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Earthquakes, tornados, hurricanes, and other natural disasters have created a “perfect storm” for 

reinsurers.  Market participants with a momentum focus have abandoned the reinsurance industry 

without regard for the circumstances of individual companies.  As a result, stock market valuations for 

many companies in the sector have fallen to levels well below tangible book value.   

Platinum Underwriters Holdings has not been spared from the impact of catastrophes in 2011 and has 

posted a net loss of $231 million for the first nine months of the year.  The company’s year-to-date 

combined ratio of 156%, revisions to first and second quarter loss estimates, and a recent S&P 

downgrade have taken a toll on the price of Platinum’s stock.   

Platinum recently traded at $31 which is approximately two-thirds of September 30, 2011 fully diluted 

tangible book value per share of $45.68.  For reasons discussed in this report, the steep discount to book 

is unwarranted even assuming continued soft market conditions for reinsurance.  In this report, we 

examine Platinum’s track record, future prospects, and valuation.  Based on current business 

fundamentals, we estimate the intrinsic value of Platinum at between $37 and $53 per share.   
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The Perfect Storm 

 

In the midst of a persistent soft market, equity valuations in the reinsurance industry have been under pressure 

with many companies trading at substantial discounts to tangible book value.  Skepticism regarding reserve 

adequacy and underwriting discipline have combined with concerns regarding the long-term impact of recent 

natural disasters to create a “perfect storm” for the industry.   

Platinum Underwriters Holdings Ltd. (NYSE:  PTP) is a Bermuda-based company organized in 2002 as a spin-off of 

The St. Paul Companies reinsurance operations.  Platinum has no exposure to legacy adverse loss development 

prior to 2002 and has posted consistently strong results over the past decade.  Prior to 2011, Platinum posted 

underwriting profits in all years except for 2005.  Favorable loss development has been recorded for each year 

since inception with cumulative favorable development of $837 million. 

Platinum does not seek to maximize market share and has been willing to shrink premium volume drastically in 

response to the soft market.  Earned premiums declined from $1.7 billion in 2005 to $780 million in 2010.  

Written premiums as a percentage of shareholders’ equity declined from 112% to 40% over the same period.  

Management has maintained a strong equity position despite share repurchases of $1.2 billion since 2005.  Book 

value per share advanced at a 9% annualized rate from 12/31/2002 to 9/30/2011. 

Market participants have taken note of Platinum’s net loss of $231 million for the first nine months of 2011 due 

to earthquakes in Japan and New Zealand, springtime tornados in the United States, and the impact of 

Hurricane Irene in August.   These disasters have resulted in a year-to-date combined ratio of 156% putting 

Platinum on track for a full year underwriting loss for the first time since 2005.  

Negative headline news often causes investors to abandon entire industry sectors without regard to the 

circumstances of individual companies.  Momentum based systems such as the Value Line Investment Survey’s 

Timeliness system suggests that investors should steer clear of the entire sector.1  However, there are significant 

differences between reinsurers when it comes to reserve adequacy, underwriting discipline, and balance sheet 

strength.  Discerning investors with a long-term focus can often find bargains in such an environment.   

Platinum currently trades at approximately two-thirds of September 30, 2011 fully diluted tangible book value 

per share of $45.68.  Investors clearly appear to be skeptical regarding Platinum’s reserve adequacy and 

prospects for future underwriting profitability.   

The current steep discount to book is unwarranted even assuming continued soft market conditions for 

reinsurance.  In this report, we examine Platinum’s track record, future prospects, and valuation.  Based on 

current business fundamentals, we estimate the intrinsic value of Platinum at between $37 and $53 per share.   

While no immediate catalyst exists to narrow the gap between the share price and intrinsic value, we note that 

increased merger and acquisition activity in the sector could lead to offers for the company given its strong track 

record, bargain basement valuation, and lack of pre-2002 legacy liabilities.   

                                                           
1
 Value Line ranks the timeliness of the reinsurance industry as 94 out of the 98 industries in its coverage universe.  Source:  

Value Line Investment Survey, October 21, 2011 issue.  Platinum is not one of Value Line’s covered companies.   
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The 2002 Spin-Off:  A “Clean Slate” 

 

Platinum Underwriters Holdings Ltd. was organized as a 

Bermuda-based holding company in 2002 when The St. 

Paul Companies spun off its reinsurance operations
2
.  At 

the time of the spin-off, St. Paul retained a 14 percent 

ownership interest in Platinum along with a ten-year 

option to purchase additional shares.  St. Paul sold its 

shares in Platinum in 2004 and the ten-year options were 

repurchased by Platinum in 2010.   

The spin-off transaction specified that St. Paul would 

retain all reinsurance liabilities related to contracts 

issued prior to January 1, 2002.  However, Platinum 

retained relationships with St. Paul’s former clients.  As a 

result, the transaction represented a “clean slate” for 

Platinum with no legacy liabilities prior to 2002 and 

existing relationships upon which to build a new book of 

business.  Given the long-tail nature of many reinsurance 

lines, the absence of potential adverse development 

prior to 2002 substantially clarifies the adequacy of 

Platinum’s established reserves when contrasted with 

competitors exposed to many decades of legacy 

liabilities. 

Platinum’s Strategy  

 

Platinum’s management has stated on numerous 

occasions that its strategy is to write policies with a focus 

on underwriting profitability rather than market share
3
.  

Particularly during soft markets, insurers focusing on 

market share often fall into the trap of setting prices 

destined to result in steep losses.  However, nearly all 

insurance executives claim to write policies only with 

expectation of ultimate profitability. How can we 

separate rhetoric from reality?   

 

In the case of Platinum, we can examine net written 

premiums over the past decade.  Platinum has shrunk 

net written premium volume by 56% from 2005 to 2010 

and premium volume has continued to shrink in 2011 

year-to-date.  Judging by actions rather than words, it is 

                                                           
2
 See press release: http://bit.ly/o2iuG8  

3
 For example, see CEO Michael Price’s letter to 

shareholders in 2010 annual report: http://bit.ly/qW1LjQ  

apparent that Platinum is quite willing to give up market 

share if necessary to preserve underwriting profitability. 

 

 
Exhibit 1:  Written Premiums by Segment 

 

Underwriting decisions are ultimately made by human 

beings who respond to incentives.  Warren Buffett, 

Chairman and CEO of Berkshire Hathaway, has often 

commented on the importance of setting up incentives 

that do not compensate employees based on premium 

volume or market share
4
.  Part of this approach involves 

avoiding dramatic layoffs when business declines. 

 

Exhibit 2:  Employee Count: 2002 to 9/30/2011 

                                                           
4
 For example, see Mr. Buffett’s discussion in his 2004 

letter to shareholders:  http://bit.ly/rdv9YW 

http://bit.ly/o2iuG8
http://bit.ly/qW1LjQ
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From Exhibit 2, we can see that Platinum has responded 

to the decline in business by trimming its employee 

count.  However, the decline from 2005 to 2010 was 

moderate when compared to the decline in written 

premium volume.  It is worth noting that additional 

reductions have taken place in 2011.  Ultimately, 

management’s approach to underwriting discipline is 

revealed in results over long periods of time which we 

will discuss later in this report. 

 

Operating Segments 

 

Platinum operates in three segments: 

 

 Property and Marine.  Property reinsurance 

protects ceding companies against damage or 

loss of use of property on both an excess-of-loss 

and proportional basis.
 5

  In 2010, property and 

marine accounted for 54% of net written 

premiums.  The segment has posted 

underwriting profits for all years except 2005 

and 2010.  Heavy catastrophe losses led to a 

combined ratio of 222% for the first nine 

months of 2011.
6
 

 Casualty.  Casualty reinsurance provides ceding 

companies with protection stemming from 

obligations to others for loss and damage to 

individuals or to property.  The majority of 

casualty coverage is provided on an excess-of-

loss basis.  Product lines include general liability, 

professional liability, accident and health, 

umbrella liability, automotive, surety, and 

political risk.  In 2010, casualty accounted for 

43% of net written premiums.  The segment has 

been consistently profitable with combined 

                                                           
5
 In excess-of-loss coverage, all or a portion of a ceding 

company’s risk is assumed in excess of a specified claim 
amount.  In proportional coverage, a predetermined 
portion of a ceding company’s risks are assumed.   
6
 Combined ratios >100% indicate underwriting losses 

and combined ratios <100% indicate underwriting profit.  
All figures for Platinum in this report are derived from 
10-K, 10-Q, and 8-K reports filed with the SEC and 
Platinum’s quarterly financial supplements unless 
specified otherwise.   

ratios of less than 100 for all periods except for 

2002.  The combined ratio for the casualty 

segment was 82% for the first nine months of 

2011.   

 Finite Risk.  Finite risk insurance involves 

structured reinsurance needs that are usually 

not met through traditional insurance products.  

