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Part | —Item 1

TRANSATLANTIC HOLDINGS, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
As of September 30, 2005 and December 31, 2004

ASSETS
Investments and cash:
Fixed maturities:

Held to maturity, at amortized cost (market value: 2005-$1,287,824;
2004-$1,120,789)

Available for sale, at market value (amortized cost: 2005-$5,341,899;
2004-$5,130,081) (pledged, at market value: 2005-$732,986;
2004-$823,155)

Equities:

Common stocks available for sale, at market value (cost: 2005-$571,858;
2004-$565,137) (pledged, at market value: 2005-$76,018; 2004-$30,228)

Common stocks trading, at market value (cost: 2005-$31,860)

Nonredeemable preferred stocks available for sale, at market value
(cost: 2005-$12,353; 2004-$18,008)

Other invested assets
Short-term investment of funds received under securities loan agreements
Short-term investments, at cost which approximates market value
Cash and cash equivalents
Total investments and cash
Accrued investment income
Premium balances receivable, net
Reinsurance recoverable on paid and unpaid losses and loss adjustment expenses:
Affiliates
Other
Deferred acquisition costs
Prepaid reinsurance premiums
Deferred income taxes
Other assets
Total assets

LIABILITIES AND STOCKHOLDERS' EQUITY
Unpaid losses and loss adjustment expenses
Unearned premiums
Payable under securities loan agreements
Other liabilities
Total liabilities

Preferred Stock, $1.00 par value; shares authorized: 5,000,000
Common Stock, $1.00 par value; shares authorized: 100,000,000;
shares issued: 2005-66,809,265; 2004-66,711,866

Additional paid-in capital

Accumulated other comprehensive income

Retained earnings

Treasury Stock, at cost; 2005-985,900; 2004-884,100 shares of common stock
Total stockholders' equity
Total liabilities and stockholders' equity

The accompanying notes are an integral part of the condensed consolidated financial statements.
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(Unaudited)
2005

2004

(in thousands, except share data)

$ 1,258,899 $ 1,091,464
5,516,556 5,323,722
609,230 614,252
31,230 -
12,352 17,948
172,719 178,499
827,509 875,081
38,356 42,602
181,552 143,435
8,648,403 8,287,003
112,602 94,671
681,803 647,894
369,318 272,362
1,099,863 704,372
208,308 203,061
94,591 97,532
337,083 236,710
120,285 61,687
$ 11,672,256 $ 10,605,292
$ 6,977,120 $ 5,941,464
1,076,178 1,057,265
827,509 875,081
249,871 144,353
9,130,678 8,018,163
66,809 66,712
208,382 191,403
46,817 95,234
2,241,321 2,249,393
(21,751) (15,613)
2,541,578 2,587,129
$ 11,672,256 $ 10,605,292




TRANSATLANTIC HOLDINGS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS

Revenues:
Net premiums written
Increase in net unearned premiums

Net premiums earned
Net investment income
Realized net capital gains

Expenses:
Net losses and loss adjustment expenses
Net commissions
Other underwriting expenses
Increase in deferred acquisition costs
Other deductions, net

(Loss) income before income taxes
Income taxes (benefits)

Net (loss) income
Net (loss) income per common share:
Basic

Diluted

Dividends per common share

Weighted average common shares outstanding:

Basic
Diluted

The accompanying notes are an integral part of the condensed consolidated financial statements.

(Unaudited)

Three Months Ended
September 30,

Nine Months Ended
September 30,

2005 2004 2005 2004
(in thousands, except per share data)

$858,175 $987,385 $2,627,209 $2,822,052
(13,682) (46,779) (33,115) (92,795)
844,493 940,606 2,594,094 2,729,257
87,566 75,664 256,143 220,563
13,508 5,029 24,429 14,493
945,567 1,021,299 2,874,666 2,964,313
974,674 810,075 2,232,187 2,049,445
226,920 248,164 645,639 697,422
20,519 17,264 60,124 53,446
(3,118) (12,161) (5,247) (24,597)
2,849 1,140 7,897 3,819
1,221,844 1,064,482 2,940,600 2,779,535
(276,277) (43,183) (65,934) 184,778
(132,070) (21,345) (90,317) 29,139
($144,207) ($21,838) $24,383 $155,639
($2.19) ($0.33) $0.37 $2.37
(2.19) (0.33) 0.37 2.35
0.120 0.100 0.340 0.288
65,844 65,770 65,831 65,705
65,844 65,770 66,161 66,206
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TRANSATLANTIC HOLDINGS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)
Nine Months Ended
September 30,
2005 2004
(in thousands)
Net cash provided by operating activities $561,432 $721,651
Cash flows from investing activities:
Proceeds of fixed maturities available for sale sold 354,242 438,957
Proceeds of fixed maturities available for sale redeemed or matured 286,786 291,568
Proceeds of equities sold 627,584 618,197
Purchase of fixed maturities held to maturity (169,893) (317,690)
Purchase of fixed maturities available for sale (992,659) (1,121,734)
Purchase of equities (636,638) (622,938)
Net sale (purchase) of other invested assets 16,194 (108,918)
Net sale (purchase) of short-term investment of funds received
under securities loan agreements 47,572 (354,769)
Net sale (purchase) of short-term investments 4,368 (3,608)
Change in other liabilities for securities in course of settlement 13,484 86,933
Other, net 3,226 (257)
Net cash used in investing activities (445,734) (1,094,259)
Cash flows from financing activities:
Net funds (disbursed) received under securities loan agreements (47,572) 354,769
Dividends to stockholders (21,068) (18,139)
Proceeds from common stock issued 1,576 4,366
Acquisition of treasury stock (6,138) -
Other, net (815) (150)
Net cash (used in) provided by financing activities (74,017) 340,846
Effect of exchange rate changes on cash and cash equivalents (3,564) 695
Change in cash and cash equivalents 38,117 (31,067)
Cash and cash equivalents, beginning of period 143,435 182,887
Cash and cash equivalents, end of period $181,552 $151,820

