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PART I

ITEM 1. BUSINESS

History

XL Group plc, through its subsidiaries is a global insurance and reinsurance company providing property, casualty
and specialty products to industrial, commercial and, professional firms, insurance companies and other enterprises on
a worldwide basis. The company was incorporated with limited liability under the Cayman Islands Companies Act on
March 16, 1998, as EXEL Merger Company. XL Capital Ltd was formed as a result of the merger of EXEL Limited
and Mid Ocean Limited on August 7, 1998, and the company was named EXEL Limited on that date. At a special
general meeting held on February 1, 1999, the shareholders of EXEL Limited approved a resolution changing the
name of the company to XL Capital Ltd.

EXEL Limited and Mid Ocean Limited were incorporated in the Cayman Islands with principal operations in
Bermuda in 1986 and 1992, respectively. EXEL Limited and its subsidiaries were formed in response to a shortage of
high excess liability underwriting capacity in the insurance industry at that time and included a subsidiary organized in
Ireland to serve the European Community. Mid Ocean Limited and its subsidiaries were formed to capitalize on the
supply/demand imbalance in the global property catastrophe reinsurance market at that time and included dedicated
Lloyd�s syndicate capacity. On June 18, 1999, XL Capital Ltd merged with NAC Re Corp. (�NAC�), a Delaware
corporation organized in 1985, in a stock merger. This merger was accounted for as a pooling of interests under U.S.
generally accepted accounting principles (�GAAP�). Following the merger, the company changed its fiscal year end
from November 30 to December 31 as a conforming pooling adjustment.

On July 25, 2001, the company acquired certain Winterthur International insurance operations (�Winterthur
International�) to extend its predominantly North American-based large corporate insurance business globally.

Effective January 1, 2002, the company increased its shareholding in Le Mans Ré from 49% to 67% in order to
expand its international reinsurance operations. On September 3, 2003, the company exercised its option to buy the
remaining 33% from MMA and changed the name of Le Mans Ré to XL Re Europe S.A. On October 18, 2006, the
company received approval to form a new European company, XL Re Europe Ltd, based in Dublin, Ireland, which is
licensed to write all classes of reinsurance business. XL Re Europe Ltd is the headquarters of the company�s European
reinsurance platform with branch offices in France and the U.K.

On August 4, 2006, the company completed the sale of approximately 37% of its then financial guarantee reinsurance
and insurance businesses through an initial public offering of 23.4 million common shares of Syncora Holdings Ltd.
(�Syncora�) (formerly Security Capital Assurance Ltd. or �SCA�). On June 6, 2007, the company completed the sale of a
portion of Syncora�s common shares still owned by the company through a secondary offering and thereby reduced its
ownership of Syncora�s outstanding common shares further from approximately 63% to approximately 46%. On
August 5, 2008, the company closed an agreement (the �Master Agreement�) with Syncora and its subsidiaries, as well
as certain counterparties to credit default swap agreements, in connection with the termination of certain reinsurance
and other agreements. As part of the Master Agreement, the company transferred all of the shares it owned in Syncora
to a trust and, as a result, has no further ownership interest in the company. For further details relating to the Master
Agreement, see Item 8, Note 4 to the Consolidated Financial Statements, �Syncora Holdings Ltd.�

On July 1, 2010, XL Group plc, a newly formed Irish public limited company (�XL-Ireland�) and XL Capital Ltd (now
known as XL Group Ltd.), an exempted company organized under the laws of the Cayman Islands (�XL-Cayman�),
completed a redomestication transaction in which all of the ordinary shares of XL- Cayman were exchanged for all of
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the ordinary shares of XL-Ireland (the �Redomestication�). As a result, XL-Cayman became a wholly owned subsidiary
of XL-Ireland. On July 23, 2010, the Irish High Court approved XL-Ireland�s creation of distributable reserves, subject
to the completion of certain formalities under Irish Company law. These formalities were completed in early August
2010. For further detailed information on this transaction and its impacts on shareholder rights, shareholders� equity,
debt and
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notes outstanding and employee stock plan awards, see the company�s Report on Form 8-K filed with the U.S.
Securities and Exchange Commission on July 1, 2010. In addition, on July 1, 2010, XL Capital Ltd changed its name
to XL Group Ltd.

For periods prior to July 1, 2010, unless the context otherwise indicates, references herein to the �Company� are to, and
the Consolidated Financial Statements herein include the accounts of XL-Cayman and its consolidated subsidiaries.
For periods, on and subsequent to July 1, 2010, unless the context otherwise indicates, references herein to the
�Company� are to, and the Consolidated Financial Statements herein include the accounts of XL-Ireland and its
consolidated subsidiaries.

See further information under Item 7, �Management�s Discussion and Analysis of Financial Condition and Results of
Operations.�

Segments

Following the streamlining of the Company�s operating segments in the first quarter of 2010, the Company is
organized into three operating segments: Insurance, Reinsurance and Life Operations. The general investment and
financing operations of the Company are reflected in Corporate.

The Company evaluates the performance of both the Insurance and Reinsurance segments based on underwriting
profit and the performance of the Life Operations segment based on its contribution to net income. Other items of
revenue and expenditure of the Company are not evaluated at the segment level for reporting purposes. In addition,
the Company does not allocate investment assets of its property and casualty (�P&C�) operations to the other segments.
Investment assets related to the Company�s Life Operations and certain structured products included in the Insurance
and Reinsurance segments are held in separately identified portfolios. As such, net investment income from these
assets is included in the contribution from each of these operations.

The following table sets forth an analysis of gross premiums written by segment for the years ended December 31,
2010, 2009 and 2008. Additional financial information about the Company�s segments, including financial information
about geographic areas, is included in Item 8, Note 6 to the Consolidated Financial Statements, �Segment Information.�

Year ended
December 31
(U.S. dollars in
thousands)

2010
Gross

Premiums
Written

Percentage
Change

2009
Gross

Premiums
Written

Percentage
Change

2008
Gross

Premiums
Written

Insurance $ 4,418,380 3.9 % $ 4,251,888 (19.9 )% $ 5,308,914
Reinsurance 1,842,951 (0.9 )% 1,859,423 (17.7 )% 2,260,477
Life Operations 411,938 (28.5 )% 576,162 (16.6 )% 690,915

$ 6,673,269 (0.2 )% $ 6,687,473 (19.0 )% $ 8,260,306

Insurance Segment

General

The Company�s Insurance segment provides commercial property, casualty and specialty insurance products on a
global basis. Products generally provide tailored coverages for complex corporate risks and include the following lines
of business: property, casualty, professional liability, environmental liability, aviation and satellite, marine and
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offshore energy, equine, fine art and specie, excess and surplus lines, surety and other insurance coverages including
program business. The Company focuses on those lines of business within its insurance operations that are believed to
provide the best return on capital over time.