Platinum provides three categories of finite risk 

insurance:  quota share, multi-year excess-of-

loss, and aggregate stop-loss.  Since 2006, finite 

risk has not comprised a significant portion of 

Platinum’s business with the segment providing 

only 2% of net written premiums in 2010.   

 

Underwriting Results 

 

The following chart displays the combined ratio for 

Platinum by segment and in total: 

 

 
Exhibit 3:  Combined Ratio by Segment 

 

Despite a very high total combined ratio for 2011 year-

to-date, we can see that Platinum has consistently 

delivered combined ratios of under 100% over multi-year 

periods.  Property and Marine provides the most volatile 

segment results as one would expect given the heavy 
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exposure to periodic catastrophe losses. The 2005 losses 

included the impact of Hurricane Katrina and other 

severe hurricane activity while the 2011 year-to-date 

losses are mostly attributable to earthquakes in Japan 

and New Zealand, tornados in the United States, and the 

impact of Hurricane Irene.  We can see that the Casualty 

segment has provided strong underwriting profitability 

throughout the company’s history.  Finite Risk has not 

been material to overall results in recent years with a 

minor portion of premiums attributable to the segment.  

We should note that the strong overall performance 

since 2005 was delivered in a soft market and it is likely 

that the underwriting discipline reflected in lower 

premium volume paid off in terms of avoiding poor risks. 

 

 The following exhibit presents a multi-year view of 

Platinum’s cumulative underwriting profit since inception 

in 2002: 

 

 
Exhibit 4:  Cumulative Underwriting Profit 

 

Based on Platinum’s track record, it is apparent that 

management has delivered underwriting profitability 

over time.  However, insurance accounting provides a 

significant amount of latitude for management when 

determining reserves.  Reported results rely on the 

actuarial estimations prepared by management. Even 

when such estimates are made in good faith, wide 

variances, both positive and negative, tend to the be the 

rule in the reinsurance industry.  Can we have confidence 

that the underwriting results reported by management 

since 2002 will not be offset by unfavorable development 

in the years to come?   

 

History of Conservative Reserving 

 

As of September 31, 2011, Platinum carried $2.5 billion 

of unpaid losses and loss adjustment expenses on the 

balance sheet.  This figure represents the total estimated 

liability for all unpaid losses but only a portion of these 

liabilities have been formally reported by ceding 

companies.  When an event giving rise to potential losses 

occurs, management estimates the impact of the event.  

A portion of reserves are an estimate of claims incurred 

but not yet reported, also known as IBNR.  Estimation 

error can often occur for IBNR estimates as ceding 

companies make claims over time.  For long-tail policies, 

claims may not be fully known for many years.  

 

As of December 31, 2010, 69.7 percent of reserves were 

based on IBNR estimates.  This figure was 71% at 

December 31, 2009.  The nature of Platinum’s business 

involves significant risk related to IBNR estimates.   

 

Each year, management refines previous reserve 

estimates and makes adjustments reflected in the 

current year’s underwriting results to correct for prior 

year estimation error.  In cases where prior year 

estimates were too low, “unfavorable development” 

occurs and current year underwriting results are reduced 

by the amount of the development.  If prior year 

estimates were too high, “favorable development” 

results in a credit to current year underwriting results.   

 

Since both favorable and unfavorable prior year 

development can distort current year results, 

management should strive to reserve as accurately as 

possible rather than building up excess reserves to be 

released in future accounting periods.  However, if 

surprises are to occur, favorable development is 

obviously preferable to unfavorable development. 
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The following exhibit displays development for all segments that has taken place since 2005: 

 

Loss Development – All Segments (in $ thousands) 
9ME 

9/30/11 
9ME 

9/30/10 
2010 2009 2008 2007 2006 2005 

Non-Catastrophe Favorable (Unfavorable) Development: 
 

  
      

Net loss development related to prior years 
           

65,678  
         

139,362  
         

174,961  
         

104,272  
         

146,036  
           

62,457  
           

56,114  
           

95,230  

Net premium adjustments related to prior years' losses 
                  

57  
             

5,130  
             

5,568  
             

4,436  
           

13,555  
                   

-    
                   

-    
                   

-    

Net commission adjustments related to prior years' losses 
           

(4,720) 
         

(10,543) 
         

(11,965) 
           

(4,622) 
         

(32,221) 
           

(3,291) 
           

(2,285) 
         

(15,790) 

Net favorable (unfavorable) non-catastrophe 
development 

           
61,015  

         
133,949  

         
168,564  

         
104,086  

         
127,370  

           
59,166  

           
53,829  

           
79,440  

Catastrophe Favorable (Unfavorable) Development: 
 

    
     

Net loss development related to prior years 
           

16,665  
           

(8,446) 
         

(16,021) 
           

(3,480) 
           

21,211  
           

18,709  
             

4,632  
             

2,084  

Net premium adjustments related to prior years' losses 
              

(355) 
           

(1,353) 
              

(692) 
                

349  
              

(952) 
                

(69) 
           

(2,693) 
           

(2,268) 

Net commission adjustments related to prior years' losses 
                

(10) 
                   

-    
                   

-    
                   

-    
                   

-    
                   

-    
                   

-    
                   

-    

Net favorable (unfavorable) catastrophe development 
           

16,300  
           

(9,799) 
         

(16,713) 
           

(3,131) 
           

20,259  
           

18,640  
             

1,939  
              

(184) 

Total net favorable (unfavorable) development 
           

77,315  
         

124,150  
         

151,851  
         

100,955  
         

147,629  
           

77,806  
           

55,768  
           

79,256  

Exhibit 5:  Loss Development:  All Segments 2005 to Q3 2011 

 

We can see that favorable loss development has been 

recorded in each reporting period in aggregate.  As 

expected, development is more subject to error in the 

catastrophe lines with unfavorable development 

recorded in three of the six full year periods.  However, 

favorable development in the non-catastrophe lines has 

been consistent.   

 

Although we cannot know for certain whether the 

reserves on the balance sheet as of September 30, 2011 

will prove to be adequate in the coming years, it is 

apparent that management errs on the side of caution 

when it comes to reserving practices.  If anything, one 

might conclude that management has a habit of 

reserving too conservatively for current year losses.  If 

this is the case, the impulse to be conservative may 

understate true current year results, although this is 

offset by reserve releases from prior years.   

 

Despite the enviable reserving track record, investors 

had a decidedly negative reaction to management’s 

announcement of revisions to reserve estimates for 2011 

catastrophe losses.
7
  Platinum had to increase first and  

 

                                                           
7
 See press release:  http://bit.ly/qfHCJT  

 

second quarter reserve estimates by $98.3 million to 

account for worse than expected claims development for 

the February New Zealand earthquake, the devastating 

earthquake in Japan, severe tornados in the United 

States in April and May, and the June New Zealand 

earthquake.  Management provided the following exhibit 

on October 12: 

Estimated Net Negative Impact from 2011 Catastrophes  
($ in millions) 

 

  Third Quarter 2011 Catastrophe Loss Estimates  
 

  Hurricane Irene $14.1  

  Increases to First and Second Quarter 2011 Catastrophe Loss Estimates  

  February New Zealand earthquake $26.9  

Japan earthquake           34.1  

April and May severe U.S. weather           10.1  

June New Zealand earthquake           27.2  

Subtotal $98.3  

Total $112.4  

Exhibit 6:  Net Negative Impact from 2011 Catastrophes 

 

While the revised estimates have had a negative impact 

on 2011 YTD results as reflected in Exhibit 3, this is the 

nature of the reinsurance business and does not alter our 

view of management’s long term track record. 

http://bit.ly/qfHCJT
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Insurance Float 

 

Every insurance business generates float, although the 

nature of the float and the cost varies greatly throughout 

the industry.
 8

  Float exists because insurers require 

policyholders to make payment at the start of a coverage 

period while payments for insured losses occur over 

time.  The duration of the float varies based on the type 

of insurance policy in question and whether the business 

is “long-tail” in nature.  Insurance companies are able to 

invest the funds that are held as float and shareholders 

of the business benefit from the investment returns on 

the float.    

 

It must be emphasized that float is not an asset on the 

balance sheet.  To the contrary, float is a liability on the 

balance sheet that represents the estimated funds 

required to eventually satisfy policyholder claims.  

Furthermore, float does not come without risk because 

the cost of the float often proves to be higher than the 

rate of return an insurance company can generate by 

investing the float over time.  If an insurer has a cost of 

float higher than its investment return, losses will ensue. 

 

Platinum has grown total insurance float from $400 

million at the end of 2002 to $2.3 billion at the end of the 

third quarter of 2011.  This growth has come about as 

Platinum wrote insurance policies, collected premiums, 

and established reserves intended to cover future claims.  

After a period of rapid growth following the 

establishment of the company in 2002, float growth 

slowed considerably over the past five years as 

management curtailed new premium volume in response 

to the soft insurance market.   