The accompanying notes are an integral part of the condensed consolidated financial statements.

-3-



TRANSATLANTIC HOLDINGS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE (LOSS) INCOME

(Unaudited)
Three Months Ended Nine Months Ended
September 30, September 30,
2005 2004 2005 2004
(in thousands)
Net (loss) income ($144,207) ($21,838) $24,383 $155,639

Other comprehensive (loss) income:
Net unrealized (depreciation) appreciation of investments:

Net unrealized holding (losses) gains (34,832) 96,541 (3,035) (28,467)
Related income tax effect 12,191 (33,790) 1,063 9,963
Reclassification adjustment for gains included in
net (loss) income (13,508) (5,029) (24,429) (14,493)
Related income tax effect 4,728 1,761 8,550 5,073
(31,421) 59,483 (17,851) (27,924)
Net unrealized currency translation gain (loss) 4,907 25,982 (47,024) (23,392)
Related income tax effect (1,718) (9,094) 16,458 8,187
3,189 16,888 (30,566) (15,205)
Other comprehensive (loss) income (28,232) 76,371 (48,417) (43,129)
Comprehensive (loss) income ($172,439) $54,533 ($24,034) $112,510

The accompanying notes are an integral part of the condensed consolidated financial statements.



TRANSATLANTIC HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
SEPTEMBER 30, 2005
(Unaudited)

1. General

The condensed consolidated financial statements are unaudited, but have been prepared on the basis of
accounting principles generally accepted in the United States of America and, in the opinion of management, reflect
all adjustments (consisting of only normal recurring accruals) necessary for a fair statement of results for such
periods. The results of operations and cash flows for any interim period are not necessarily indicative of results for
the full year. These financial statements include the accounts of Transatlantic Holdings, Inc. and its subsidiaries
(collectively, TRH). All material intercompany accounts and transactions have been eliminated. Certain
reclassifications have been made to conform the prior year’s presentation with 2005.

For further information, refer to the Transatlantic Holdings, Inc. Form 10-K filing for the year ended December
31, 2004 and Form 10-Q filing for the quarters ended March 31, 2005 and June 30, 2005.

2. Net (Loss) Income Per Common Share

Net (loss) income per common share for the periods presented has been computed below based upon
weighted average common shares outstanding.

Three Months Ended Nine Months Ended
September 30, September 30,
2005 2004 2005 2004

(in thousands, except per share data)

Net (loss) income (numerator) ($144,207) ($21,838) $24,383 $155,639

Weighted average common shares outstanding used
in the computation of net (loss) income per share:

Average shares issued 66,805 66,634 66,765 66,569
Less: Average shares in treasury 961 864 934 864
Average outstanding shares - basic (denominator) 65,844 65,770 65,831 65,705
Average potential shares, principally stock options (a)(b) - - 330 501
Average outstanding shares - diluted (denominator) 65,844 65,770 66,161 66,206

Net (loss) income per common share:
Basic ($2.19) ($0.33) $0.37 $2.37
Diluted (2.19) (0.33) 0.37 2.35

(@) As the impact of potential shares for the three months ended September 30, 2005 and 2004 is anti-dilutive (i.e., reduces the net loss
per common share), potential shares are not included in the diluted net loss per common share calculation for those periods.

(b) Nine months 2005 excludes the effect of 0.9 million anti-dilutive potential shares (from a total of 2.7 million potential shares). Nine
months 2004 excludes the effect of 0.7 million anti-dilutive potential shares (from a total of 2.6 million potential shares).



