10-K, as well as the other factors set
forth in Arch Capital Group Ltd.'s other documents on file with the SEC, and management's response to any of the
aforementioned factors.

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

ITEM 1. BUSINESS

non non

As used in this report, references to "we," "us," "our" or the "Company" refer to the consolidated operations of Arch Capital Group Ltd.
("ACGL") and its subsidiaries. Tabular amounts are in U.S. Dollars in thousands, except share amounts, unless otherwise noted. We refer you to
Item 1A "Risk Factors" for a discussion of risk factors relating to our business.

OUR COMPANY
General

Arch Capital Group Ltd. is a Bermuda public limited liability company with approximately $5.03 billion in capital at December 31, 2011
and, through operations in Bermuda, the United States, Europe and Canada, writes insurance and reinsurance on a worldwide basis. While we
are positioned to provide a full range of property and casualty insurance and reinsurance lines, we focus on writing specialty lines of insurance
and reinsurance. For 2011, we wrote $2.67 billion of net premiums and reported net income available to common shareholders of
$410.5 million. Diluted book value per share was $32.03 at December 31, 2011, compared to $29.99 per share at December 31, 2010.

ACGL's registered office is located at Clarendon House, 2 Church Street, Hamilton HM 11, Bermuda (telephone number: (441) 295-1422),
and its principal executive offices are located at Wessex House, 45 Reid Street, Hamilton HM 12, Bermuda (telephone number:

(441) 278-9250). ACGL makes available free of charge through its website, located at www.archcapgroup.bm, its annual reports on Form 10-K,
quarterly reports on Form 10-Q, current reports on Form 8-K, and all amendments to those reports as soon as reasonably practicable after such
material is electronically filed with, or furnished to, the SEC. The public may read and copy any materials ACGL files with the SEC at the SEC's
Public Reference Room at 100 F Street, NE, Washington, D.C. 20549. The public may obtain information on the operation of the Public
Reference Room by calling 1-800-SEC-0330. The SEC also maintains an Internet site that contains reports, proxy and information statements,

and other information regarding issuers that file electronically with the SEC (such as ACGL) and the address of that site is www.sec.gov.
Our History

Our current operations were built on an existing underwriting platform through an underwriting initiative in October 2001 to meet current
and future demand in the global insurance and reinsurance markets. Since that time, we have attracted a proven management team with
extensive industry experience and enhanced our existing global underwriting platform for our insurance and reinsurance businesses. It is our
belief that our underwriting platform, our experienced management team and our strong capital base that is unencumbered by significant
pre-2002 risks have enabled us to establish a strong presence in the insurance and reinsurance markets.

Prior to the 2001 underwriting initiative, our insurance underwriting platform consisted of Arch Insurance (Bermuda), a division of Arch
Reinsurance Ltd. ("Arch Re Bermuda"), our Bermuda-based reinsurer and insurer, and our U.S.-licensed insurers, Arch Insurance Company
("Arch Insurance"), Arch Excess & Surplus Insurance Company ("Arch E&S") and Arch Specialty Insurance Company ("Arch Specialty"). We
established Arch Insurance Company (Europe) Limited ("Arch Insurance Company Europe"), our United Kingdom-based subsidiary, in 2004,
and we expanded our North American presence when Arch Insurance opened a branch office in Canada in 2005. In 2009, we established a
managing agent and syndicate at Lloyd's of London ("Lloyd's"). Our Lloyd's syndicate 2012 ("Arch Syndicate 2012") commenced underwriting
in 2009. See "Operations Insurance Operations" for further details on our insurance operations.
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Prior to the 2001 underwriting initiative, our reinsurance underwriting platform consisted of Arch Re Bermuda and Arch Reinsurance
Company ("Arch Re U.S."), our U.S.-licensed reinsurer. Our reinsurance operations in Europe began in November 2006 with the formation of a
Swiss branch of Arch Re Bermuda, and the formation of a Danish underwriting agency in 2007. In addition to the U.S. reinsurance activities of
Arch Re U.S., we launched our property facultative reinsurance underwriting operations in 2007, which underwrite in the U.S., Canada and
Europe. We formed Arch Reinsurance Europe Underwriting Limited ("Arch Re Europe"), our Ireland-based reinsurance company, in 2008. In
2011, we formed Arch Mortgage Insurance Limited ("Arch Mortgage"), which is authorized to underwrite mortgage insurance from its base in
Ireland, and launched treaty operations in Canada. See "Operations Reinsurance Operations" for further details on our reinsurance operations.