 

Due to the consistent underwriting profits described 

previously, Platinum has enjoyed a negative cost of float 

for most of its history.  This means that management has 

been able to invest the company’s float while also 

collecting underwriting profits: the best of both worlds. 

                                                           
8
 Float is defined as the sum of unpaid losses, unearned 

premiums, and payables to insurance companies less the 
sum of receivables, reinsurance recoverables on 
paid/unpaid losses, deferred policy acquisition costs, and 
prepaid reinsurance premiums. 

 

 
Exhibit 6:  Total Insurance Float 

 

 

Exhibit 7:  Cost of Float 
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We define the cost of float as the underwriting loss 

(profit) for a year divided by the period-ending level of 

float.  The average cost of float from 2002 to 2010 was 

negative 6.8% while float grew at a compound annual 

rate of 23%.  Cost of float was positive 12.7 percent in 

2005 and 12.6 percent in 2011 (year-to-date).   

Our overall assessment is that Platinum’s management 

has been able to generate float at negative cost on a 

consistent basis over the years.  The conservative 

reserving record discussed previously bolsters our 

confidence that future unfavorable development will not 

negate the track record posted over the past decade. 

Investment Portfolio  
 

As of September 30, 2011, Platinum had total invested 

assets and cash equivalents of $4.3 billion.  Invested 

assets were comprised of 26% cash, 62% fixed income, 

and 12% short term investments.  Portfolio duration has 

been reduced in recent years and stood at 3.5 years as of 

June 30, 2011.
9
   

 

The fixed income portfolio has a weighted average book 

yield of 4.5% and a weighted average credit quality of 

Aa2 based on Moody’s rating criteria.  The non-U.S. 

government portfolio is only 3 percent of total fixed 

income assets and is comprised of sovereign debt of 

Germany, United Kingdom, New Zealand, Japan, and 

Australia.
 10

  Notably absent is any direct exposure to the 

most troubled Euro zone economies.  Platinum’s listing 

of the top 20 corporate bond holdings by issuer does not 

indicate the presence of debt associated with financial 

institutions likely to have significant Euro zone sovereign 

debt exposure. 
11

  

 

Platinum’s net income over the years includes both net 

investment income and net realized gains on investments 

as displayed in Exhibit 9.  In addition, Platinum had $145 

million of net unrealized gains as of September 30, 2011.   

                                                           
9
 Portfolio duration at 9/30/2011 will not be reported 

until the upcoming release of Platinum’s 10-Q. 
10

 Management comments, Q3 2011 conference call held 
on October 19, 2011:  http://bit.ly/pOn5Oq  
11

 See Q3 Financial supplement: http://bit.ly/qlTkyq  

 
Exhibit 8:  Fixed Income Portfolio Allocation 

 

 

 

Exhibit 9:  Investment Returns 

http://bit.ly/pOn5Oq
http://bit.ly/qlTkyq
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With cash and cash equivalents of $1.1 billion at the end 

of the third quarter, cash represented 24 percent of total 

assets and 65 percent of shareholders’ equity 

demonstrating a significant amount of liquidity and 

financial flexibility.    

Like most insurance companies, Platinum heavily favors 

fixed-income investments and has not historically held 

equity investments.  While the current low interest rate 

environment limits the investment returns that Platinum 

is likely to realize going forward, historically negative cost 

float funds over half of the investment portfolio.  The 

limited portfolio duration should protect Platinum from 

significant capital losses if interest rates rise while 

management will be able to reinvest maturing securities 

at higher interest rates.   

Strong Capital Position 
  

Platinum has grown shareholders’ equity from $921 

million at the end of 2002 to $1.7 billion on September 

30, 2011 while paying $134 million in cumulative 

dividends to shareholders and using $1.3 billion to 

repurchase shares and options.  Fully diluted book value 

per share has increased from $21.42 to $45.68 over the 

same period.  The company has debt of $250 million 

which accounts for a modest 12.6 percent of total 

capital.   

With shareholders’ equity funding 36 percent of assets 

and the ratio of written premiums to shareholders equity 

under 40 percent, Platinum appears to be overcapitalized 

based on its current level of business.  Management has 

indicated that it views shareholders’ equity of $1.5 billion 

to be adequate based on current operations and 

anticipated insurance market conditions in the near 

term.
12

   

Although Platinum did not repurchase shares in the third 

quarter, it is possible that management may deploy over 

$200 million for repurchases based on its target equity 

level of $1.5 billion.  At the current discount to book 

value, repurchases should be highly accretive. 

                                                           
12

 Management comments, Q3 2011 conference call held 
on October 19, 2011:  http://bit.ly/pOn5Oq 

Exhibit 10: Capital Structure 

 

 

Exhibit 11:  Cash Returned to Shareholders 

 

http://bit.ly/pOn5Oq
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Key Risks 

 

The data presented so far paints a portrait of a 

conservative company delivering consistent returns to 

shareholders.  However, Platinum clearly has key risks 

that must be examined carefully. 

 

 Catastrophe exposure.  As a reinsurer with 

substantial exposure to catastrophe risks, it is 

not only likely but inevitable that the company 

will post volatile results from year to year.  

Platinum has an enviable record of cumulative 

underwriting profits over the course of its 

history but years like 2005 and 2011 will occur 

from time to time and will have a negative 

impact on shareholders’ equity.   

 

 Reserve adequacy.  Shareholders’ equity and 

book value are highly sensitive to the accuracy 

of loss reserves recorded on the balance sheet.  

With $2.5 billion of losses recorded at 

September 30, 2011, relatively small changes 

could have a significant impact on shareholders’ 

equity.  For example, if net reserves are 

increased by 10 percent, shareholders’ equity 

would decline by 14.3 percent.  Management’s 

track record over the past decade and the lack 

of pre-2002 exposure mitigates, but does not 

eliminate, the risk of unfavorable development. 

 

 Investment portfolio risk.  Although Platinum 

has a conservatively positioned low duration 

fixed income portfolio with good credit quality 

and minimal sovereign exposure in the Euro 

zone, rising interest rates would still reduce the 

market value of fixed income securities.  A 

relatively high allocation to municipal bonds 

could leave the company exposed to default 

risk.   

 

 “Black Swan” exposure.  All insurance 

companies are exposed to some extent to “black 

swan” events for which the company has not 

received adequate premium to cover potential 

risk.  Such exposure is not quantifiable. 

 

 

Exhibit 12:  Book Value per Share 

 

 

 

 

Exhibit 13:  Premiums as a % of Shareholders’ Equity 
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Potential Catalysts 

 

The reinsurance industry is currently out of favor with 

discounts to book value being the rule rather than the 

exception.  It is difficult, if not impossible, to forecast 

when market sentiment will change and result in the 

reduction or elimination of Platinum’s deep discount to 

book value.  However, the following potential events 

could prompt a reassessment of the shares: 

 

 Hard market returns.  There are currently few 

signs of a hard market and management has 

clearly indicated that pricing remains soft.  It is 

more likely than not that a soft market will exist 

for January 1, 2012 renewals. A hard market 

could return if a major catastrophe shrinks 

overall industry capital or if companies (like 

Platinum) reduce capital levels by returning 

excess capital to shareholders.  While we cannot 

forecast the timing of a return to a hard market, 

the insurance industry is cyclical and better 

conditions will eventually emerge. 

 

 Repurchases accelerate book value per share 

growth.  Platinum has historically funded an 

aggressive share repurchase program and 

management has expressed an interest in 

additional repurchases.
13

  At recent market 

prices, Platinum could theoretically repurchase 

close to 20 percent of outstanding shares in a 

$200 million repurchase program.  Repurchase 

activity would increase market demand for the 

stock.  However, more importantly, repurchases 

would be immediately accretive to book value 

per share for continuing shareholders.   

 

 Merger and acquisition activity.  The recent 

bidding for Transatlantic Reinsurance Company 

could lead to bids for other reinsurers.  Recent 

bidding valued Transatlantic at approximately 

75 percent of book value.  However, the interest 

of well respected investors including Berkshire 

Hathaway’s National Indemnity unit could 

                                                           
13

 Q3 2011 Conference call: http://bit.ly/pOn5Oq 

prompt other industry participants to take a 

close look at strong companies with a history of 

conservative reserving.  Platinum’s reserving 

history and lack of pre-2002 legacy liabilities 

could command a higher price/book ratio in an 

offer compared to Transatlantic which has a 

weaker operating history.   

Management 

 

Michael D. Price has been President and Chief Executive 

Officer of Platinum since October 2005.  He previously 

served as Platinum’s Chief Operating Officer from August 

2005 to October 2005 and as President of Platinum US 

from November 2002 until August 2005.  Mr. Price’s total 

compensation for 2010 was $4.1 million, with total 

compensation for 2009 and 2008 at $7.5 million and $7.2 

million respectively.
14

   

 

Mr. Price beneficially owned 236,991 shares as of 

3/25/2011.  Of this amount, 99,016 shares represent 

unvested restricted shares.  With a recent market value 

of approximately $7.3 million, the CEO has a substantial 

equity interest, although it is somewhat disappointing for 

a CEO with six years of tenure in the job to not own even 

more stock relative to his cumulative compensation.   