3. Impact of Catastrophe Losses

Net (loss) income for the three and nine months ended September 30, 2005 include pre-tax net aggregate
costs from catastrophe events totaling $395.0 million and $444.5 million, respectively, or $255.8 million and $291.7
million after tax, respectively, principally arising from Hurricane Katrina (approximately $300 million on a pre-tax
basis) and Hurricane Rita (approximately $50 million on a pre-tax basis), each of which occurred in the third quarter
of 2005. Such costs for the three month period consists of net catastrophe losses incurred of $354.6 million (gross
$681.0 million; ceded $326.4 million) and net ceded reinstatement premiums of $40.4 million (gross $71.0 million;
ceded $111.4 million). Catastrophe costs for the nine month period consists of net catastrophe losses incurred of
$385.0 million (gross $742.0 million; ceded $357.0 million) and net ceded reinstatement premiums of $59.5 million
(gross $71.0 million; ceded $130.5 million).

Net ceded reinstatement premiums serve to reduce net premiums written and earned by such amounts in their
respective periods. Reinstatement premiums may arise on assumed and ceded business as a result of contractual
provisions found in many excess-of-loss catastrophe reinsurance contracts that require additional premium to be
paid in the event of a loss to reinstate coverage for the remaining portion of the contract period in the amount of the
loss. The aggregate costs recorded for catastrophes represent TRH'’s best estimate of the aggregate ultimate
costs to be incurred for such events based upon information presently available. These early estimates include a
significant amount of judgment and consider, among other factors, industry loss predictions, output from
catastrophe modeling software, market share analysis and a review of certain large in-force contracts. Due to the
unprecedented nature of Hurricane Katrina, including the related legal and regulatory uncertainty, and the
preliminary nature of the information used to prepare all these estimates, there is uncertainty at this time as to the
ultimate costs that TRH will bear.

Net (loss) income for the three and nine months ended September 30, 2004 both include pre-tax aggregate
gross and net catastrophe losses of $165.0 million, or $115.1 million after tax, related to Hurricanes Charley,
Frances, lvan and Jeanne, that affected the Southeastern United States and the Caribbean, and typhoons that
affected Japan.

4. Stock-Based Compensation

On January 1, 2003, TRH adopted the recognition provisions of Statement of Financial Accounting Standards
(SFAS) No. 123, “Accounting for Stock-Based Compensation,” using the prospective method of transition. That
method requires application of such recognition provisions under the fair-value method to all stock-based
compensation awards granted, modified or settled on or after the date of adoption. Accordingly, net (loss) income
in the third quarter and first nine months of 2005 and 2004 reflect stock-based compensation expenses, primarily
related to stock options granted in 2003 and thereafter and, in the three and nine months ended September 30,
2005 only, to TRH employees’ participation in past Starr International Company (SICO) Deferred Compensation
Profit Participation Plans (the SICO Plans). (See Note 9(c).) Such expenses are included in the Consolidated
Statements of Operations as a component of other deductions, net. Prior to 2003, TRH had accounted for stock-
based compensation based on the intrinsic-value method prescribed in Accounting Principles Board Opinion (APB)
No. 25, “Accounting for Stock Issued to Employees” and related Interpretations, as permitted under SFAS No. 123.

Had compensation cost been charged to earnings in accordance with the fair-value based method as
prescribed in SFAS No. 123 for all outstanding stock-based compensation awards (occurring both before and after
adoption of the recognition provisions of SFAS No. 123), TRH’s net (loss) income and net (loss) income per
common share (on a pro forma basis) would have been as follows:



4. Stock-Based Compensation (continued)

Net (loss) income:

As reported

Add: Stock-based employee compensation
expense included in reported net (loss)
income, net of related tax effects

Deduct: Total stock-based compensation
expense determined under fair-value based
method for all awards, net of related tax effects

Pro forma

Net (loss) income per common share:
As reported:
Basic
Diluted
Pro forma:
Basic
Diluted

Three Months Ended
September 30,

2005

2004

Nine Months Ended
September 30,

2005

2004

(in thousands, except per share data)

($144,207) ($21,838) $24,383 $155,639
1,368 522 3,626 1,572
(1,691) (1,141) (4,759) (3,404)
($144,530) ($22,457) $23,250 $153,807
($2.19) ($0.33) $0.37 $2.37
(2.19) (0.33) 0.37 2.35
(2.20) (0.34) 0.35 2.34
(2.20) (0.34) 0.35 2.32

While the pro forma impact of applying the recognition provisions to all award grants are disclosed, the charges
to income in the third quarters and first nine months of 2005 and 2004 resulting from TRH adopting the recognition
provisions of SFAS No. 123 may not be indicative of future amounts charged to net income, as those charges
under the prospective method of transition will not reflect costs associated with stock compensation issued or

granted prior to January 1, 2003.