Property and casualty products are typically written as global insurance programs for large multinational companies
and institutions and include property and liability coverages, umbrella liability, product recall, U.S. workers�
compensation and auto liability as well as property catastrophe. Property and casualty products generally provide
large capacity on a primary, quota share or excess of loss basis. Global insurance programs are targeted to large
worldwide companies in major industry groups including aerospace, automotive, consumer products, pharmaceutical,
pulp and paper, high technology, telecommunications, transportation and basic metals. The primary casualty programs
(including workers�
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compensation and auto liability) generally require customers to take large deductibles or self-insured retentions. For
the umbrella and excess business written, the Company�s liability attaches after large deductibles, including self
insurance or insurance from other companies. Policies are written on an occurrence, claims-made and occurrence
reported basis. The Company�s property business written, which also includes construction projects, is short-tail by
nature and written on both a primary and excess of loss basis. Property business includes exposures to man-made and
natural disasters, and generally, loss experience is characterized as low frequency and high severity. This may result in
volatility in the Company�s results of operations, financial condition and liquidity. In addition to the property and
casualty products noted above, in 2008 the Company launched underwriting capabilities for the Upper Middle
Markets (�UMM�) in the U.S., U.K. and Continental Europe.

Professional liability insurance includes directors� and officers� liability, errors and omissions liability and employment
practices liability coverages. Policies are written on both a primary and excess of loss basis. Directors� and officers�
coverage includes primary and excess directors� and officers� liability, employment practices liability and company
securities and private company directors� and officers� liability. Products are targeted at a variety of different sized
companies, with a heavy concentration on small to medium-sized firms when written on a primary basis. Employment
practices liability is written primarily for very large corporations on an excess of loss basis and covers those firms for
legal liability in regard to the treatment of employees. Errors and omissions coverage is written on a primary and
excess basis. Errors and omissions insurance written on a primary basis is targeted to small and medium-sized firms
and coverage is provided for various professional exposures, including, but not limited to, insurance brokers,
consultants, architects and engineers, lawyers, public entities and real estate agents.

Environmental liability products include pollution and remediation legal liability, general and project-specific
pollution and professional liability, and commercial general property redevelopment and contractor�s pollution
liability. Business is written for both single and multiple years on a primary or excess of loss, claims- made or, less
frequently, occurrence basis. Targeted industries include environmental service firms, contractors, healthcare
facilities, manufacturing facilities, real estate redevelopment, transportation and construction.

Aviation and satellite products include comprehensive airline hull and liability, airport liability, aviation
manufacturers� product liability, aviation ground handler liability, large aircraft hull and liability, corporate non-owned
aircraft liability, space third party liability and satellite risk including damage or malfunction during ascent to orbit
and continual operation, and aviation war. Aviation liability and physical damage coverage is offered for large
aviation risks on a proportional basis, while smaller general aviation risks are offered on a primary basis. Satellite
risks are generally written on a proportional basis. The target markets for aviation and satellite products include
airlines, aviation product manufacturers, aircraft service firms, general aviation operators and telecommunications
firms.

Marine and offshore energy, equine and fine art and specie insurance are also provided by the Company. Marine and
energy coverage includes marine hull and machinery, marine war, marine excess liability, cargo and offshore energy
insurance. Equine products specialize in providing bloodstock and livestock insurance. Fine art and specie coverages
include fine art, jewelers block, cash in transit and related coverages for financial institutions.

Excess and surplus lines products include general liability coverages where most Insurance Services Office, Inc. (�ISO�)
products are written. The Company ceased offering excess and surplus property coverages in 2009.

The Company�s program business specializes in insurance coverages for distinct market segments in North America,
including program administrators and managing general agents who operate in a specialized market niche and have
unique industry backgrounds or specialized underwriting capabilities. Products encompass mostly property and
casualty coverages. The Company terminated an automobile extended warranty program in 2009.

Certain structured indemnity products, previously structured by XL Financial Solutions (�XLFS�), are included within
the results of the Insurance segment covering a range of insurance risks including property and casualty insurance,
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certain types of residual exposures and other market risk management products. In August 2008, the Company ceased
certain operations that included the closure of the XLFS business unit
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and reassignment of responsibility for existing structured indemnity business to either the Insurance or Reinsurance
segment depending on the underlying nature of the transactions.

Also included as part of the Insurance segment is XL Global Asset Protection Services (�XL GAPS�), a fee for service
loss prevention consulting service which offers individually tailored risk management solutions to risk managers,
insurance brokers and insurance company clients operating on a global basis.

The excess nature of many of the Company�s insurance products, coupled with historically large policy limits, results
in a book of business that can have losses characterized as low frequency and high severity. As a result, large losses,
though infrequent, can have a significant impact on the Company�s results of operations, financial condition and
liquidity. The Company attempts to mitigate this risk by, among other things, using strict underwriting guidelines,
effective risk management practices (e.g., monitoring of aggregate exposures) and various reinsurance arrangements,
discussed below.

U.S. Terrorism

The U.S. Terrorism Risk Insurance Act of 2002 (�TRIA�), as amended, established the Terrorism Risk Insurance
Program (�TRIP�) which became effective on November 26, 2002 and was a three-year federal program effective
through 2005. On December 22, 2005, President George W. Bush signed a bill extending TRIA (�TRIAE�) for two
more years, continuing TRIP through 2007. On December 26, 2007, President George W. Bush signed the Terrorism
Risk Insurance Program Reauthorization Act of 2007 (�TRIPRA�) which further extended TRIP for seven years until
December 31, 2014 and also eliminated the distinction between foreign and domestic acts of terrorism.