 

Directors and officers as a group, including Mr. Price, 

beneficially own 1.6 million shares, slightly over 4 

percent of shares outstanding.    

 

Readers are encouraged to listen to Platinum’s third 

quarter conference call in order to form a qualitative 

assessment of management’s approach and attitude.
15

   

 

Ultimately, management must be assessed based on 

operating results over long periods of time.  The 

underwriting discipline discussed previously, particularly 

during the soft market, was accomplished under Mr. 

Price’s leadership which inspires confidence for the 

company’s future prospects.  

                                                           
14

 All compensation data derived from Platinum’s proxy 
filing dated 3/25/2011:  http://1.usa.gov/qzw0Gs  
15

 Conference call replay:  http://bit.ly/pOn5Oq.   

http://bit.ly/pOn5Oq
http://1.usa.gov/qzw0Gs
http://bit.ly/pOn5Oq
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Valuation 

 

There are multiple valuation approaches that can be used to arrive at an estimate of Platinum’s intrinsic value but 

ultimately it is more useful to arrive at a range of potential intrinsic value rather than to risk false precision with a single 

estimate.  In the table below, we utilize two valuation methodologies to arrive at three intrinsic value estimates: 

 

 Low valuation case.  Based on our analysis of Platinum’s reserve adequacy, management approach, and 

investment portfolio, we are confident in reported shareholders’ equity of $1.7 billion as of September 30, 2011.  

Book value per common share was $46.26 and fully diluted book value per share was $45.68.  However, rather 

than using book value for the low valuation estimate, we recognize the fact that the reinsurance industry’s 

cyclicality and exposure to catastrophe risk often results in market values under book value.  Berkshire Hathaway’s 

offer for Transatlantic Holdings on September 16 implied a price to tangible book ratio of approximately 76%.
16

  

Platinum’s lack of pre-2002 legacy liabilities and superior reserving history should command a premium to 

Transatlantic’s valuation.  While it is doubtful that Platinum’s board would be willing to accept a bid at 80 percent 

of tangible book value, we regard this figure as a useful conservative estimate of intrinsic value. 

 

 Base and high valuation cases.  Platinum generated average diluted net earnings per share of $5.29 for the five 

years from 2006 to 2010.  This period can be characterized as a “soft market” and Platinum reduced premium 

volume in response.  While it is debatable whether $5.29 represents “normalized” earnings, it appears to be a 

reasonable proxy of what the company is capable of earning in a year without major catastrophe events.  

Platinum’s net income was $4.78 per share in 2010 and $7.33 per share in 2009.  For the base case, we use an 8x 

net income multiple and for the high case, we use a 10x multiple.   

 

  Low Base High 

 

80% of Tangible  
Book Value 

8x Normalized  
net income 

1
 

10x Normalized  
net income 

1
 

Low valuation case       

Tangible book value as of 9/30/2011 45.68 
  

Assumed price-to-book multiple 0.80 
  

Base and high valuation cases: 
   

Average diluted net earnings for 2006 to 2010 
 

5.29 5.29 

Assumed fair value multiple 
 

8x 10x 

Estimated fair value per share 36.54 42.32 52.90 

 
   

Estimated equity value to 9/30/11 tangible book value 80% 93% 116% 

Implied upside to recent price ($31 per share) 18% 37% 71% 
1 

Average diluted EPS for 2006 to 2010 was $5.29.  We use this five year period, much of it within a "soft market" as an estimate of "normalized earnings". 

 

The base valuation scenario implies that Platinum’s fair value is 93 percent of tangible book value and the high case implies 

116 percent of tangible book.  While these multiples reflect a reduction in the current pessimism surrounding the 

reinsurance industry, they do not appear to be overly aggressive.   

Platinum recently traded at approximately $31 per share reflecting a significant recovery from the $28 level prior to 

announcement of third quarter 2011 earnings on October 18.  At the current price, the shares still appear to offer a solid 

margin of safety as reflected by the low valuation scenario with significant upside should positive catalysts materialize.   

                                                           
16

 See Ajit Jain’s letter to Transatlantic dated September 16, 2011:  http://1.usa.gov/pyGI6f.  At $52/share, Berkshire’s offer 
represented approximately 76% of Transatlantic June 30, 2011 tangible book value.  Berkshire’s offer has since expired. 

http://1.usa.gov/pyGI6f
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Balance Sheet Data:  2002 to 2011 

 

Figures in thousands 9/30/11 6/30/11 3/31/11 12/31/10 12/31/09 12/31/08 12/31/07 12/31/06 12/31/05 12/31/04 12/31/03 12/31/02 

ASSETS              

  Fixed Maturity Investments, available for sale 
      

2,496,649  
      

2,543,684  
      

2,800,128  
      

2,865,827  
      

3,514,052  
      

3,063,804  
      

3,191,923  
      

3,226,354  
      

2,888,922  
      

2,153,853  
      

1,583,505  
      

1,065,216  

  Fixed Maturity Investments, trading securities 
         

160,676  
         

167,605  
         

178,253  
         

182,146  
         

142,566  
         

305,237  
         

169,818  
         

108,291  
           

98,781  
           

82,673  
           

94,633  
                   

-    

  Preferred stocks  
                   

-    
                   

-    
                   

-    
                   

-    
             

3,897  
             

2,845  
             

9,607  
           

10,772  
             

8,186  
             

3,676  
                   

-    
                   

-    

  Other invested assets 
                   

-    
                   

-    
                   

-    
                   

-    
                   

-    
                   

-    
                   

-    
             

4,745  
             

5,000  
             

6,769  
             

6,910  
                   

-    

  Short Term Investments  
         

538,887  
         

226,307  
           

97,153  
         

176,648  
           

26,350  
           

75,036  
           

13,876  
           

27,123  
             

8,793  
                   

-    
                   

-    
                   

-    

    Total Investments 
      

3,196,212  
      

2,937,596  
      

3,075,534  
      

3,224,621  
      

3,686,865  
      

3,446,922  
      

3,385,224  
      

3,377,285  
      

3,009,682  
      

2,246,971  
      

1,685,048  
      

1,065,216  

  Cash and Cash Equivalents 
      

1,127,305  
      

1,318,773  
      

1,064,731  
         

987,877  
         

682,784  
         

813,017  
      

1,076,279  
         

851,652  
         

820,746  
         

209,897  
         

105,461  
         

281,486  

  Accrued Investment Income 
           

32,682  
           

31,724  
           

33,855  
           

31,288  
           

29,834  
           

29,041  
           

34,696  
           

32,682  
           

29,230  
           

23,663  
           

17,492  
             

9,993  

  Reinsurance premiums receivable 
         

152,633  
         

149,616  
         

208,959  
         

162,682  
         

269,912  
         

307,539  
         

244,360  
         

377,183  
         

567,449  
         

580,048  
         

487,441  
             

5,599  
  Reinsurance recoverable on ceded losses/loss adj. 
expenses            

57,025  

           
42,049  

           
45,577  

           
13,973  

           
19,240  

           
12,413  

           
27,979  

           
57,956  

           
68,210  

             
2,005  

             
5,102  

                   
-    

  Prepaid reinsurance premiums 
           

22,809  
             

4,415  
             

4,461  
           

10,470  
           

10,897  
             

9,369  
             

9,680  
             

7,899  
             

2,887  
             

6,129  
                   

-    
  Amounts receivable from St. Paul Companies 
(predecessor) 

                    
-    

                   
-    

                   
-    

                   
-    

                   
-    

                   
-    

                   
-    

                   
-    

                   
-    

                
475  

         
162,908  

  Funds held by ceding companies 
           

91,886  
           

90,507  
           

76,914  
           

84,078  
           

84,478  
         

136,278  
         

165,604  
         

238,499  
         

291,629  
         

198,048  
           

65,060  
           

54,902  

  Deferred acquisition costs 
           

31,417  
           

32,143  
           

36,417  
           

36,584  
           

40,427  
           

50,719  
           

70,508  
           

82,610  
         

130,800  
         

136,038  
           

79,307  
           

49,332  

  Income tax recoverable 

           
58,835  

                   
-    

                   
-    

                   
-    

                   
-    

           
11,973  

             
2,981  

             
7,515  

           
24,522  

             
1,325  

             
9,360  

                
129  

  Deferred tax assets 
           

34,578  
           

47,105  
           

47,777  
           

63,093  
           

71,444  
           

43,342  
           

38,577  
           

31,934  
             

8,931  
                   

-    
                   

-    

  Due from investment broker 
                   

-    
                   

-    
                   

-    
                   

-    
                   

-    
                   

-    
                   

-    
         

157,930  
                   

-    
                   

-    
                   

-    

  Other Assets 
           

22,602  
           

23,267  
           

20,972  
         

134,475  
           

36,920  
           

18,408  
           

19,928  
           

14,344  
           

12,182  
           

20,986  
           

15,322  

TOTAL ASSETS 
      

4,747,995  
      

4,682,397  
      

4,616,774  
      

4,614,313  
      

5,021,578  
      

4,927,163  
      

5,078,750  
      

5,093,567  
      

5,154,375  
      

3,421,995  
      

2,481,861  
      

1,644,887  

 