5. Reinsurance

Premiums written, premiums earned and losses and loss adjustment expenses incurred were comprised of the
following:

Three Months Ended Nine Months Ended
September 30, September 30,
2005 2004 2005 2004

(in thousands)

Gross premiums written $1,032,019 $1,086,832 $3,003,529 $3,166,946
Reinsurance premiums ceded (173,844) (99,447) (376,320) (344,894)
Net premiums written $858,175 $987,385 $2,627,209 $2,822,052
Gross premiums earned $1,022,952 $1,037,817 $2,973,355 $3,035,474
Reinsurance premiums ceded (178,459) (97,211) (379,261) (306,217)
Net premiums earned $844,493 $940,606 $2,594,094 $2,729,257

Gross incurred losses and

loss adjustment expenses $1,444,061 $848,689 $2,795,132 $2,161,933
Reinsured losses and loss

adjustment expenses ceded (469,387) (38,614) (562,945) (112,488)
Net losses and loss

adjustment expenses $974,674 $810,075 $2,232,187 $2,049,445

6. Cash Dividends

During the third quarter of 2005, the Board of Directors of Transatlantic Holdings, Inc. declared a dividend of
$0.12 per common share, or approximately $8.0 million in the aggregate, payable on December 9, 2005.

7. Income Taxes (Benefits)
The U.S. federal income tax rate is 35% for 2005 and was 35% for 2004. Actual tax (benefit) expense on (loss)
income before income taxes for the nine months ended September 30, 2005 and 2004 differ from the “expected”

amount computed by applying the U.S. federal income tax rate because of the following:

Nine Months Ended September 30,

2005 2004
Percent of Percent of
Loss Before Income Before
Amount Income Taxes Amount Income Taxes
(dollars in thousands)
Expected Tax (Benefit) Expense ($23,077) 350 % $64,672 350 %
Adjustments:
Tax Exempt Interest (46,895) 711 (42,425) (23.0)
Dividends Received Deduction (2,566) 3.9 (2,455) (1.3)
Effect of Changes in Estimated Annual Tax Rate
Due to Significant Catastrophe Losses (19,149) 29.1 7,840 4.3
Other 1,370 (2.1) 1,507 0.8
Actual Tax (Benefit) Expense ($90,317) 137.0 % $29,139 158 %




7. Income Taxes (Benefits) (continued)

Under the effective tax rate method, the estimated full year effective tax rate is applied to the interim year to
date (loss) income before income taxes to determine the income tax (benefit) expense for the year to date period.
Tax (benefit) expense for any quarter represents the difference between the year to date amount for the current
year to date period less such amount for the immediately preceding year to date period. In estimating the full year
effective tax rate, management takes into account the estimated impact of all known events, including those that
have occurred subsequent to the end of the interim period, such as catastrophe losses. Under this method, the full
impact of known events are reflected in the full year effective tax rate. As a result, application of the effective tax
rate method serves to include the full year tax (benefit) expense related to such known events over the current and
remaining interim periods of the year.

Hurricane Wilma, which occurred in the fourth quarter of 2005, is presently expected to result in pre-tax costs
of approximately $100 million (see Note 10). While such costs will be reflected in the fourth quarter results, they
significantly impacted the expected full year effective tax rate for 2005, which is used to determine the tax benefit
for the first nine months of 2005. Such change in expected 2005 pre-tax (loss) income and related tax (benefit)
expense increased the amount of tax benefit recorded in the third quarter of 2005 by $19.1 million. It is expected
that the full year tax benefit associated with Hurricane Wilma will amount to approximately $35 million — with the
amount in excess of $19.1 million (i.e., the amount reflected in third quarter 2005 results) being recorded in the
fourth quarter. For the first nine months of 2004, catastrophe losses associated with the four hurricanes in the U.S.
and the Caribbean and typhoons that affected Japan had a significant impact on the full year effective tax rate for
the 2004 nine month period. As a result, $49.91 million of tax benefits associated with catastrophe losses incurred
in the first nine months of 2004 were recorded in the third quarter of 2004 and $7.84 million were not recorded until
the fourth quarter of that year pursuant to the effective tax rate method.

In addition, income taxes paid, net of recoveries of income taxes previously paid, as applicable, in the third
quarter totaled $2.3 million and $5.0 million in 2005 and 2004, respectively. For the first nine months of 2005 and
2004, income taxes paid, net of recoveries of income taxes previously paid, as applicable, totaled $44.8 million and
$101.9 million, respectively.

8. Segment Information

The Domestic segment includes financial data from branches located in the United States other than the Miami
branch. The International — Europe segment includes financial data from the London and Paris branches and
Trans Re Zurich. International — Other (an aggregation of non-material segments) includes financial data from the
Miami (serving Latin America and the Caribbean), Toronto, Hong Kong and Tokyo branches.