TRIA voided in force terrorism exclusions as of November 26, 2002 for certified terrorism on all TRIA specified
property and casualty business. TRIA required covered insurers to make coverage available for certified acts of
terrorism (other than nuclear, biological, radiological and chemical, or �NBRC�) on all new and renewal policies issued
after TRIA was enacted. Legislation approved under TRIP, as noted above, allows the Company to assess a premium
charge for terrorism coverage and, if the policyholder declines the coverage or fails to pay the buy-back premium,
certified acts of terrorism will then be excluded from the policy, subject, however, to state specific requirements.
Terrorism coverage cannot be excluded from workers� compensation policies. Subject to a premium-based deductible
and provided that the Company has otherwise complied with all the requirements as specified under TRIPRA, the
Company is eligible for reimbursement by the Federal Government for up to 85% of its covered terrorism-related
losses arising from a certified terrorist attack. Such payment by the government will, in effect, provide reinsurance
protection on a quota share basis. The maximum liability during a program year, including both the Federal
Government�s and insurers� shares, is capped on an aggregated basis at $100 billion.

The Company had, prior to the passage of TRIP and the related legislation, underwritten exposures under certain
insurance policies that included coverage for terrorism. The passage of TRIP and the related legislation, has required
the Company to make a mandatory offer of �Certified� terrorism coverage with respect to relevant covered insurance
policies as specified under the related legislation.

Non-U.S. Terrorism

The Company provides coverage for terrorism outside of the United States under casualty policies on a case-by-case
basis. The Company generally does not provide significant limits of coverage for terrorism under first party property
policies outside of the U.S. unless required to do so by local law, or as required to comply with any national terrorism
risk pool which may be available. Various countries have enacted legislation to provide insurance coverage for
terrorism occurring within their borders, to protect registered property, and to protect citizens traveling abroad. The
legislation typically requires registered direct insurers to provide terrorism coverage for specified coverage lines and
then permits them to cede the risk to a national risk pool. The Company has subsidiaries that participate in terrorism
risk pools in various jurisdictions, including Australia, France, Spain, the Netherlands and the United Kingdom.
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Underwriting

The Company underwrites and prices most risks individually following a review of the exposure and in accordance
with the Company�s underwriting guidelines. Most of the Company�s insurance operations have underwriting
guidelines that are industry-specific. The Company seeks to serve its clients while controlling
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its exposure on individual insurance contracts through terms and conditions, policy limits and sublimits, attachment
points, and facultative and treaty reinsurance arrangements on certain types of risks.

The Company�s underwriters generally evaluate each industry category and subgroups within each category. Premiums
are set and adjusted for an insured based, in large part, on the industry group in which the insured is placed and the
insured�s perceived risk relative to the other risks in that group. Rates may vary significantly according to the industry
group of the insured as well as the insured�s risk relative to the group. The Company�s rating methodology for
individual insureds seeks to set premiums in accordance with claims potential as measured by past experience and
future expectations, the attachment point and amount of underlying insurance, the nature and scope of the insured�s
operations, including the industry group in which the insured operates, exposures to loss, natural hazard exposures,
risk management quality and other specific risk factors relevant in the judgment of the Company�s underwriters to the
type of business being written.

Underwriting and loss experience is reviewed regularly for, among other things, loss trends, emerging exposures,
changes in the regulatory or legal environment as well as the efficacy of policy terms and conditions.

As the Company�s insurance products are primarily specialized coverages, underwriting guidelines and policy forms
differ by product offering as well as by legal jurisdiction. Liability insurance is written on both a primary and excess
of loss basis, on occurrence, occurrence reported and claims-made policy forms. Occurrence reported policies
typically cover occurrences causing unexpected and unintended personal injury or property damage to third parties
arising from events or conditions that commence at or subsequent to an inception date, or retroactive date, if
applicable, and prior to the expiration of the policy provided that proper notice is given during the term of the policy
or the discovery period. Claims made policies typically cover only claims made during the policy period or extended
reporting period and are generally associated with professional liability and environmental coverages. Traditional
occurrence coverage is also available for restricted classes of risk and is generally written on a follow-form basis
where the policy adopts the terms, conditions and exclusions of the underlying policy. Property insurance risks are
written on a lead or follow-form basis that usually provides coverage for all risks of physical damage and business
interruption. Maximum limits are generally subject to sublimits for coverage in critical earthquake and flood zones,
where the Company seeks to limit its liability in these areas.

Reinsurance Ceded

In certain cases, the risks assumed by the Company in the Insurance segment are partially reinsured with third party
reinsurers. Reinsurance ceded varies by location and line of business based on a number of factors, including market
conditions. The benefits of ceding risks to third party reinsurers include reducing exposure on individual risks,
protecting against catastrophic risks, maintaining acceptable capital ratios and enabling the writing of additional
business. Reinsurance ceded does not legally discharge the Company from its liabilities to the original policyholder in
respect of the risk being reinsured.

The Company uses reinsurance to support the underwriting and retention guidelines of each of its subsidiaries as well
as to control the aggregate exposure of the Company to a particular risk or class of risks. Reinsurance is purchased at
several levels ranging from reinsurance of risks assumed on individual contracts to reinsurance covering the aggregate
exposure on a portfolio of policies issued by groups of companies. See Item 7, �Management�s Discussion and Analysis
of Financial Condition and Results of Operations,� for further information.

Premiums

Premium rates and underwriting terms and conditions for all lines of business written vary by jurisdiction principally
due to local market conditions, competitor product offerings and legal requirements.
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The following table is an analysis of the Insurance segment�s gross premiums written, net premiums written and net
premiums earned, by line of business for the year ended December 31, 2010:
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(U.S. dollars in thousands)

Gross
Premiums
Written

Net
Premiums
Written

Net
Premiums

Earned
Casualty � professional lines $ 1,412,131 $ 1,306,441 $ 1,316,173
Casualty � other lines 1,030,877 650,717 632,737
Other property 699,442 414,251 416,917
Marine, energy, aviation and satellite 668,878 570,957 540,319
Other specialty lines (1) 602,787 519,557 606,682
Other (2) (2,545 ) (7,582 ) 1,554
Structured indemnity 6,810 6,809 14,756

Total $ 4,418,380 $ 3,461,150 $ 3,529,138

(1) Other specialty
lines within the
Insurance
segment
includes:
environmental,
programs,
equine,
warranty,
specie, middle
markets and
excess and
surplus lines.