             

 

            



P a g e  | 13 

 
 

© Copyright 2011 by The Rational Walk LLC.  All Rights Reserved.       October 21, 2011 

 
 

Figures in thousands 9/30/11 6/30/11 3/31/11 12/31/10 12/31/09 12/31/08 12/31/07 12/31/06 12/31/05 12/31/04 12/31/03 12/31/02 

LIABILITIES AND EQUITY              

  Unpaid losses and loss adjustment expenses 
      

2,468,987  
      

2,472,861  
      

2,428,477  
      

2,217,378  
      

2,349,336  
      

2,463,506  
      

2,361,038  
      

2,368,482  
      

2,323,990  
      

1,380,955  
         

736,934  
         

281,659  

  Unearned Premiums 
         

141,814  
         

139,767  
         

167,516  
         

154,975  
         

180,609  
         

218,890  
         

298,498  
         

349,792  
         

502,018  
         

502,423  
         

305,985  
         

191,016  

  Reinsurance deposit liabilities 
                   

-    
                   

-    
                   

-    
                   

-    
                   

-    
                   

-    
                   

-    
                   

-    
             

6,048  
           

20,189  
             

5,699  
           

23,661  

  Debt Obligations 
         

250,000  
         

250,000  
         

250,000  
         

250,000  
         

250,000  
         

250,000  
         

250,000  
         

292,840  
         

292,840  
         

137,500  
         

137,500  
         

137,500  

  Ceded premiums payable 
                   

-    
                   

-    
                   

-    
                   

-    
                   

-    
             

2,918  
             

4,559  
           

17,597  
           

22,544  
             

2,384  
             

6,205  
                   

-    

  Commissions Payable 
           

56,413  
           

54,112  
           

64,816  
           

59,388  
           

90,461  
         

125,551  
         

100,204  
         

140,835  
         

186,654  
         

181,925  
         

176,310  
           

37,562  

  Funds withheld 
                   

-    
                   

-    
                   

-    
                   

-    
                   

-    
                   

-    
                   

-    
                   

-    
                   

-    
           

11,999  
                   

-    
                   

-    

  Deferred tax liabilities 
                   

-    
                   

-    
                   

-    
                   

-    
                   

-    
                   

-    
                   

-    
             

4,234  
                

118  
           

10,404  
             

1,792  
             

6,496  

  Due to investment broker 
                   

-    
                   

-    
                   

-    
                   

-    
                   

-    
                   

-    
                   

-    
                   

-    
         

259,834  
                

404  
                   

-    
                   

-    

  Other liabilities 
         

103,869  
           

69,947  
           

40,792  
           

37,117  
           

73,441  
           

56,901  
           

66,074  
           

61,726  
           

20,080  
           

40,809  
           

44,233  
           

45,747  

    TOTAL LIABILITIES 
      

3,021,083  
      

2,986,687  
      

2,951,601  
      

2,718,858  
      

2,943,847  
      

3,117,766  
      

3,080,373  
      

3,235,506  
      

3,614,126  
      

2,288,992  
      

1,414,658  
         

723,641  

Shareholders' equity:              

  Preferred shares 
                   

-    
                   

-    
                   

-    
                   

-    
                   

-    
                  

57  
                  

57  
                  

57  
                  

57  
                   

-    
                   

-    
                   

-    

  Common shares 
                

373  
                

373  
                

373  
                

377  
                

459  
                

475  
                

538  
                

597  
                

590  
                

430  
                

430  
                

430  

  Additional Paid-in capital 
         

373,790  
         

372,882  
         

371,493  
         

453,619  
         

883,425  
      

1,114,135  
      

1,338,466  
      

1,545,979  
      

1,527,316  
         

911,851  
         

910,505  
         

903,797  

  Unearned share grant compensation 
                   

-    
                   

-    
                   

-    
                   

-    
                   

-    
                   

-    
                   

-    
                   

-    
           

(2,467) 
                   

-    
                   

-    
                   

-    

  Accumulated other comprehensive income (loss) 
         

126,838  
           

40,034  
         

(12,484) 
         

(24,488) 
         

(70,005) 
       

(188,987) 
         

(24,339) 
         

(44,289) 
         

(40,718) 
           

12,252  
           

18,774  
           

10,581  

  Retained earnings 
      

1,225,911  
      

1,282,421  
      

1,305,791  
      

1,465,947  
      

1,263,852  
         

883,717  
         

683,655  
         

355,717  
           

55,471  
         

208,470  
         

137,494  
             

6,438  

    TOTAL SHAREHOLDERS' EQUITY 
      

1,726,912  
      

1,695,710  
      

1,665,173  
      

1,895,455  
      

2,077,731  
      

1,809,397  
      

1,998,377  
      

1,858,061  
      

1,540,249  
      

1,133,003  
      

1,067,203  
         

921,246  

      Less Preferred Shares (incl. $167,451,000 paid in 
capital) 

                   
-    

                   
-    

                   
-    

                   
-    

                   
-    

         
167,508  

         
167,508  

         
167,508  

         
167,508  

                   
-    

                   
-    

                   
-    

    TOTAL SHAREHOLDERS' EQUITY ATTRIBUTABLE 
TO COMMON 

      
1,726,912  

      
1,695,710  

      
1,665,173  

      
1,895,455  

      
2,077,731  

      
1,641,889  

      
1,830,869  

      
1,690,553  

      
1,372,741  

      
1,133,003  

      
1,067,203  

         
921,246  

TOTAL LIABILITIES AND EQUITY 
      

4,747,995  
      

4,682,397  
      

4,616,774  
      

4,614,313  
      

5,021,578  
      

4,927,163  
      

5,078,750  
      

5,093,567  
      

5,154,375  
      

3,421,995  
      

2,481,861  
      

1,644,887  
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Income Statement Data:  2002 to 2011 

 

Figures in Thousands 
9ME 

9/30/11 
9ME 

9/30/10 
2010 2009 2008 2007 2006 2005 2004 2003 2002 

OPERATING REVENUES:  
  

         

  Net premiums earned 
         

522,130  
         

595,014  
         

779,994  
         

937,336  
      

1,114,796  
      

1,173,088  
      

1,336,701  
      

1,714,723  
      

1,447,935  
      

1,067,527  
         

107,098  

  Net investment income 
           

96,105  
         

103,955  
         

134,385  
         

163,941  
         

186,574  
         

214,222  
         

187,987  
         

129,445  
           

84,532  
           

57,645  
             

5,211  

  Net realized gains on investments 
             

3,216  
           

99,297  
         

107,791  
           

78,630  
           

57,254  
           

(1,222) 
           

(1,131) 
           

(3,046) 
             

1,955  
             

2,781  
                  

25  

  Net impairment losses on investments 
           

(7,624) 
         

(25,560) 
         

(36,610) 
         

(17,603) 
         

(30,686) 
                   -                       -                       -                       -                       -    

                   
-    

  Other income 
                

838  
                

(42) 
              

(207) 
             

3,084  
                

337  
           

(2,173) 
              

(651) 
              

(586) 
             

3,211  
             

3,343  
             

2,184  

TOTAL REVENUES 
         

614,665  
         

772,664  
         

985,353  
      

1,165,388  
      

1,328,275  
      

1,383,915  
      

1,522,906  
      

1,840,536  
      

1,537,633  
      

1,131,296  
         

114,518  

 
 

  
         

OPERATING EXPENSES:  
  

         

  Net losses and loss adjustment expenses 
         

680,405  
         

315,137  
         

467,420  
         

478,342  
         

718,233  
         

655,487  
         

760,602  
      

1,505,425  
      

1,019,804  
         

584,171  
           

60,356  

  Net acquisition expenses 
           

98,273  
         

113,934  
         

146,676  
         

176,419  
         

242,715  
         

220,330  
         

285,923  
         

403,135  
         

327,821  
         

251,226  
           

25,474  

  Net changes in fair value of derivatives 
             

5,294  
             

6,499  
             

9,588  
             

9,741  
           

14,114  
             

5,007  
                   -                       -                       -                       -    

                   
-    

  Operating expenses 
           

49,011  
           

61,905  
           

82,636  
           

94,682  
           

88,208  
         

103,593  
           

95,490  
           

69,827  
           

66,333  
           

92,595  
           

16,334  

  Net foreign currency exchange losses (gains) 
              

(179) 
           

(1,061) 
             

1,385  
              

(399) 
             

6,760  
           

(2,775) 
              

(738) 
             

2,111  
              

(725) 
                