8. Segment Information (continued)

The following tables present a summary of comparative financial data by segment:

Domestic:

Net premiums written(a)

Net premiums earned(a)(b)

Net investment income

Realized net capital gains

Revenues

Net losses and loss adjustment expenses(c)
Underwriting expenses(d)

Underwriting loss(e)

(Loss) income before income taxes

International-Europe:

Net premiums written(a)

Net premiums earned(a)(b)

Net investment income

Realized net capital gains (losses)
Revenues(f)

Net losses and loss adjustment expenses(c)
Underwriting expenses(d)

Underwriting (loss) profit(e)

(Loss) income before income taxes

International-Other:

Net premiums written(a)

Net premiums earned(a)(b)

Net investment income

Realized net capital gains

Revenues

Net losses and loss adjustment expenses(c)
Underwriting expenses(d)

Underwriting profit (loss)(e)

Income (loss) before income taxes

Three Months Ended

Nine Months Ended

September 30, September 30,
2005 2004 2005 2004
(in thousands)
383,217 $ 494,927 $ 1,182,623 $ 1,465,313
367,985 467,238 1,133,734 1,403,046
56,315 47,667 163,436 143,297
12,161 4,537 22,852 12,843
436,461 519,442 1,320,022 1,559,186
617,846 452,910 1,214,877 1,123,662
100,442 131,905 301,532 387,909
(346,649) (109,558) (370,986) (90,905)
(280,596) (58,339) (192,098) 62,057

Three Months Ended

Nine Months Ended

September 30, September 30,
2005 2004 2005 2004
(in thousands)

369,187 $ 388,166 $ 1,125,449 $ 1,065,662
377,410 373,145 1,139,013 1,051,324
26,371 23,970 78,531 65,747
5 204 83 (667)
403,786 397,319 1,217,627 1,116,404
308,658 253,633 841,435 735,198
111,132 98,514 295,796 270,119
(44,422) 23,345 (4,373) 47,916
(18,288) 47,747 73,839 112,722

Three Months Ended

Nine Months Ended

September 30, September 30,
2005 2004 2005 2004
(in thousands)
105,771 $ 104,292 $ 319,137 $ 291,077
99,098 100,223 321,347 274,887
4,880 4,027 14,176 11,519
1,342 288 1,494 2,317
105,320 104,538 337,017 288,723
48,170 103,532 175,875 190,585
35,865 35,009 108,435 92,840
16,569 (36,523) 36,750 (3,470)
22,607 (32,591) 52,325 9,999
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8. Segment Information (continued)

Three Months Ended Nine Months Ended
September 30, September 30,
2005 2004 2005 2004

(in thousands)
Consolidated:

Net premiums written(a) $ 858,175 $ 987,385 $ 2,627,209 $ 2,822,052
Net premiums earned(a)(b) 844,493 940,606 2,594,094 2,729,257
Net investment income 87,566 75,664 256,143 220,563
Realized net capital gains 13,508 5,029 24,429 14,493
Revenues 945,567 1,021,299 2,874,666 2,964,313
Net losses and loss adjustment expenses(c) 974,674 810,075 2,232,187 2,049,445
Underwriting expenses(d) 247,439 265,428 705,763 750,868
Underwriting loss(e) (374,502) (122,736) (338,609) (46,459)
(Loss) income before income taxes (276,277) (43,183) (65,934) 184,778

(a) Net ceded reinstatement premiums (which represent additional net costs related to catastrophe losses) totaled $40.4 million
(representing $37.0 million from Domestic operations and $3.4 million from International - Europe) in the third quarter of 2005 and $59.5
million (representing $43.0 million from Domestic operations, $9.4 million from International - Europe and $7.1 million from
International - Other) in the first nine months of 2005, which amounts served to reduce net premiums written and earned.

(b) Net premiums earned from affiliates approximate $113 million and $124 million for the three months ended September 30, 2005 and
2004, respectively, and $320 million and $380 million for the nine months ended September 30, 2005 and 2004, respectively, and are
included primarily in Domestic and International - Europe.

(c) Net losses and loss adjustment expenses for the three months ended September 30, 2005 included pre-tax net catastrophe losses
of $354.6 million (representing $278.9 million from Domestic operations, $72.0 million from International - Europe and $3.7 million from
International - Other). Net losses and loss adjustment expenses for the nine months ended September 30, 2005 included pre-tax net
catastrophe losses of $385.0 million (representing $301.4 million from Domestic operations, $81.9 million from International - Europe
and $1.7 million from International - Other). Net losses and loss adjustment expenses for the three and nine months ended September
30, 2004 included pre-tax net catastrophe losses of $165.0 million (representing $96.0 million from Domestic operations, $16.5 million
from International - Europe and $52.5 million from International - Other).

(d) Underwriting expenses represent the sum of net commissions and other underwriting expenses.

(e) Underwriting profit (loss) represents net premiums earned less net losses and loss adjustment expenses and underwriting expenses,
plus (minus) the increase (decrease) in deferred acquisition costs.

() Revenues from the London, England office totaled $221.1 million and $211.1 million for the three months ended September 30, 2005
and 2004, respectively, and $645.7 million and $634.0 million for the nine months ended September 30, 2005 and 2004, respectively.
Revenues from the Paris, France office totaled $82.5 million and $101.4 million for the three months ended September 30, 2005 and
2004, respectively, and $277.2 million and $236.0 million for the nine months ended September 30, 2005 and 2004, respectively.
Revenues from Trans Re Zurich totaled $100.2 million and $84.9 million for the three months ended September 30, 2005 and 2004,
respectively, and $294.7 million and $246.4 million for the nine months ended September 30, 2005 and 2004, respectively.