In January 2008, Arch Re Bermuda and Gulf Investment Corporation GSC ("GIC") entered into a joint venture agreement for the purpose
of forming a reinsurance company in the Dubai International Financial Centre. GIC is owned equally by the six member states of the Gulf
Cooperation Council ("GCC"), which include Bahrain, Kuwait, Oman, Qatar, Saudi Arabia and the United Arab Emirates. In May 2008, we
provided $100 million of funding to Gulf Reinsurance Limited ("Gulf Re"), a newly formed reinsurer based in the Dubai International Financial
Centre, pursuant to the joint venture agreement with GIC. Gulf Re provides property and casualty reinsurance primarily in the member states of
the GCC.

The growth of our insurance and reinsurance platforms was supported through the net proceeds of: (1) an equity capital infusion of
$763 million led by funds affiliated with Warburg Pincus LLC ("Warburg Pincus funds") and Hellman & Friedman LLC ("Hellman & Friedman
funds") in late 2001; (2) a public offering of 7.5 million of our common shares with net proceeds of $179 million in April 2002; (3) the exercise
of class A warrants by our principal shareholders and other investors in September 2002, which provided net proceeds of $74 million; (4) a
March 2004 public offering of 4.7 million of our common shares with net proceeds of $179 million; (5) a May 2004 public offering of
$300 million principal amount of our 7.35% senior notes due May 2034; (6) a February 2006 public offering of $200 million of our 8.00%
series A non-cumulative preferred shares; and (7) a May 2006 public offering of $125 million of our 7.875% series B non-cumulative preferred
shares. ACGL has the right to redeem all or a portion of each series of preferred shares at a liquidation preference price of $25.00 per share.

The board of directors of ACGL has authorized the investment in ACGL's common shares through a share repurchase program.
Repurchases under the share repurchase program may be effected from time to time in open market or privately negotiated transactions through
December 31, 2012. Since the inception of the share repurchase program in February 2007 through December 31, 2011, ACGL has repurchased
approximately 104.8 million common shares for an aggregate purchase price of $2.56 billion. At December 31, 2011, the total remaining
authorization under the share repurchase program was $942.0 million.

Operations

We classify our businesses into two underwriting segments, insurance and reinsurance. For an analysis of our underwriting results by
segment, see note 3, "Segment Information," of the notes accompanying our consolidated financial statements and "Management's Discussion
and Analysis of Financial Condition and Results of Operations Results of Operations."

Our Insurance Operations

Our insurance operations are conducted in Bermuda, the United States, Europe, Canada, Australia and South Africa. Our insurance
operations in Bermuda are conducted through Arch Insurance (Bermuda), a division of Arch Re Bermuda. In the U.S., our insurance group's
principal insurance
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subsidiaries are Arch Insurance, Arch Specialty, Arch E&S and Arch Indemnity Insurance Company ("Arch Indemnity"). Arch Insurance is an
admitted insurer in 50 states, the District of Columbia, Puerto Rico, the U.S. Virgin Islands and Guam with a branch office in Canada. Arch
Specialty is an approved excess and surplus lines insurer in 49 states, the District of Columbia, Puerto Rico and the U.S. Virgin Islands and an
admitted insurer in one state. Arch E&S, which is not currently writing business, is an approved excess and surplus lines insurer in 47 states and
the District of Columbia and an admitted insurer in one state. Arch Indemnity, which is not currently writing business, is an admitted insurer in
49 states and the District of Columbia. The headquarters for our insurance group's U.S. support operations (excluding underwriting units) is in
Jersey City, New Jersey. The insurance group has additional offices throughout the U.S., including four regional offices located in: Alpharetta,
Georgia; Chicago, Illinois; New York, New York; and San Francisco, California. The insurance group operates in Canada as a branch of Arch
Insurance, with its headquarters in Toronto, Ontario and other regional offices in Canada.