114  
                   

-    

  Loss on repurchase of debt 
                   -                       -                       -                       -                       -                       -                       -    

             
2,486  

                   -                       -    
                   

-    

  Other Expenses 
                   -                       -                       -                       -                       -                       -                       -                       -                       -                       -    

                   
-    

TOTAL EXPENSES 
         

832,804  
         

496,414  
         

707,705  
         

758,785  
      

1,070,030  
         

981,642  
      

1,141,277  
      

1,982,984  
      

1,413,233  
         

928,106  
         

102,164  

 
 

  
         

OPERATING INCOME (LOSS) 
       

(218,139) 
         

276,250  
         

277,648  
         

406,603  
         

258,245  
         

402,273  
         

381,629  
       

(142,448) 
         

124,400  
         

203,190  
           

12,354  

 
 

  
         

Interest Expense 
           

14,302  
           

14,232  
           

18,996  
           

19,027  
           

19,006  
           

21,470  
           

21,805  
           

20,006  
             

9,268  
             

9,492  
             

1,261  

Income  (Loss) Before Income Taxes 
       

(232,441) 
         

262,018  
         

258,652  
         

387,576  
         

239,239  
         

380,803  
         

359,824  
       

(162,454) 
         

115,132  
         

193,698  
           

11,093  
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Figures in Thousands 
9ME 

9/30/11 
9ME 

9/30/10 
2010 2009 2008 2007 2006 2005 2004 2003 2002 

  Less Income tax expense (benefit) 
           

(1,313) 
           

28,796  
           

43,154  
             

4,285  
           

12,999  
           

23,825  
           

30,167  
         

(24,967) 
           

30,349  
           

48,875  
             

4,655  

Net Income   
       

(231,128) 
         

233,222  
         

215,498  
         

383,291  
         

226,240  
         

356,978  
         

329,657  
       

(137,487) 
           

84,783  
         

144,823  
             

6,438  

  Less preferred dividends 
                   -                       -                       -    

             
1,301  

           
10,408  

           
10,408  

           
10,382  

                
737  

                   -                       -    
                   

-    

NET INCOME (LOSS) ATTRIBUTABLE  TO  COMMON 
SHAREHOLDER   

       
(231,128) 

         
233,222  

         
215,498  

         
381,990  

         
215,832  

         
346,570  

         
319,275  

       
(138,224) 

           
84,783  

         
144,823  

             
6,438  

 
 

  
         

Total Other Comprehensive Income (Loss) 
         

151,326  
         

128,600  
           

45,517  
         

133,226  
       

(164,648) 
           

19,950  
           

(3,571) 
         

(52,970) 
           

(6,522) 
             

8,193  
           

10,581  

COMPREHENSIVE  INCOME (LOSS) 
         

(79,802) 
         

361,822  
         

261,015  
         

516,517  
           

61,592  
         

376,928  
         

326,086  
       

(190,457) 
           

78,261  
         

153,016  
           

17,019  

 
 

  
         

Diluted earnings (loss) per common share 
             

(6.18) 
               

5.04  
               

4.78  
               

7.33  
               

3.98  
               

5.38  
               

4.96  
             

(3.01) 
               

1.81  
               

3.09  
               

0.15  

 
 

  
         

Return on average equity -12.8%   10.8% 20.5% 12.4% 19.7% 20.8% -11.0% 7.7% 14.6% 
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Underwriting Results by Segment:  2002 to 2011 

All figures in thousands 

PROPERTY AND MARINE 9ME 9/30/11 9ME 9/30/10 2010 2009 2008 2007 2006 2005 2004 2003 2002 

  Net premiums written 
              

267,846  
              

335,775  
              

412,675  
              

517,011  
              

593,087  
              

505,010  
              

424,929  
              

575,055  
              

504,439  
              

352,908  
                

89,341  

  Net premiums earned 
              

274,996  
              

326,698  
              

418,763  
              

528,488  
              

599,110  
              

502,291  
              

448,959  
              

569,173  
              

485,135  
              

355,556  
                

43,047  
  Net losses and loss adjustment 
expenses 

              
551,868  

              
232,294  

              
343,509  

              
250,646  

              
397,200  

              
195,398  

              
145,900  

              
756,742  

              
349,557  

              
169,944  

                
21,558  

  Net acquisition expenses 
                

37,703  
                

47,589  
                

60,224  
                

66,992  
                

90,816  
                

68,351  
                

70,905  
                

93,983  
                

76,360  
                

52,154  
                  

7,798  

  Other underwriting expenses 
                

21,281  
                

24,324  
                

32,678  
                

37,331  
                

38,492  
                

42,422  
                

39,887  
                

26,074  
                

27,827  
                

35,598  
                  

5,960  

  Underwriting profit (loss) 
            

(335,856) 
                

22,491  
              

(17,648) 
              

173,519  
                

72,602  
              

196,120  
              

192,267  
            

(307,626) 
                

31,391  
                

97,860  
                  

7,731  

 
 

  
         

  Loss ratio 200.7% 71.1% 82.0% 47.4% 66.3% 38.9% 32.5% 133.0% 72.1% 47.8% 50.1% 

  Acquisition expense ratio 13.7% 14.6% 14.4% 12.7% 15.2% 13.6% 15.8% 16.5% 15.7% 14.7% 18.1% 

  Other underwriting expense ratio 7.7% 7.4% 7.8% 7.1% 6.4% 8.4% 8.9% 4.6% 5.7% 10.0% 13.8% 

  Combined Ratio 222.1% 93.1% 104.2% 67.2% 87.9% 61.0% 57.2% 154.0% 93.5% 72.5% 82.0% 

 

 CASUALTY 9ME 9/30/11 9ME 9/30/10 2010 2009 2008 2007 2006 2005 2004 2003 2002 

  Net premiums written 
              

222,442  
              

246,741  
              

329,397  
              

356,488  
              

430,084  
              

584,605  
              

757,675  
              

809,031  
              

677,399  
              

474,000  
              

164,929  

  Net premiums earned 
              

235,949  
              

253,505  
              

343,812  
              

388,901  
              

503,300  
              

637,856  
              

764,341  
              

789,629  
              

611,893  
              

391,170  
                

39,320  
  Net losses and loss adjustment 
expenses 

              
126,191  

                
79,744  

              
119,679  

              
226,511  

              
337,051  

              
444,701  

              
522,815  

              
511,609  

              
418,355  

              
266,836  

                
29,498  

  Net acquisition expenses 
                

53,487  
                

52,874  
                

71,474  
                

88,841  
              

125,934  
              

145,969  
              

188,717  
              

194,397  
              

151,649  
              

101,005  
                  

9,269  

  Other underwriting expenses 
                

14,461  
                

17,295  
                

23,091  
                

25,644  
                

23,982  
                

29,194  
                

27,022  
                

24,690  
                

19,086  
                

21,060  
                  

4,136  

  Underwriting profit (loss) 
                

41,810  
              

103,592  
              

129,568  
                

47,905  
                

16,333  
                

17,992  
                

25,787  
                

58,933  
                

22,803  
                  

2,269  
                

(3,583) 

 
 

  
         

  Loss ratio 53.5% 31.5% 34.8% 58.2% 67.0% 69.7% 68.4% 64.8% 68.4% 68.2% 75.0% 

  Acquisition expense ratio 22.7% 20.9% 20.8% 22.8% 25.0% 22.9% 24.7% 24.6% 24.8% 25.8% 23.6% 

  Other underwriting expense ratio 6.1% 6.8% 6.7% 6.6% 4.8% 4.6% 3.5% 3.1% 3.1% 5.4% 10.5% 

  Combined Ratio 82.3% 59.1% 62.3% 87.7% 96.8% 97.2% 96.6% 92.5% 96.3% 99.4% 109.1% 
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All figures in thousands 

 FINITE RISK 9ME 9/30/11 9ME 9/30/10 2010 2009 2008 2007 2006 2005 2004 2003 2002 

  Net premiums written 
                  

7,508  
                

16,056  
                

18,517  
                

24,335  
                

14,394  
                

30,192  
                

(5,991) 
              

333,636  
              

464,175  
              

345,234  
                

43,844  

  Net premiums earned 
                

11,185  
                

14,811  
                

17,419  
                

19,947  
                

12,386  
                

32,941  
              

123,401  
              

355,921  
              

350,907  
              

320,801  
                

24,731  
  Net losses and loss adjustment 
expenses 

                  
2,346  

                  
3,099  

                  
4,232  

                  
1,185  

              
(16,018) 

                
15,388  

                
91,887  

              
237,074  

              
251,892  

              
147,391  

                  
9,300  

  Net acquisition expenses 
                  

7,083  
                

13,471  
                

14,978  
                

20,586  
                

25,965  
                  

6,010  
                

26,301  
              

114,755  
                

99,812  
                

98,067  
                  

8,407  

  Other underwriting expenses 
                     

717  
                     

958  
                  

1,260  
                  

1,412  
                  

1,270  
                  

2,696  
                  

4,387  
                  

4,905  
                  

6,224  
                

12,870  
                  

2,068  

  Underwriting profit (loss) 
                  