9. Related Party Transactions
(a) Transactions with American International Group, Inc. (AIG) and its subsidiaries

As of September 30, 2005 and 2004, AIG beneficially owned approximately 60% of Transatlantic
Holdings, Inc.’s outstanding common stock. Approximately $104.2 million (10.1%) and $147.3 million (13.6%)
in the third quarters of 2005 and 2004, respectively, and approximately $413.8 million (13.8%) and $529.5
million (16.7%) in the first nine months of 2005 and 2004, respectively, of gross premiums written by TRH were
attributable to reinsurance purchased by other subsidiaries of AIG. (The preceding amounts include
transactions with C.V. Starr & Co., Inc. (Starr) as described in Note 9(b).) In the 2005 periods, the great
majority of such gross premiums written were recorded in the property, other liability, marine and aviation and,
in the nine month period only, medical malpractice lines. In the 2004 periods, the great majority of such gross
premiums written were recorded in the property, other liability, medical malpractice, marine and aviation and
auto liability lines.
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10.

Related Party Transactions (continued)

Of the amounts above, $31.1 million and $53.7 million in the third quarters of 2005 and 2004,
respectively, and $159.5 million and $264.0 million in the first nine months of 2005 and 2004, respectively,
represent premiums resulting from certain insurance business written by AlG subsidiaries that, by
prearrangement with TRH, is almost entirely reinsured by TRH (of which $8.5 million and $18.8 million in the
third quarters of 2005 and 2004, respectively, and $84.9 million and $118.6 million in the first nine months of
2005 and 2004, respectively, were subsequently ceded in an equal amount to other AlG subsidiaries).

(b) Transactions with Starr

Starr, a private holding company, owned approximately 1.8% of AlG’s common stock at March 31, 2005.
Certain of Starr’s subsidiaries operate as insurance agencies or brokers for insurance subsidiaries of AIG and,
in such capacity, produce reinsurance business for TRH. TRH paid commissions to Starr subsidiaries of $3.4
million and $4.4 million in the third quarters of 2005 and 2004, respectively, and $9.0 million and $10.1 million
in the first nine months of 2005 and 2004, respectively, for such reinsurance purchased by subsidiaries of AIG
totaling $15.1 million and $21.0 million in the third quarters of 2005 and 2004, respectively, and $46.2 million
and $52.8 million in the first nine months of 2005 and 2004, respectively.

(c) Compensation to Certain TRH Employees from SICO

As a result of AIG recording compensation expense related to past SICO Plans, TRH has determined
that, as a subsidiary of AlG, it is appropriate to record the compensation expense related to its employees’
participation in such plans.

As total SICO compensation expense for each year prior to 2005 would not have been material to any
such prior year, in the first quarter of 2005, TRH recorded the total amount of compensation expense related to
the SICO Plans that would have been recorded in all prior periods through December 31, 2004 as a reduction
of retained earnings on the Consolidated Balance Sheet of $9.9 million, with a corresponding increase to
additional paid-in capital, and with no net effect on total stockholders’ equity or cash flows.

In making this determination, TRH has evaluated the impact that expense recognition would have had on
all prior years to which SICO Plans compensation would have applied. In addition, these amounts have been
calculated as variable stock awards, which consider the fair market value of AIG common stock at each
measurement date, and would include any distributions made under the SICO Plans.

In the third quarter and first nine months of 2005, TRH recorded compensation expense related to the
past SICO Plans of $0.9 million and $2.0 million, respectively, with a corresponding increase to additional paid-
in capital. TRH will record compensation expense related to the SICO Plans in all future periods.

In 1975, the voting shareholders and Board of Directors of SICO, a private holding company whose
principal asset consists of approximately 12% of AlG’s outstanding common stock as of June 30, 2005, and
which has no direct ownership interest in TRH, decided that a portion of the capital value of SICO (AIG shares
or their cash equivalent) should be used to provide an incentive plan for the current and succeeding
managements of all American International companies, including TRH. None of the costs of these benefits
provided under the SICO Plans were paid by TRH.

Subsequent Event

Pre-tax costs from Hurricane Wilma, which occurred in October 2005, are expected to approximate $100

million, or $65 million on an after-tax basis for the full year of 2005. TRH'’s losses from Hurricane Wilma emanate
principally from Florida and Mexico. Except for the impact on the tax benefit recorded in the third quarter and first
nine months of 2005 (see Note 7), such costs will be recorded in the fourth quarter of 2005.

The calculation of these preliminary estimates involves a significant amount of judgment and considers, among

other factors, industry loss predictions, output from catastrophe modeling software, market share analysis and a
review of certain large in-force contracts. Due to the preliminary nature of the information used to prepare these

estimates, there is uncertainty at this time as to the ultimate costs that TRH will incur related to Hurricane Wilma.
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11. Contingencies

Various regulators including the New York State Attorney General are conducting investigations relating to
certain insurance and reinsurance business practices, non-traditional insurance products and assumed
reinsurance transactions. In connection with these investigations, AlG has asked TRH, as a subsidiary of AIG, to
review its documents and practices, and TRH has been cooperating with AlG in such request and will continue to
cooperate in producing documents and other information in response to all requests.