(2) Other includes
credit and
surety and
other lines.

Competition

The Company competes globally in the property and casualty insurance markets. Its competitors include the following
companies and their affiliates: The ACE Group of Companies (�ACE�); Allianz Aktiengesellschaft (�Allianz�); American
International Group, Inc., primarily their Chartis subsidiary (�AIG�); Factory Mutual Global (�FMG�) for property only;
Hartford Financial Services (�Hartford�); Lloyd�s of London Syndicates (�Lloyd�s�); The Chubb Corporation (�Chubb�); The
Travelers Companies (�Travelers�); and Zurich Financial Services Group (�Zurich�).

The Company�s major geographical markets for its property and casualty insurance operations are North America,
Europe and Bermuda. The Company�s main competitors in each of these markets include the following:
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North America � AIG, ACE, Chubb, FMG, Zurich, Travelers, CNA Financial Corporation, Hartford, Liberty Mutual
Group and Lloyd�s.

Europe � Allianz, AIG, FMG, Zurich, AXA Insurance Ltd. (�AXA�), ACE, Lloyd�s, Assicurazioni Generali (�Generali�)
and HDI-Gerling Industrie Versicherung AG (�HDI-Gerling�).

Bermuda � ACE, Allied World Assurance Company (�AWAC�), Axis Capital Group (�Axis�), Alterra Capital (�Alterra�),
Endurance Specialty Insurance Ltd (�Endurance�) and Arch Capital Group Ltd (�Arch�).

See Item 7, �Management�s Discussion and Analysis of Financial Condition and Results of Operations � Executive
Overview,� for further discussion.

Marketing and Distribution

The majority of Insurance segment business originates via a large number of international, national and regional
producers, acting as the brokers and representatives of current and prospective policyholders. A portion of Insurance
segment business is marketed and underwritten by general agents and a portion by independent agents acting on
behalf of the Company. Typically, all such producers, general agents and independent agents receive commission
payments from the Company for their services, which payments are calculated as a percentage of the gross premium
paid by the policyholder on an account-by-account basis. A certain portion of business originating from producers is
submitted on a fee basis under which the producer is compensated by a fee paid to it by its policyholder client. From
time to time, the Company also considers requests for commissions from a producer, with disclosure by the producer
to the policyholder-client, where the producer receives a fee from the policyholder-client. The Company evaluates
such requests on a case-by-case basis.

The Company considers requests for contingent commission arrangements where such additional commissions are
based upon the volume of bound business originated from a specific producer during a prior calendar year where legal
and appropriate. Such arrangements are distinct from program business where additional commissions are generally
based on profitability of business submitted to and bound by the Company.
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With regard to excess and surplus lines business, the Company receives submissions from licensed wholesale surplus
lines brokers.

The Company has no implied or explicit commitments to accept business from any particular broker, and neither
producers nor any other third party have the authority to bind the Company, except in the case where underwriting
authority may be delegated contractually to selected general agents. Such general agents are subject to a financial and
operational due diligence review prior to any such delegation of authority and ongoing reviews and audits are carried
out as deemed necessary by the Company with the goal of assuring the continuing integrity of underwriting and
related business operations. See Item 8, Note 19(a) to the Consolidated Financial Statements for information on the
Company�s major producers, �Commitments and Contingencies � Concentrations of Credit Risk.�

Apart from compensation arrangements established with producers in connection with insurance transactions, the
Company also has engaged, and may in the future engage, certain producers or their affiliates in consulting roles
pursuant to which such producers provide access to certain systems and information that may assist the Company with
its marketing and distribution strategy. In instances where the Company engages producers in such consulting roles,
the Company may compensate the relevant producers on a fixed fee basis, a variable fee basis based upon Company
usage of the systems and information proffered, or through a combination of fixed and variable fee.

Structure of Insurance Operations

In October 2009, the Company�s insurance operations were reorganized into four business units: Global Professional
Lines, Global Specialty Lines, North America Property and Casualty and International Property and Casualty. This
new simplified structure has had no impact on the Company�s client facing activities but provides increased authority
and accountability to each business unit leader. The Company operated under its product and geography based matrix
business structure up to October 2009.

The segment�s most significant operating legal entities in terms of revenues during 2010 were as follows: XL
Insurance (Bermuda) Ltd, XL Insurance Company Limited, XL Specialty Insurance Company, Indian Harbor
Insurance Company, Greenwich Insurance Company and XL Insurance Switzerland Ltd, as well as certain Lloyd�s
syndicates.

Claims Administration

Claims management for the insurance operations includes the review of initial loss reports, administration of claims
databases, generation of appropriate responses to claims reports, identification and handling of coverage issues,
determination of whether further investigation is required and, where appropriate, retention of claims counsel,
establishment of case reserves, payment of claims and notification to reinsurers. With respect to the establishment of
case reserves, when the Company is notified of insured losses, claims personnel record a case reserve as appropriate
for the estimated amount of the exposure at that time. The estimate reflects the judgment of claims personnel based on
general reserving practices, the experience and knowledge of such personnel regarding the nature of the specific claim
and, where appropriate, advice of counsel. Reserves are also established to provide for the estimated expense of
settling claims, including legal and other fees and the general expenses of administering the claims adjustment
process.

Claims in respect of business written by the Company�s Lloyd�s syndicates are primarily notified by various central
market bureaus. Where a syndicate is a �leading� syndicate on a Lloyd�s policy, its underwriters and claims adjusters will
deal with the broker or insured on behalf of itself and the following market for any particular claim. This may involve
appointing attorneys or loss adjusters. The claims bureaus and the leading syndicate advise movement in loss reserves
to all syndicates participating on the risk. The Company�s claims department may adjust the case reserves it records
from those advised by the bureaus as deemed necessary.
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Certain of the Company�s product lines have arrangements with third party administrators to provide claims handling
services to the Company in respect of such product lines. These agreements set forth the duties of the third party
administrators, limits of authority, protective indemnification language and various
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procedures that are required to meet statutory compliance. These arrangements are also subject to audit review by the
Company�s relevant claim department.