1,039  
                

(2,717) 
                

(3,051) 
                

(3,236) 
                  

1,169  
                  

8,847  
                     

826  
                   

(813) 
                

(7,021) 
                

62,473  
                  

4,956  

 
 

  
         

  Loss ratio 21.0% 20.9% 24.3% 5.9% -129.3% 46.7% 74.5% 66.6% 71.8% 45.9% 37.6% 

  Acquisition expense ratio 63.3% 91.0% 86.0% 103.2% 209.6% 18.2% 21.3% 32.2% 28.4% 30.6% 34.0% 

  Other underwriting expense ratio 6.4% 6.5% 7.2% 7.1% 10.3% 8.2% 3.6% 1.4% 1.8% 4.0% 8.4% 

  Combined Ratio 90.7% 118.3% 117.5% 116.2% 90.6% 73.1% 99.3% 100.2% 102.0% 80.5% 80.0% 

 

 TOTAL:  ALL SEGMENTS 9ME 9/30/11 9ME 9/30/10 2010 2009 2008 2007 2006 2005 2004 2003 2002 

  Net premiums written 
              

497,796  
              

598,572  
              

760,589  
              

897,834  
           

1,037,565  
           

1,119,807  
           

1,176,613  
           

1,717,722  
           

1,646,013  
           

1,172,142  
              

298,114  

  Net premiums earned 
              

522,130  
              

595,014  
              

779,994  
              

937,336  
           

1,114,796  
           

1,173,088  
           

1,336,701  
           

1,714,723  
           

1,447,935  
           

1,067,527  
              

107,098  
  Net losses and loss adjustment 
expenses 

              
680,405  

              
315,137  

              
467,420  

              
478,342  

              
718,233  

              
655,487  

              
760,602  

           
1,505,425  

           
1,019,804  

              
584,171  

                
60,356  

  Net acquisition expenses 
                

98,273  
              

113,934  
              

146,676  
              

176,419  
              

242,715  
              

220,330  
              

285,923  
              

403,135  
              

327,821  
              

251,226  
                

25,474  

  Other underwriting expenses 
                

36,459  
                42,577  

                
57,029  

                
64,387  

                
63,744  

                
74,312  

                
71,296  

                
55,669  

                
53,137  

                
69,528  

                
12,164  

  Underwriting profit (loss) 
            

(293,007) 
              

123,366  
              

108,869  
              

218,188  
                

90,104  
              

222,959  
              

218,880  
            

(249,506) 
                

47,173  
              

162,602  
                  

9,104  

 
 

  
         

  Loss ratio 130.3% 53.0% 59.9% 51.0% 64.4% 55.9% 56.9% 87.8% 70.4% 54.7% 56.4% 

  Acquisition expense ratio 18.8% 19.1% 18.8% 18.8% 21.8% 18.8% 21.4% 23.5% 22.6% 23.5% 23.8% 

  Other underwriting expense ratio 7.0% 7.2% 7.3% 6.9% 5.7% 6.3% 5.3% 3.2% 3.7% 6.5% 11.4% 

  Combined Ratio 156.1% 79.3% 86.0% 76.7% 91.9% 81.0% 83.6% 114.6% 96.7% 84.8% 91.5% 
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Key Insurance Statistics:  2002 to 2011 

All figures in thousands 

WRITTEN PREMIUMS BY SEGMENT 
9ME 

9/30/11 
9ME 

9/30/10 
2010 2009 2008 2007 2006 2005 2004 2003 2002 

Property and Marine          267,846           335,775  
         

412,675  
         

517,011  
         

593,087  
         

505,010  
         

424,929  
         

575,055  
         

504,439  
         

352,908  
           

89,341  

Casualty          222,442           246,741  
         

329,397  
         

356,488  
         

430,084  
         

584,605  
         

757,675  
         

809,031  
         

677,399  
         

474,000  
         

164,929  

Finite Risk              7,508             16,056  
           

18,517  
           

24,335  
           

14,394  
           

30,192  
           

(5,991) 
         

333,636  
         

464,175  
         

345,234  
           

43,844  

  TOTAL          497,796           598,572  
         

760,589  
         

897,834  
      

1,037,565  
      

1,119,807  
      

1,176,613  
      

1,717,722  
      

1,646,013  
      

1,172,142  
         

298,114  

 
 

  
         

WRITTEN PREMIUM BY SEGMENT AS % TOTAL 
9ME 

9/30/11 
9ME 

9/30/10 
2010 2009 2008 2007 2006 2005 2004 2003 2002 

Property and Marine 54% 56% 54% 58% 57% 45% 36% 33% 31% 30% 30% 

Casualty 45% 41% 43% 40% 41% 52% 64% 47% 41% 40% 55% 

Finite Risks 2% 3% 2% 3% 1% 3% -1% 19% 28% 29% 15% 

  TOTAL 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 

Shareholders’ Equity at period-end 
      

1,726,912  
      

2,164,873  
      

1,895,455  
      

2,077,731  
      

1,809,397  
      

1,998,377  
      

1,858,061  
      

1,540,249  
      

1,133,003  
      

1,067,203  
         

921,246  

Written premiums (annualized) as % sh. Equity 38% 37% 40% 43% 57% 56% 63% 112% 145% 110% 32% 

 

EARNED PREMIUMS BY SEGMENT 
9ME 

9/30/11 
9ME  

9/30/10 2010 2009 2008 2007 2006 2005 2004 2003 2002 

Property and Marine 
         

274,996           326,698  
         

418,763  
         

528,488  
         

599,110  
         

502,291  
         

448,959  
         

569,173  
         

485,135  
         

355,556  
           

43,047  

Casualty 
         

235,949           253,505  
         

343,812  
         

388,901  
         

503,300  
         

637,856  
         

764,341  
         

789,629  
         

611,893  
         

391,170  
           

39,320  

Finite Risks 
           

11,185             14,811  
           

17,419  
           

19,947  
           

12,386  
           

32,941  
         

123,401  
         

355,921  
         

350,907  
         

320,801  
           

24,731  

  TOTAL 
         

522,130           595,014  
         

779,994  
         

937,336  
      

1,114,796  
      

1,173,088  
      

1,336,701  
      

1,714,723  
      

1,447,935  
      

1,067,527  
         

107,098  

 
 

  
         

EARNED PREMIUM BY SEGMENT AS % TOTAL 
9ME 

9/30/11 
9ME 

9/30/10 
2010 2009 2008 2007 2006 2005 2004 2003 2002 

Property and Marine 53% 55% 54% 56% 54% 43% 34% 33% 34% 33% 40% 

Casualty 45% 43% 44% 41% 45% 54% 57% 46% 42% 37% 37% 

Finite Risks 2% 2% 2% 2% 1% 3% 9% 21% 24% 30% 23% 

  TOTAL 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 
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All figures in thousands 

LOSS RATIO BY SEGMENT 9ME 9/30/11 9ME 9/30/10 2010 2009 2008 2007 2006 2005 2004 2003 2002 

Property and Marine 200.7% 71.1% 82.0% 47.4% 66.3% 38.9% 32.5% 133.0% 72.1% 47.8% 50.1% 

Casualty 53.5% 31.5% 34.8% 58.2% 67.0% 69.7% 68.4% 64.8% 68.4% 68.2% 75.0% 

Finite Risks 21.0% 20.9% 24.3% 5.9% -129.3% 46.7% 74.5% 66.6% 71.8% 45.9% 37.6% 

All Segments 130.3% 53.0% 59.9% 51.0% 64.4% 55.9% 56.9% 87.8% 70.4% 54.7% 56.4% 

 
           

EXPENSE RATIO BY SEGMENT  (incl acquisition costs) 9ME 9/30/11 9ME 9/30/10 2010 2009 2008 2007 2006 2005 2004 2003 2002 

Property and Marine 21.4% 22.0% 22.2% 19.7% 21.6% 22.1% 24.7% 21.1% 21.5% 24.7% 32.0% 

Casualty 28.8% 27.7% 27.5% 29.4% 29.8% 27.5% 28.2% 27.7% 27.9% 31.2% 34.1% 

Finite Risks 69.7% 97.4% 93.2% 110.3% 219.9% 26.4% 24.9% 33.6% 30.2% 34.6% 42.4% 

All Segments 25.8% 26.3% 26.1% 25.7% 27.5% 25.1% 26.7% 26.8% 26.3% 30.0% 35.1% 

 
           

COMBINED RATIO BY SEGMENT 9ME 9/30/11 9ME 9/30/10 2010 2009 2008 2007 2006 2005 2004 2003 2002 

Property and Marine 222.1% 93.1% 104.2% 67.2% 87.9% 61.0% 57.2% 154.0% 93.5% 72.5% 82.0% 