Our insurance group's European operations are conducted on two platforms: Arch Insurance Company Europe and Arch Syndicate 2012
(the U.K. insurance operations are collectively referred to as "Arch Insurance Europe"). Arch Insurance Europe conducts its operations from
London. Arch Insurance Company Europe is approved as an excess and surplus lines insurer in 27 states and the District of Columbia and also
has branches in Denmark, Finland, Germany, Italy, Norway, Spain and Sweden. Arch Underwriting at Lloyd's Ltd ("AUAL") is the managing
agent of Arch Syndicate 2012 and is responsible for the daily management of Arch Syndicate 2012. Arch Syndicate 2012 has enhanced our
underwriting platform by providing us with access to Lloyd's extensive distribution network and worldwide licenses. Arch Underwriting at
Lloyd's (Australia) Pty Ltd, based in Sydney, Australia, and Arch Underwriting at Lloyd's (South Africa) (Pty) Limited, based in Johannesburg,
South Africa, are Lloyd's services companies which underwrite exclusively for Arch Syndicate 2012.

As of February 15, 2012, our insurance group had approximately 1,125 employees.

Strategy. Our insurance group's strategy is to operate in lines of business in which underwriting expertise can make a meaningful
difference in operating results. The insurance group focuses on talent-intensive rather than labor-intensive business and seeks to operate
profitably (on both a gross and net basis) across all of its product lines. To achieve these objectives, our insurance group's operating principles
are to:

Capitalize on Profitable Underwriting Opportunities. Our insurance group believes that its experienced management and
underwriting teams are positioned to locate and identify business with attractive risk/reward characteristics. As profitable
underwriting opportunities are identified, our insurance group will continue to seek to make additions to its product portfolio
in order to take advantage of market trends. This may include adding underwriting and other professionals with specific

expertise in specialty lines of insurance.

Centralize Responsibility for Underwriting. Our insurance group consists of a range of product lines. The underwriting
executive in charge of each product line oversees all aspects of the underwriting product development process within such
product line. Our insurance group believes that centralizing the control of such product line with the respective underwriting
executive allows for close management of underwriting and creates clear accountability for results. Our U.S. insurance
group has four regional offices, and the executive in charge of each region is primarily responsible for all aspects of the
marketing and distribution of our insurance group's products, including the management of broker and other producer
relationships in such executive's respective region. In our non-U.S. offices, a similar philosophy is observed, with
responsibility for the management of each product line residing with the senior underwriting executive in charge of such
product line.
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Maintain a Disciplined Underwriting Philosophy. Our insurance group's underwriting philosophy is to generate an
underwriting profit through prudent risk selection and proper pricing. Our insurance group believes that the key to this
approach is adherence to uniform underwriting standards across all types of business. Our insurance group's senior

management closely monitors the underwriting process.

Focus on Providing Superior Claims Management. Our insurance group believes that claims handling is an integral
component of credibility in the market for insurance products. Therefore, our insurance group believes that its ability to
handle claims expeditiously and satisfactorily is a key to its success. Our insurance group employs experienced claims

professionals and also utilizes experienced external claims managers (third party administrators) where appropriate.

Utilize a Brokerage Distribution System. Our insurance group believes that by utilizing a brokerage distribution system,
consisting of select international, national and regional brokers, both wholesale and retail, it can efficiently access a broad
customer base while maintaining underwriting control and discipline.