In February 2010, the insurance operations started deploying a new claims IT platform called XL GlobalClaim (�GCS�).
The system was successfully deployed throughout the U.S. and Bermuda operations during 2010 and is scheduled to
be deployed throughout Europe and Asia during the first half of 2011. GCS converts the claim operation to a paperless
environment and connects the legacy systems to allow for operations consistent data aggregation for all global claims
operations.

Reinsurance Segment

General

The Company�s Reinsurance segment provides casualty, property risk (including energy and engineering), property
catastrophe, marine, aviation, and other specialty reinsurance on a global basis with business being written on both a
proportional and non-proportional basis and in certain limited instances on a direct basis. Given challenging market
conditions and the changing economic environment that has been experienced throughout 2008 and early 2009, the
Company�s lines of business within its reinsurance operations changed to those that provide the best return on capital.
For the Company�s Reinsurance segment, this resulted, in certain instances, in a greater emphasis being placed on
short-tail lines of business.

Business written on a non-proportional basis generally provides for an indemnification by the Company to the ceding
company for a portion of losses, both individually and in the aggregate, on policies with limits in excess of a specified
individual or aggregate loss deductible. For business written on a proportional bases including �quota share� or �surplus�
basis, the Company receives an agreed percentage of the premium and is liable for the same percentage of each and all
incurred loss. For proportional business, the ceding company normally receives a ceding commission for the
premiums ceded and may also, under certain circumstances, receive a profit commission based on performance of the
contract. Occasionally this commission could be on a sliding scale depending on the loss ratio performance of the
contract. The Company�s casualty reinsurance includes general liability, professional liability, automobile and workers�
compensation. Professional liability includes directors� and officers�, employment practices, medical malpractice and
environmental liability. Casualty lines are written as treaties or programs and on both a proportional and a
non-proportional basis. The treaty business includes clash programs which cover a number of underlying policies
involved in one occurrence or a judgment above an underlying policy�s limit, before suffering a loss.

The Company�s property business, primarily short-tail in nature, is written on both a portfolio/treaty and
individual/facultative basis and includes property catastrophe, property risk excess of loss and property proportional.
A significant portion of the property business underwritten consists of large aggregate exposures to man-made and
natural disasters and, generally, loss experience is characterized as low frequency and high severity. This may result in
volatility in the Company�s results of operations, financial condition and liquidity. See Item 7, �Management�s
Discussion and Analysis of Financial Condition and Results of Operations.�

The Company seeks to manage its reinsurance exposures to catastrophic events by limiting the amount of exposure
written in each geographic or peril zone worldwide, underwriting in excess of varying attachment points and requiring
that contracts exposed to catastrophe loss include aggregate limits. The Company also seeks to protect its total
aggregate exposures by peril and zone through the purchase of reinsurance programs.

The Company�s property catastrophe reinsurance account is generally �all risk� in nature. As a result, the Company is
exposed to losses from sources as diverse as hurricanes and other windstorms, earthquakes, freezing, riots, floods,
industrial explosions, fires, and many other potential natural or man-made disasters. In accordance with market
practice, the Company�s policies generally exclude certain risks such as war, nuclear contamination or radiation.
Following the terrorist attacks at the World Trade Center in New York City, Washington, D.C. and Pennsylvania on
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September 11, 2001 (collectively, �the September 11 event�), terrorism cover, including NBRC, has been restricted or
excluded in many territories and classes. Some U.S. states make it mandatory to provide some cover for �Fire
Following� terrorism and some countries
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make terrorism coverage mandatory. The Company�s predominant exposure under such coverage is to property
damage.

The Company had, prior to the passing of TRIA, underwritten reinsurance exposures in the U.S. that included
terrorism coverage. Since the passage of TRIA in the U.S., together with the TRIAE and TRIPRA extensions noted
above, the Company has underwritten a very limited number of stand-alone terrorism coverage policies in addition to
coverage included within non-stand-alone policies. In the U.S., in addition to NBRC acts, the Company generally
excludes coverage included under TRIA from the main catastrophe exposed policies. In other cases, both within and
outside the U.S., the Company generally relies on either a terrorism exclusion clause, which does not include personal
lines, excluding NBRC, or a similar clause that excludes terrorism completely. There are a limited number of classes
underwritten where no terrorism exclusion exists.

Property catastrophe reinsurance provides coverage on an excess of loss basis when aggregate losses and loss
adjustment expenses from a single occurrence of a covered event exceed the attachment point specified in the policy.
Some of the Company�s property catastrophe contracts limit coverage to one occurrence in any single policy year, but
most contracts generally enable at least one reinstatement to be purchased by the reinsured.

The Company also writes property risk excess of loss reinsurance. Property risk excess of loss reinsurance covers a
loss to the reinsured on a single risk of the type reinsured rather than to aggregate losses for all covered risks on a
specific peril, as is the case with catastrophe reinsurance. The Company�s property proportional account includes
reinsurance of direct property insurance. The Company seeks to limit the catastrophe exposure from its proportional
and per risk excess business through extensive use of occurrence and cession limits.

Other specialty reinsurance products include energy, marine, aviation, space, engineering, fidelity, trade credit and
political risk. The Company underwrites a small portfolio of contracts covering political risk and trade credit.
Exposure is assumed from a limited number of trade credit contracts.

Underwriting

Underwriting risks for the reinsurance property and casualty business are evaluated using a number of factors
including, but not limited to, the type and layer of risk to be assumed, the actuarial evaluation of premium adequacy,
the cedant�s underwriting and claims experience, the cedant�s financial condition and claims paying rating, the exposure
and/or experience with the cedant, and the line of business to be reinsured.

Other factors assessed by the Company include the reputation of the proposed cedant, the geographic area in which
the cedant does business and its market share, a detailed evaluation of catastrophe and risk exposures, and historical
loss data for the cedant where available and for the industry as a whole in the relevant regions, in order to compare the
cedant�s historical loss experience to industry averages. On-site underwriting and claim reviews are performed where it
is deemed necessary to determine the quality of a current or prospective cedant�s underwriting operations, with
particular emphasis on casualty proportional and working excess of loss placements.