Casualty 82.3% 59.1% 62.3% 87.7% 96.8% 97.2% 96.6% 92.5% 96.3% 99.4% 109.1% 

Finite Risk 90.7% 118.3% 117.5% 116.2% 90.6% 73.1% 99.3% 100.2% 102.0% 80.5% 80.0% 

All Segments 156.1% 79.3% 86.0% 76.7% 91.9% 81.0% 83.6% 114.6% 96.7% 84.8% 91.5% 

 

 



P a g e  | 20 

 
 

© Copyright 2011 by The Rational Walk LLC.  All Rights Reserved.       October 21, 2011 

 
 

Investment Portfolio:  2002 to 2011 

Figures in thousands 

Estimated Fair Values at Period End 9/30/11 6/30/11 3/31/11 12/31/10 12/31/09 12/31/08 12/31/07 12/31/06 12/31/05 12/31/04 12/31/03 12/31/02 

FIXED MATURITY SECURITIES, AVAILBABLE FOR SALE 
  

  
         

  U. S. Government 
               

5,098  
           

113,981  
           

390,179  
         

391,303  
         

608,697  
             

4,641  
           

96,752  
         

153,794  
         

139,585  
             

4,203  
             

5,032  
             

3,793  

  U. S. Government Agencies 
           

100,343  
           

100,420  
           

100,487  
         

100,547  
         

101,082  
         

811,489  
Reported as "US Government and Agencies" prior to 2008 - See line above 

  Corporate Bonds 
           

331,966  
           

336,714  
           

335,590  
         

366,900  
         

476,986  
         

690,528  
      
1,396,046  

      
1,505,156  

      
1,354,304  

      
1,359,352  

      
1,095,955  

         
691,479  

  Commercial mortgage-backed securities 
           

196,446  
           

202,359  
           

203,345  
         

203,313  
         

215,020  
         

372,806  

 Reported as "Mortgage-backed and asset-backed securities" prior to 2008  
  Residential mortgage-backed securities 

           
124,426  

           
130,538  

           
139,069  

         
166,458  

         
714,703  

         
577,907  

  Asset-backed securities 
             

21,773  
             

22,418  
             

24,355  
           

23,568  
           

59,699  
         

134,245  

  Mortgage-backed and asset-backed securities 
Broken into granular categories 2008 and later years 

      
1,388,242  

      
1,328,967  

      
1,141,931  

         
511,069  

         
268,375  

         
283,878  

  Municipal bonds 
        

1,655,062  
        

1,575,686  
        

1,545,984  
      

1,537,432  
         

759,501  
         

393,484  
         

282,961  
         

197,598  
         

212,361  
         

215,251  
           

92,043  
                   

-    

  Non-U.S. Governments 
             

61,535  
             

61,568  
             

61,119  
           

76,306  
         

578,364  
           

78,704  
           

27,922  
           

40,839  
           

40,741  
           

63,978  
         

118,418  
           

39,107  

TOTAL FIXED MATURITY SECURITIES, AVAILABLE FOR  
SALE 

        
2,496,649  

        
2,543,684  

        
2,800,128  

      
2,865,827  

      
3,514,052  

      
3,063,804  

      
3,191,923  

      
3,226,354  

      
2,888,922  

      
2,153,853  

      
1,579,823  

      
1,018,257  

   
  

         FIXED MATURITY INVESTMENTS, TRADING 
  

  
         

  U.S. Government   
                     

-    
                     

-    
                     

-    
                   

-    
                   

-    
         

196,383  

 No breakdown of trading securities in disclosure prior to 2008  

  Non-U.S. Governments 
           

145,047  
           

146,478  
           

142,043  
         

140,089  
         

100,384  
         

104,729  

  U.S. Government agencies 
             

15,629  
             

16,189  
             

16,220  
           

15,903  
           

16,423  
                   

-    

  Corporate bonds 
                     

-    
                     

-    
                    

71  
                  

68  
                  

77  
             

4,125  

  Insurance-linked securities 
                     

-    
               

4,938  
             

19,919  
           

26,086  
           

25,682  
                   

-    

TOTAL FIXED MATURITY SECURITIES, TRADING 
           

160,676  
           

167,605  
           

178,253  
         

182,146  
         

142,566  
         

305,237  
         

169,818  
         

108,291  
           

98,781  
           

82,673  
           

94,633  
                   

-    

   
  

         TOTAL FIXED MATURITY SECURITIES, AVAILABLE FOR 
SALE AND TRADING 

        
2,657,325  

        
2,711,289  

        
2,978,381  

      
3,047,973  

      
3,656,618  

      
3,369,041  

      
3,361,741  

      
3,334,645  

      
2,987,703  

      
2,236,526  

      
1,674,456  

      
1,018,257  

 
  

  
         

SHORT TERM INVESTMENTS AND OTHER 
           

538,887  
           

226,307  
             

97,153  
         

176,648  
           

26,350  
           

75,036  
           

13,876  
           

31,868  
           

13,793  
             

6,769  
             

6,910  
                   

-    
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Estimated Fair Values at Period End 9/30/11 6/30/11 3/31/11 12/31/10 12/31/09 12/31/08 12/31/07 12/31/06 12/31/05 12/31/04 12/31/03 12/31/02 

PREFERRED STOCKS 
                     

-    
                     

-    
                     

-     
             

3,897  
             

2,845  
             

9,607  
           

10,772  
             

8,186  
             

3,676  
             

3,682  
           

46,959  

 
  

  
         

TOTAL INVESTED ASSETS 
        

3,196,212  
        

2,937,596  
        

3,075,534  
      

3,224,621  
      

3,686,865  
      

3,446,922  
      

3,385,224  
      

3,377,285  
      

3,009,682  
      

2,246,971  
      

1,685,048  
      

1,065,216  

 
  

  
         

CASH AND CASH EQUIVALENTS 
        

1,127,305  
        

1,318,773  
        

1,064,731  
         

987,877  
         

682,784  
         

813,017  
      

1,076,279  
         

851,652  
         

820,746  
         

209,897  
         

105,461  
         

281,486  

 
  

  
         

TOTAL INVESTED ASSETS AND CASH/CASH 
EQUIVALENTS 

        
4,323,517  

        
4,256,369  

        
4,140,265  

      
4,212,498  

      
4,369,649  

      
4,259,939  

      
4,461,503  

      
4,228,937  

      
3,830,428  

      
2,456,868  

      
1,790,509  

      
1,346,702  

 
  

  
         

Portfolio Duration, Years 
N/A 3.5 4.1 

                 
4.1  

                 
4.3  

                 
3.2  

                 
2.9  

                 
2.7  

                 
3.5  

                 
3.6  

                 
3.7  

                 
3.8  

 
  

  
     

  
   

Cash as % of Invested Assets 26.1% 31.0% 25.7% 23.5% 15.6% 19.1% 24.1% 20.1% 21.4% 8.5% 5.9% 20.9% 

Fixed Income as % of Invested Assets 61.5% 63.7% 71.9% 72.4% 83.7% 79.1% 75.3% 78.9% 78.0% 91.0% 93.5% 75.6% 

Preferred Stock as % of Invested Assets 0.0% 0.0% 0.0% 0.0% 0.1% 0.1% 0.2% 0.3% 0.2% 0.1% 0.2% 3.5% 

ST Investments/Affiliates  as % of Invested Assets 12.5% 5.3% 2.3% 4.2% 0.6% 1.8% 0.3% 0.8% 0.4% 0.3% 0.4% 0.0% 

  TOTAL 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 

 
  

  
         

FIXED INCOME (AVAILABLE FOR SALE) PORTFOLIO 
COMPOSITION   

  
         

  U. S. Government 0.2% 4.5% 13.9% 13.7% 17.3% 0.2% 3.0% 4.8% 4.8% 0.2% 0.3% 0.4% 

  U. S. Government Agencies 4.0% 3.9% 3.6% 3.5% 2.9% 26.5% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 

  Corporate Bonds 13.3% 13.2% 12.0% 12.8% 13.6% 22.5% 43.7% 46.7% 46.9% 63.1% 69.4% 67.9% 

  Commercial mortgage-backed securities 7.9% 8.0% 7.3% 7.1% 6.1% 12.2% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 

  Residential mortgage-backed securities 5.0% 5.1% 5.0% 5.8% 20.3% 18.9% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 

  Asset-backed securities 0.9% 0.9% 0.9% 0.8% 1.7% 4.4% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 

  Mortgage-backed and asset-backed securities 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 43.5% 41.2% 39.5% 23.7% 17.0% 27.9% 

  Municipal bonds 66.3% 61.9% 55.2% 53.6% 21.6% 12.8% 8.9% 6.1% 7.4% 10.0% 5.8% 0.0% 

  Non-U.S. Governments 2.5% 2.4% 2.2% 2.7% 16.5% 2.6% 0.9% 1.3% 1.4% 3.0% 7.5% 3.8% 

TOTAL 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 

 