Our insurance group writes business on both an admitted and non-admitted basis. Our insurance group focuses on the following areas:

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

Construction. Our insurance group's construction unit provides primary and excess casualty coverages to middle and large
accounts in the construction industry.

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

financial institution professional liability coverages.

Healthcare. Our insurance group's healthcare unit provides medical professional and general liability insurance coverages
for the healthcare industry, including excess professional liability programs for large, integrated hospital systems, outpatient

facilities, clinics and long-term care facilities.

Lenders products. Our insurance group's lenders products unit provides collateral protection, debt cancellation and service
contract reimbursement products to banks, credit unions, automotive dealerships and original equipment manufacturers. The

unit also underwrites other specialty programs that pertain to automotive lending and leasing.

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

retention and retrospectively rated programs.

Professional Liability. Our insurance group's professional liability unit insures large law firms and accounting firms and
professional programs, as well as miscellaneous professional liability, including coverages for consultants, network security,
securities broker-dealers, wholesalers, captive agents and managing general agents. The professional liability unit also
provides coverage for environmental and design professionals, including coverages for architectural and engineering firms

and construction products and pollution legal liability coverage for fixed sites.
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non-catastrophe-exposed property business. This unit offers primarily package policies, underwriting workers' compensation
and umbrella liability business in support of desirable package programs.

Property, Energy, Marine and Aviation. Our insurance group's property unit provides primary and excess general property
insurance coverages, including catastrophe-exposed property coverage, for commercial clients and onshore and offshore
property insurance coverages for commercial clients primarily in the energy industry. The property unit also provides
contractors all risk, erection all risk, aviation (which is currently in runoff) and stand alone terrorism insurance coverage for

commercial clients.

Surety. Our insurance group's surety unit provides contract and commercial surety coverages, including contract bonds
(payment and performance bonds) primarily for medium and large contractors and commercial surety bonds for Fortune
1,000 companies and smaller transaction business programs. The surety unit also provides specialty contract bonds for

homebuilders and developers.

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

Other. Our insurance group also includes the following units: (i) excess workers' compensation, which provides excess
workers' compensation and employer's liability insurance coverages for qualified self-insured groups, associations and trusts
in a wide range of businesses; (ii) alternative market risks, including captive insurance programs; and (iii) accident and
health, which provides accident, disability and medical plan insurance coverages for employer groups, medical plan
members, students and other participant groups.

Underwriting Philosophy. Our insurance group's underwriting philosophy is to generate an underwriting profit (on both a gross and net
basis) through prudent risk selection and proper pricing across all types of business. One key to this philosophy is the adherence to uniform
underwriting standards across each product line that focuses on the following:

risk selection;

desired attachment point;

limits and retention management;

due diligence, including financial condition, claims history, management, and product, class and territorial exposure;

underwriting authority and appropriate approvals; and

collaborative decision making.

12
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Premiums Written and Geographic Distribution.

insurance group:

INSURANCE SEGMENT
Net premiums written
Property, energy, marine and aviation
Programs

Professional liability
Executive assurance
Construction

Casualty

Lenders products
National accounts
Travel and accident
Surety

Healthcare

Other(1)

Total

Net premiums written by client location
United States

Europe

Other

Total

Net premiums written by underwriting
location

United States

Europe

Other

Total

6]

Includes excess workers' compensation, employer's liability, alternative markets and accident and health business.