In April 2005, TRH received subpoenas from the Insurance Departments of Florida and Georgia seeking
information relating to finite insurance and reinsurance transactions. In addition, TRH has received a subpoena
from the Insurance Department of New York seeking information relating to Transatlantic Reinsurance Company’s
(TRC) relationship and transactions with Sunrise Professional Indemnity, Ltd., a foreign reinsurer providing
reinsurance to TRC, and Gallagher Healthcare Insurance Services, Inc., a provider of insurance and risk
management services to healthcare providers and a wholly owned subsidiary of Arthur J. Gallagher & Co., Inc.

In July 2005, TRH received subpoenas from the Insurance Department of the State of Oklahoma. The
subpoenas seek information related to so-called bid rigging or the use of “fictitious quotes” or “inflated quotes”
through intermediaries in the placing of insurance for “Insureds” or “Public Entities” domiciled in Oklahoma. The
subpoenas also seek information related to the amount of compensation received or paid by TRH to or from any
intermediary and charged to the “insured” or “Public Entity” domiciled in Oklahoma.

TRH has responded to these subpoenas and continues to cooperate with these regulatory requests. While
TRH does not believe that any of these inquiries will have a material impact on TRH’s business or financial results,
it is not possible to predict with any certainty at this time what impact, if any, these inquiries may have on TRH's
business or financial results.

12. Accounting Standards

In December 2004, the Financial Accounting Standards Board (FASB) issued SFAS No. 123 (revised 2004),
“Share-Based Payments” (SFAS No. 123R). SFAS No. 123R and its related interpretive guidance replaces SFAS
No. 123 and supercedes APB No. 25. SFAS No. 123 as originally issued in 1995, established as preferable a fair-
value method of accounting for share based payment transactions with employees. As discussed above, on
January 1, 2003, TRH adopted the recognition provisions of SFAS No. 123. SFAS No. 123R requires share based
payment transactions with employees to be accounted for using a fair-value based method and broadens the
recognition provisions to include share based payments awarded to an employee by related parties or other
holders of an economic interest in the reporting entity.

As issued by the FASB, SFAS No. 123R would have been effective for TRH in the third quarter of 2005.
However, in April 2005, the Securities and Exchange Commission issued Staff Accounting Bulletin (SAB) 107,
which delayed the effective date of SFAS No. 123R, which is now the first quarter of 2006 for TRH. TRH is
currently assessing the impact of SFAS No. 123R.

In November 2005, the FASB issued FASB Staff Position (FSP) No. FAS 115-1, “The Meaning of Other-Than-
Temporary Impairment and Its Application to Certain Investments.” FSP No. FAS 115-1 replaces the measurement
and recognition guidance set forth in FASB Emerging Issue Task Force (EITF) Issue No. 03-1 and codifies certain
existing guidance on impairment. FSP No. FAS 115-1 is effective for reporting periods beginning after December
15, 2005. TRH does not expect the adoption of FSP No. FAS 115-1 to have a material effect on TRH's financial
condition or results of operations.
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TRANSATLANTIC HOLDINGS, INC. AND SUBSIDIARIES
CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING INFORMATION

This Quarterly Report on Form 10-Q and other publicly available documents may include, and
Transatlantic Holdings, Inc. and its subsidiaries (collectively, TRH) officers and representatives may from
time to time make, statements which may constitute “forward-looking statements” within the meaning of
the U.S. federal securities laws. These forward-looking statements are identified, including without

limitation, by their use of such terms and phrases as “intends,” “intend,” “intended,” “goal,” “estimate,”
“estimates,” “expects,” “expect,” “expected,” “project,” “projects,” “projected,” “projections,” “plans,”
“anticipates,” “anticipated,” “should,” “think,” “thinks,” “designed to,” “foreseeable future,” “believe,”

“believes” and “scheduled” and similar expressions. These statements are not historical facts but instead
represent only TRH's belief regarding future events and financial performance, many of which, by their
nature, are inherently uncertain and outside of TRH's control. These statements may address, among
other things, TRH's strategy and expectations for growth, product development, government and industry
regulatory actions, legal matters, market conditions, financial results and reserves, as well as the
expected impact on TRH of natural and man-made (e.g., terrorist attacks) catastrophic events and
political, economic, legal and social conditions. It is possible that TRH's actual results, financial condition
and expected outcomes may differ, possibly materially, from those anticipated in these forward-looking
statements. Important factors that could cause TRH's actual results to differ, possibly materially, from
those discussed in the specific forward-looking statements may include, but are not limited to,
uncertainties relating to economic conditions and cyclical industry conditions, credit quality, government,
regulatory and accounting policies, volatile and unpredictable developments (including natural and man-
made catastrophes), the legal environment, legal and regulatory proceedings, the reserving process, the
competitive environment in which TRH operates, interest rate and foreign currency exchange rate
fluctuations, and the uncertainties inherent in international operations, and are further discussed
throughout Management's Discussion and Analysis of Financial Condition and Results of Operations.
TRH is not under any obligation to (and expressly disclaims any such obligations to) update or alter any
forward-looking statement, whether written or oral, that may be made from time to time, whether as a
result of new information, future events or otherwise.
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TRANSATLANTIC HOLDINGS, INC. AND SUBSIDIARIES
MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS
SEPTEMBER 30, 2005