For property catastrophe reinsurance business, the Company�s underwriting guidelines generally limit the amount of
exposure it will directly underwrite for any one reinsured and the amount of the aggregate exposure to catastrophic
losses in any one geographic zone. The Company believes that it has defined geographic and peril zones such that a
single occurrence, for example an earthquake or hurricane, should not affect more than one peril zone. While the
exposure to multiple zones is considered remote for events such as a hurricane, the Company does manage its
aggregate exposures for such a scenario where the Company considers it appropriate to do so. The definition of the
Company�s peril zones is subject to periodic review. The Company also generally seeks an attachment point for its
property catastrophe reinsurance at a level that is high enough to produce a low frequency of loss. The Company seeks
to limit its aggregate exposure in the proportional business through extensive use of occurrence and cession limits.
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Reinsurance Retroceded

The Company uses third party reinsurance to support the underwriting and retention guidelines of each reinsurance
subsidiary as well as to seek to limit the aggregate exposure of the Company to a particular risk or class of risks.
Reinsurance is purchased at several levels ranging from reinsurance of risks assumed on individual contracts to
reinsurance covering the aggregate exposures. The benefits of ceding risks to other reinsurers include reducing
exposure on individual risks, protecting against catastrophic risks, maintaining acceptable capital ratios and enabling
the writing of additional business. Reinsurance ceded does not legally discharge the Company from its liabilities in
respect of the risk being reinsured. Reinsurance ceded varies by location and line of business based on factors
including, among others, market conditions and the credit worthiness of the counterparty.

Effective January 1, 2008, the Company entered into a quota share reinsurance treaty with a newly-formed Bermuda
reinsurance company, Cyrus Re II. Pursuant to the terms of the quota share reinsurance treaty, Cyrus Re II assumed a
10% cession of certain lines of property catastrophe reinsurance and retrocession business underwritten by certain
operating subsidiaries of the Company for business that incepted between January 1, 2008 and July 1, 2008. In
connection with such cessions, the Company paid Cyrus Re II a reinsurance premium less a ceding commission,
which included a reimbursement of direct acquisition expenses incurred by the Company as well as a commission to
the Company for generating the business. The quota share reinsurance treaty also provided for a profit commission
payable to the Company. The quota share with Cyrus Re II was canceled after its original term and not renewed.

The Company�s traditional catastrophe retrocession program was renewed in June 2010 to cover certain of the
Company�s exposures. These protections, in various layers and in excess of varying attachment points according to the
territory exposed, assist in managing the Company�s net retention to an acceptable level. The Company has
co-reinsurance retentions within this program. The Company renewed additional structures with a restricted territorial
scope for 12 months in July 2010. The Company continues to buy additional protection for the Company�s marine and
offshore energy exposures. These covers provide protection in various layers and excess of varying attachment points
according to the scope of cover provided. The Company has co-reinsurance participations within this program.

The Company continues to buy specific reinsurance on its motor third party liability, property and aviation portfolios
to manage its net exposures in these classes.

See Item 7, �Management�s Discussion and Analysis of Financial Condition and Results of Operations,� and Item 8,
Note 12 to the Consolidated Financial Statements, �Reinsurance,� for further information.

Premiums

The following table is an analysis of the Reinsurance segment�s gross premiums written, net premiums written and net
premiums earned, by line of business for the year ended December 31, 2010:

(U.S. dollars in thousands)

Gross
Premiums
Written

Net
Premiums
Written

Net
Premiums

Earned
Casualty � professional lines $ 218,301 $ 222,133 $ 222,720
Casualty � other lines 229,535 222,351 219,154
Property catastrophe 370,266 326,758 323,588
Other property 802,494 562,416 534,422
Marine, energy, aviation and satellite 117,438 103,926 88,855
Other (1) 103,959 99,897 112,305
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Structured indemnity 958 957 955

Total $ 1,842,951 $ 1,538,438 $ 1,501,999

(1) Other
includes
credit
and
surety,
whole
account
contracts
and other
lines.

Additional discussion and financial information about the Reinsurance segment is set forth in Item 7, �Management�s
Discussion and Analysis of Financial Condition and Results of Operations� and Item 8, Note 6 to the Consolidated
Financial Statements, �Segment Information.�
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Competition

The Company competes globally in the property and casualty markets.

The Company�s major geographical markets for its property and casualty reinsurance operations are North America,
Europe, Bermuda and Emerging Markets (covering Asia/Pacific and South America). The main competitors in each of
these markets include the following:

North America � Berkshire Hathaway, Munich Re Corporation, Swiss Re America Corporation, Transatlantic Re,
Everest Re Group Ltd, Hannover Re and PartnerRe Ltd.

Europe � Munich Re, Swiss Re, Lloyd�s, SCOR Reinsurance Company and PartnerRe Ltd.

Bermuda � ACE Tempest Reinsurance Ltd, AXIS Specialty Limited, Arch Reinsurance Limited, Renaissance
Reinsurance Limited, Montpelier Reinsurance Ltd, Platinum Underwriters Bermuda Ltd and PartnerRe Ltd.

See Item 7, �Management�s Discussion and Analysis of Financial Condition and Results of Operations � Executive
Overview,� for further discussion.

Marketing and Distribution

See Insurance Segment � �Marketing and Distribution� and Item 8, Note 19(a) to the Consolidated Financial Statements,
�Commitments and Contingencies � Concentrations of Credit Risk,� for information in the Company�s marketing and
distribution procedures and information on the Company�s major brokers.

Structure of Reinsurance Operations

The Company�s reinsurance operations are structured geographically into Bermuda operations, North American
operations, European/Asia Pacific operations and Latin American operations.

The segment�s most significant operating legal entities in terms of revenues during 2010 were as follows: XL
Reinsurance America Inc., XL Re Ltd, XL Re Europe Limited and XL Re Latin America Ltd.

Claims Administration

Claims management for the reinsurance operations includes the receipt of loss notifications, review and approval of
claims through a claims approval process, establishment of loss reserves and approval of loss payments. Case reserves
for reported claims are generally established based on reports received from ceding companies with additional case
reserves being established when deemed appropriate. Additionally, claims audits are conducted for specific claims and
claims procedures at the offices of selected ceding companies, particularly in the U.S. and the U.K.