Set forth below is summary information regarding net premiums written for our

2011

Amount

$ 335589
297,985
237,860
231,405
120,405
114,235

86,694
80,973
71,940
42,475
35,652
66,066

$ 1,721,279

$ 1,208,007
273,578
239,694

$ 1,721,279

$ 1,153,835
463,855
103,589

$ 1,721,279

Year Ended December 31,
2010
% of % of
Total Amount Total
195 §$ 321,529 194 $
17.3 273,076 16.5
13.8 268,176 16.2
134 219,458 13.2
7.0 112,827 6.8
6.6 107,962 6.5
5.0 92,921 5.6
4.7 67,925 4.1
4.2 71,237 4.3
2.5 34,149 2.1
2.1 37,508 2.3
3.9 52,195 3.0
100.0 $ 1,658,963 100.0 $
702 $ 1,183,238 713 $
159 272,348 16.4
13.9 203,377 12.3
100.0 $ 1,658,963 100.0 $
67.0 $ 1,133,173 68.3 $
26.9 436,483 26.3
6.1 89,307 5.4
100.0 $ 1,658,963 100.0 $

2009

Amount

353,761
274,735
258,187
220,088
131,792
103,546
75,357
79,088
68,617
43,353
42,350
53,410

1,704,284

1,268,347
267,093
168,844

1,704,284

1,243,063
384,363
76,858

1,704,284

% of
Total

20.8
16.1
15.1
12.9
7.7
6.1
4.4
4.6
4.0
2.5
2.5
33

100.0

74.4
15.7
9.9

100.0

72.9
22.6
4.5

100.0

Marketing. Our insurance group's products are marketed principally through a group of licensed independent retail and wholesale brokers.
Clients (insureds) are referred to our insurance group through a large number of international, national and regional brokers and captive
managers who receive from the insured or insurer a set fee or brokerage commission usually equal to a percentage of gross premiums. In the
past, our insurance group also entered into contingent commission arrangements with some brokers that provide for the payment of additional
commissions based on volume or profitability of business. Currently, some of our contracts with brokers provide for additional commissions

based on volume. We have also entered into service agreements with select international brokers that provide access to their proprietary industry

analytics. In general, our insurance group has no implied or explicit commitments to accept business from any particular broker and neither
brokers nor any other third parties have the authority to bind our insurance group, except in the case where underwriting authority may be
delegated contractually to select program administrators. Such administrators are subject to a due diligence financial and operational review

prior to any such
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delegation of authority and ongoing reviews and audits are carried out as deemed necessary by our insurance group to assure the continuing
integrity of underwriting and related business operations. See "Risk Factors Risks Relating to Our Company We could be materially adversely
affected to the extent that managing general agents, general agents and other producers exceed their underwriting authorities or if our agents, our
insureds or other third parties commit fraud or otherwise breach obligations owed to us." For information on major brokers, see note 14,
"Commitments and Contingencies Concentrations of Credit Risk," of the notes accompanying our consolidated financial statements.

Risk Management and Reinsurance. In the normal course of business, our insurance group may cede a portion of its premium on a quota
share or excess of loss basis through treaty or facultative reinsurance agreements. Reinsurance arrangements do not relieve our insurance group
from its primary obligations to insureds. Reinsurance recoverables are recorded as assets, predicated on the reinsurers' ability to meet their
obligations under the reinsurance agreements. If the reinsurers are unable to satisfy their obligations under the agreements, our insurance
subsidiaries would be liable for such defaulted amounts. Our principal insurance subsidiaries, with oversight by a group-wide reinsurance
steering committee ("RSC"), are selective with regard to reinsurers, seeking to place reinsurance with only those reinsurers which meet and
maintain specific standards of established criteria for financial strength. The RSC evaluates the financial viability of its reinsurers through
financial analysis, research and review of rating agencies' reports and also monitors reinsurance recoverables and collateral with unauthorized
reinsurers. The financial analysis includes ongoing assessments of reinsurers, including a review of the financial stability, appropriate licensing,
reputation, claims paying ability and underwriting philosophy of each reinsurer. Our insurance group will continue to evaluate its reinsurance
requirements. See note 4, "Reinsurance," of the notes accompanying our consolidated financial statements.

For catastrophe-exposed insurance business, our insurance group seeks to limit the amount of exposure to catastrophic losses it assumes
through a combination of managing aggregate limits, underwriting guidelines and reinsurance. For a discussion of our risk management policies,
see "Management's Discussion and Analysis of Financial Condition and Results of Operations Critical Accounting Policies, Estimates and
Recent Accounting Pronouncements Ceded Reinsurance" and "Risk Factors Risks Relating to Our Industry The failure of any of the loss
limitation methods we employ could have a material adverse effect on our financial condition or results of operations."

Claims Management. Our insurance group's claims management function is performed by claims professionals, as well as experienced
external claims managers (third party administrators), where appropriate. In addition to investigating, evaluating and resolving claims, members
of our insurance group's claims departments work with underwriting professionals as functional teams in order to develop products and services
desired by the group's clients.

Our Reinsurance Operations

Our reinsurance operations are conducted on a worldwide basis through our reinsurance subsidiaries, Arch Re Bermuda, Arch Re U.S. and
Arch Re Europe. Arch Re Bermuda is a registered Class 4 insurer and long-term insurer and is headquartered in Hamilton, Bermuda. Arch Re
U.S. is licensed or is an accredited or otherwise approved reinsurer in 50 states and the District of Columbia and operates out of its office in
Morristown, New Jersey. Our property facultative reinsurance operations are conducted primarily through Arch Re U.S. with certain executive
functions conducted through Arch Re Facultative Underwriters Inc. located in Farmington, Connecticut. The property facultative reinsurance
operations have offices throughout the U.S., Canada and in Europe. Arch Re Europe, licensed and authorized as a non-life reinsurer and a life
reinsurer, is headquartered in Dublin, Ireland with a branch office in Switzerland. In 2011, we formed Arch Mortgage, which was authorized as
a non-life insurer in Ireland in December 2011, and launched treaty operations in Canada through
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the Canadian branch of Arch Insurance. Mortgage insurance and reinsurance is underwritten in Europe through Arch Mortgage. Arch Risk
Partners Ltd. ("Arch Risk Partners"), a U.K.-based insurance intermediary authorized by the FSA in February 2012, will act on behalf of Arch
Mortgage and Arch Re Bermuda in the arrangement of mortgage insurance and reinsurance.

As of February 15, 2012, our reinsurance group had approximately 200 employees.

Strategy. Our reinsurance group's strategy is to capitalize on our financial capacity, experienced management and operational flexibility
to offer multiple products through our operations. The reinsurance group's operating principles are to:

Actively Select and Manage Risks. Our reinsurance group only underwrites business that meets certain profitability criteria,
and it emphasizes disciplined underwriting over premium growth. To this end, our reinsurance group maintains centralized

control over reinsurance underwriting guidelines and authorities.

Maintain Flexibility and Respond to Changing Market Conditions. Our reinsurance group's organizational structure and
philosophy allows it to take advantage of increases or changes in demand or favorable pricing trends. Our reinsurance group
believes that its existing platform in Bermuda, the U.S., Europe and Canada, broad underwriting expertise and substantial
capital facilitates adjustments to its mix of business geographically and by line and type of coverage. Our reinsurance group
believes that this flexibility allows it to participate in those market opportunities that provide the greatest potential for

underwriting profitability.

Maintain a Low Cost Structure. Our reinsurance group believes that maintaining tight control over its staffing level and
operating primarily as a broker market reinsurer permits it to maintain low operating costs relative to its capital and
premiums.

Our reinsurance group writes business on both a proportional and non-proportional basis and writes both treaty and facultative business. In
a proportional reinsurance arrangement (also known as pro rata reinsurance, quota share reinsurance or participating reinsurance), the reinsurer
shares a proportional part of the original premiums and losses of the reinsured. The reinsurer pays the cedent a commission which is generally
based on the cedent's cost of acquiring the business being reinsured (including commissions, premium taxes, assessments and miscellaneous
administrative expenses) and may also include a profit factor. Non-proportional (or excess of loss) reinsurance indemnifies the reinsured against
all or a specified portion of losses on underlying insurance policies in excess of a specified amount, which is called a "retention."
Non-proportional business is written in layers and a reinsurer or group of reinsurers accepts a band of coverage up to a specified amount. The
total coverage purchased by the cedent is referred to as a "program.” Any liability exceeding the upper limit of the program reverts to the cedent.