Life Operations Segment

During 2009, the Company completed a strategic review of its life reinsurance business. In relation to this initiative,
the Company sold the renewal rights to its Continental European short-term life, accident and health business in
December 2008. The Company also announced in March 2009 that it would run-off its existing book of U.K. and Irish
traditional life and annuity business, and not accept new business. In addition, during July 2009, the Company entered
into an agreement to sell its U.S. life reinsurance business. The transaction closed during the fourth quarter of 2009. In
December 2009, the Company entered into an agreement to novate and recapture a number of U.K. and Irish term
assurance and critical illness treaties. The transaction closed during the fourth quarter of 2009. During the first quarter
of 2010, the Company entered into an agreement to recapture U.K. and Irish term assurance treaties and this
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transaction closed during March 2010. Further recaptures of U.K. term assurance treaties and U.S. mortality
retrocession pools took place during the first and fourth quarters of 2010, respectively.

The Life Operations segment provided life reinsurance on business written by life insurance companies, principally to
help them manage mortality, morbidity, survivorship, investment and lapse risks.

Prior to the decision to run-off the U.K. and Irish business, products offered included a broad range of underlying
lines of life insurance business, including term assurances, group life, critical illness cover, immediate annuities and
disability income. In addition, prior to selling the renewal rights, the products
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offered included short-term life, accident and health business. Notwithstanding these sales, the segment still covers a
range of geographic markets, with an emphasis on the U.K., U.S., Ireland and Continental Europe.

The portfolio has three particularly significant components:

1) The portfolio includes a small number of large contracts relating to closed blocks of U.K. and Irish fixed annuities
in payment. In relation to certain of these contracts, the Company received cash and investment assets at the inception
of the reinsurance contract, relating to the future policy benefit reserves assumed. These contracts are long-term in
nature, and the expected claims payout period can span up to 30 or 40 years with average duration of around 10 years.
The Company is exposed to investment and survivorship risk over the life of these arrangements.

2) The second component of the portfolio relates to life risks (in the U.S., U.K. and Ireland) and critical illness risks
(in the U.K. and Ireland) where the Company is exposed to the mortality, morbidity and lapse experience from the
underlying business, over the medium to long-term.

3) The third component relates to the annually renewable business covering life, accident and health risks written in
Continental Europe. These contracts are short-term in nature and include both proportional and non-proportional
reinsurance structures. While the renewal rights for this business have been sold, the existing business remains with
the Company.

Underwriting & Claims Administration

While the Life Operations segment was closed to new business in March 2009, the pricing information below reflects
how new business was acquired prior to that date and hence is relevant to the in-force portfolio of business.

Life reinsurance transactions fall into two distinct forms. The first relates to the reinsurance of an existing and closed
block of risks (�in-force deal�), where the nature of the underlying exposure is known at the date of execution. The
second relates to the reinsurance of liabilities which are yet to be written by the ceding company (�new business treaty�)
where, provided the subsequent risks are within the agreed treaty parameters, these risks may be added to the
portfolio.

The underwriting of an in-force deal is highly actuarial in nature, requiring detailed analytical appraisal of the key
parameters which drive the ultimate profitability of the deal. This includes analysis of historic experience (claims,
lapses, etc.) as well as the projection of these assumptions into the future.

When new business was written, in addition to the actuarial analysis required to set the terms, there was also a
requirement to establish medical underwriting criteria that will apply to the new risks which may be added to the
treaty. Once a treaty is accepted, there is then an ongoing need to monitor the risk selection by the medical
underwriters at the ceding company and to ensure that the criteria are being met.

The team includes many members with specialized actuarial knowledge. Claims administration also relies on
experienced team members and specific medical expertise, supported where required by third party medical
underwriters and claims managers.

The Company maintained comprehensive �terms of trade� guidelines for all core product lines. These guidelines
describe the approach to be taken in assessing and underwriting opportunities, including the approach to be taken to
the setting of core parameters and to the determination of appropriate pricing levels. The �terms of trade� were overseen
by a separate team from the new business underwriters.

In addition, the Company maintained a medical underwriting manual which sets out the approach to be taken to
underwriting specific medical impairments when setting terms for a new business treaty.
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Reinsurance Retroceded

The Company purchases limited retrocession capacity on a �per-life� basis in the U.S. in order to cap the maximum
claim arising from the death of a single individual. Cover is purchased from professional retrocessionaires which meet
the Company�s criteria for counterparty exposures. Limited retrocession of fixed annuity business has been arranged to
manage aggregate longevity capacity on specific deals. Limited retrocession of life, accident and health business on
specific treaties written in Continental Europe has also been arranged to manage mortality and morbidity risks.
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Premiums

The following table is an analysis of the Life Operations gross premiums written, net premiums written and net
premiums earned for the year ended December 31, 2010:

(U.S. dollars in thousands)

Gross
Premiums
Written

Net
Premiums
Written

Net
Premiums

Earned
Other Life $ 256,703 $ 255,056 $ 255,905
Annuity 155,235 127,019 127,019

Total $ 411,938 $ 382,075 $ 382,924

Additional discussion and financial information about the Life Operations is set forth in Item 7, �Management�s
Discussion and Analysis of Financial Condition and Results of Operations,� and Item 8, Note 6 to the Consolidated
Financial Statements, �Segment Information.�

Competition

In regards to the Life Operations segment, the core activity is in the U.S., U.K., Ireland and Continental Europe. While
the Company no longer competes for new business, it retains an in-force portfolio and hence views companies with
similar portfolios as competitors.

For the fixed annuity business, competition has historically come from less traditional reinsurance entities, such as
Canada Life and Prudential (U.K.) or recently established entities such as Paternoster, Synesis and Pension Insurance
Corporation. However, in recent years, more traditional reinsurance players, including Swiss Re, Partner Re and
Pacific Life Re, also have entered or re-entered this market.

Marketing and Distribution

The Company predominantly marketed its long-term products directly to clients, with a smaller element sourced
through reinsurance intermediaries. The Company primarily marketed the short-term life, accident and health business
through reinsurance intermediaries. Following the closure to new business and the sale of the renewal rights, the
Company has ceased to market these product lines.

The Company�s distribution strategy was to avoid any undue concentration on any single client or market. Efforts were
made to target ceding companies that were themselves strong and growing in their target segments.

Other Financial Lines Business

Following the streamlining of the Company�s operating segments in the first quarter of 2009, the Other Financial Lines
business is now included in Corporate. This business previously included contracts associated with the funding
agreement (�FA�) business and the guaranteed investment contract (�GIC�) business. GICs and FAs provide users
guaranteed rates of interest on amounts previously invested with the Company. FAs were very similar to GICs in that
they have known cash flows. FAs were sold to institutional investors, typically through medium term note programs.
During August 2010, the remaining balance of FAs of $450 million was settled and the business is no longer active.

Unpaid Losses and Loss Expenses
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Loss reserves are established due to the significant periods of time that may lapse between the occurrence, reporting
and payment of a loss. To recognize liabilities for unpaid losses and loss expenses, the Company estimates future
amounts needed to pay claims and related expenses with respect to insured events. The Company�s reserving practices
and the establishment of any particular reserve reflects management�s judgment concerning sound financial practice
and do not represent any admission of liability with respect to any claim. Unpaid losses and loss expense reserves are
established for reported claims (�case reserves�) and incurred but not reported (�IBNR�) claims.

The nature of the Company�s high excess of loss liability and catastrophe business can result in loss payments that are
both irregular and significant. Similarly, adjustments to reserves for individual years can
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be irregular and significant. Such adjustments are part of the normal course of business for the Company. Certain
aspects of the Company�s business have loss experience characterized as low frequency and high severity. This may
result in volatility in the Company�s results of operations, financial condition and liquidity.

The tables below present the development of the Company�s unpaid losses and loss expense reserves on both a net and
gross basis. The cumulative redundancy (deficiency) calculated on a net basis differs from that calculated on a gross
basis. As different reinsurance programs cover different underwriting years, net and gross loss experience will not
develop proportionately. The top lines of the tables show the estimated liability, net of reinsurance recoveries, as at the
year end balance sheet date for each of the indicated years. This represents the estimated amounts of losses and loss
expenses, including IBNR, arising in the current and all prior years that are unpaid at the year end balance sheet date
of the indicated year. The tables show the re-estimated amount of the previously recorded reserve liability based on
experience as of the year end balance sheet date of each succeeding year. The estimate changes as more information
becomes known about the frequency and severity of claims for individual years. The cumulative redundancy
(deficiency) represents the aggregate change with respect to that liability originally estimated. The lower portion of
the first table also reflects the cumulative paid losses relating to these reserves. Conditions and trends that have
affected development of liabilities in the past may not necessarily occur in the future. Accordingly, it may not be
appropriate to extrapolate redundancies or deficiencies into the future, based on the tables below. See Item 7,
�Management�s Discussion and Analysis of Financial Condition and Results of Operations � Cautionary Note Regarding
Forward-Looking Statements.�

Analysis of Losses and Loss Expense Reserve Development
Net of Reinsurance Recoveries

(U.S. dollars in
millions) 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
ESTIMATED
LIABILITY FOR
UNPAID LOSSES
AND LOSS
EXPENSES, NET
OF
REINSURANCE
RECOVERABLES $ 4,207 $ 7,004 $ 8,313 $ 10,532 $ 12,671 $ 17,200 $ 17,900 $ 18,191 $ 17,686 $ 17,266 $ 16,882
LIABILITY
RE-ESTIMATED
AS OF:
One year later 4,382 7,404 9,250 10,800 13,785 17,090 17,475 17,580 17,401 16,893
Two years later 4,345 8,423 9,717 11,842 13,675 16,828 16,631 17,286 17,027
Three years later 5,118 8,653 10,723 11,849 13,607 16,155 16,441 16,956
Four years later 5,294 9,727 10,738 11,860 13,258 16,067 16,064
Five years later 5,435 9,674 10,710 11,680 13,236 15,796
Six years later 5,419 9,718 10,642 11,794 13,068
Seven years later 5,508 9,680 10,824 11,669
Eight years later 5,496 9,921 10,775
Nine years later 5,571 9,863
Ten years later 5,541
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CUMULATIVE
REDUNDANCY
(DEFICIENCY) (1) (1,334 ) (2,859 ) (2,462 ) (1,137 ) (397 ) 1,404 1,836 1,235 659 373
CUMULATIVE
PAID LOSSES,
NET OF
REINSURANCE
RECOVERIES, AS
OF:
One year later $ 1,184 $ 2,011 $ 2,521 $ 1,985 $ 2,008 $ 3,437 $ 3,188 $ 3,207 $ 3,436 3,028
Two years later 1,920 3,984 3,800 2,867 3,884 5,759 5,620 5,673 5,848
Three years later 2,683 4,703 4,163 4,380 5,181 7,590 7,528 7,471
Four years later 3,038 4,641 5,365 5,286 6,392 8,936 8,787
Five years later 3,290 5,526 6,018 6,225 7,386 9,882
Six years later 3,774 5,969 6,764 7,002 8,098
Seven years later 3,985 6,514 7,381 7,591
Eight years later 4,351 6,965 7,797
Nine years later 4,589 7,291
Ten years later 4,751
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Analysis of Property and Casualty Losses and Loss Expense Reserve Development
Gross of Reinsurance Recoverables

(U.S. dollars in
millions) 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
ESTIMATED
GROSS
LIABILITY FOR
UNPAID
LOSSES AND
LOSS
EXPENSES $ 5,668 $ 11,807 $ 13,333 $ 16,553 $ 19,616 $ 23,598 $ 22,895 $ 22,857 $ 21,650 $ 20,824 $ 20,532
LIABILITY
RE-ESTIMATED
AS OF:
One year later $ 6,118 $ 12,352 $ 15,204 $ 18,189 $ 19,987 $ 23,209 $ 22,458 $ 21,803 $ 21,348 20,509
Two years later 6,105 14,003 16,994 18,520 19,533 22,937 21,337 21,445 21,094
Three years later 6,909 15,377 17,210 18,324 19,525 22,139 21,057 21,305
Four years later 7,086 15,441 17,048 18,362 19,153 21,992 20,787
Five years later 7,240 15,267 17,106 18,236 19,099 21,835
Six years later 7,223 15,401 17,051 18,328 19,050
Seven years later 7,317 15,381 17,189 18,321
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