The reinsurance group's treaty operations generally seek to write significant lines on less commoditized classes of coverage, such as
specialty property and casualty reinsurance treaties. However, with respect to other classes of coverage, such as property catastrophe and
casualty clash, the reinsurance group's treaty operations participate in a relatively large number of treaties where they believe that they can
underwrite and process the business efficiently. The reinsurance group's property facultative operations write reinsurance on a facultative basis
whereby they assume part of the risk under a single insurance contract. Facultative reinsurance is typically purchased by ceding companies for
individual risks not covered by their reinsurance treaties, for unusual risks or for amounts in excess of the limits on their reinsurance treaties.

Our reinsurance group focuses on the following areas:

Casualty. Our reinsurance group reinsures third party liability and workers' compensation exposures from ceding company
clients primarily on a treaty basis. The exposures that it
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reinsures include, among others, executive assurance, professional liability, workers' compensation, excess and umbrella
liability and healthcare business. Our reinsurance group writes this business on a proportional and non-proportional basis.
On proportional and non-proportional "working casualty business," which is treated separately from casualty clash business,
our reinsurance group prefers to write treaties where there is a meaningful amount of actuarial data and where loss activity is
more predictable.

Marine and Aviation. Our reinsurance group writes marine business, which includes coverages for energy, hull, cargo,
specie, liability and transit, and aviation business, which includes coverages for airline and general aviation risks. Business
written may also include space business, which includes coverages for satellite assembly, launch and operation for

commercial space programs.

Other Specialty. Our reinsurance group writes other specialty lines, including surety, accident and health, U.K. motor,
workers' compensation catastrophe, multi-peril crop, trade credit and political risk.

Property Catastrophe. Our reinsurance group reinsures catastrophic perils for our reinsureds on a treaty basis. Treaties in
this type of business provide protection for most catastrophic losses that are covered in the underlying policies written by our
reinsureds. The primary perils in our reinsurance group's portfolio include hurricane, earthquake, flood, tornado, hail and
fire. Our reinsurance group may also provide coverage for other perils on a case-by-case basis. Property catastrophe
reinsurance provides coverage on an excess of loss basis when aggregate losses and loss adjustment expense from a single
occurrence of a covered peril exceed the retention specified in the contract. The multiple claimant nature of property

catastrophe reinsurance requires careful monitoring and control of cumulative aggregate exposure.

Property Excluding Property Catastrophe. Our reinsurance group's treaty reinsurance operations reinsure individual
property risks of a ceding company. Property per risk treaty and pro rata reinsurance contracts written by our treaty
reinsurance group cover claims from individual insurance policies issued by reinsureds and include both personal lines and
commercial property exposures (principally covering buildings, structures, equipment and contents). The primary perils in
this business include fire, explosion, collapse, riot, vandalism, wind, tornado, flood and earthquake. Our reinsurance group's

property facultative operations focus on commercial property risks on an excess of loss basis.

Other. Our reinsurance group also writes casualty clash business and, in limited instances, writes non-traditional business
which is intended to provide insurers with risk management solutions that complement traditional reinsurance. In addition,
our reinsurance group writes life reinsurance business on both a proportional and non-proportional basis. Besides death risk,
the portfolio may include short and long-term disability risk from accident or natural causes. Our reinsurance group also
provides direct mortgage insurance in Europe and reinsurance on both a proportional and non-proportional basis.

Underwriting Philosophy. Our reinsurance group employs a disciplined, analytical approach to underwriting reinsurance risks that is
designed to specify an adequate premium for a given exposure commensurate with the amount of ca