Throughout this Management’s Discussion and Analysis of Financial Condition and Results of
Operations (Management's Discussion), Transatlantic Holdings, Inc. and its subsidiaries (TRH) presents
its operations in the way it believes will be most meaningful. TRH’s unpaid losses and loss adjustment
expenses net of related reinsurance recoverable (loss reserves) and TRH’s combined ratio and its
components are included herein and presented in accordance with principles prescribed or permitted by
insurance regulatory authorities as these are standard measures in the insurance and reinsurance
industries.

FINANCIAL STATEMENTS

The following discussion refers to the consolidated financial statements of TRH as of September
30, 2005 and December 31, 2004 and for the three and nine month periods ended September 30, 2005
and 2004, which are presented elsewhere herein. Financial data discussed below have been affected by
related party transactions as discussed in Note 9 of Notes to Condensed Consolidated Financial
Statements.

EXECUTIVE OVERVIEW

The operations of Transatlantic Holdings, Inc. (the Company) are conducted principally by its
three major operating subsidiaries — Transatlantic Reinsurance Company (TRC), Trans Re Zurich (TRZ)
and Putnam Reinsurance Company (Putnam) — and managed based on its geographic segments.
Through its operations on six continents, TRH offers reinsurance capacity on both a treaty and facultative
basis — structuring programs for a full range of property and casualty products, with an emphasis on
specialty lines, which may exhibit greater volatility of results over time than most other lines. Such
capacity is offered through reinsurance brokers and, to a lesser extent, directly to domestic and foreign
insurance and reinsurance entities.

TRH’s operating strategy emphasizes product and geographic diversification as key elements in
managing its level of risk concentration. TRH also adjusts its mix of business to take advantage of market
opportunities. Over time, TRH has also capitalized on market opportunities when they arise by
strategically expanding operations in an existing location or opening a branch or representative office in
new locations (except for the acquisition of TRZ in 1996). TRH’s operations that serve international
markets leverage TRH'’s product knowledge, worldwide resources and financial strength, typically utilizing
indigenous management and staff with a thorough knowledge of local markets and product
characteristics.

In recent years, casualty lines have comprised approximately three-quarters of TRH's net
premiums written, while property lines comprised the balance. In addition, treaty reinsurance has totaled
approximately 95% of net premiums written in such years, with the balance representing facultative
accounts. Moreover, business written by international offices has represented approximately half of the
net premiums written in such years. (See OPERATIONAL REVIEW for detailed period to period
comparisons of such measures.)

American International Group, Inc. (AlG), which through its subsidiaries is one of the largest
providers of insurance and investment products and services to businesses and individuals around the
world, beneficially owned approximately 60% of the common stock of the Company as of September 30,
2005.
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TRANSATLANTIC HOLDINGS, INC. AND SUBSIDIARIES
MANAGEMENT’'S DISCUSSION - CONTINUED
SEPTEMBER 30, 2005

TRH’s major sources of revenues are net premiums earned for reinsurance risks undertaken and
net investment income earned on investments made. The great majority of TRH’s investments are in
fixed maturity securities with an average duration of 4.6 years as of September 30, 2005. In general,
premiums are received significantly in advance of related claims payments. The following table
summarizes TRH's revenues, (loss) income before income taxes and net (loss) income for the periods
indicated:

Three Months Ended Nine Months Ended
September 30, September 30,
2005 2004 Change 2005 2004 Change
(dollars in millions)
Revenues $ 9456 $1,021.3 (7.4) % $2,874.7 $2,964.3 (3.0) %
(Loss) income before income taxes (276.3) (43.2) - (65.9) 184.8 -
Net (loss) income (144.2) (21.8) - 24.4 155.6 (84.3)

CONSOLIDATED RESULTS AND MARKET CONDITIONS

Revenues for the third quarter of 2005 decreased compared to the same prior year period,
principally due to a decrease in domestic net premiums earned slightly offset by increases in consolidated
net investment income and realized net capital gains. Revenues for the first nine months of 2005
decreased slightly compared to the same 2004 period, due primarily to significant decreases in domestic
net premiums earned, partially offset by increases in international net premiums earned and consolidated
net investment income. The decline in domestic net premiums earned in the 2005 periods compared to
the same 2004 periods resulted, in part, from higher ceding company retentions in recent periods and the
softening of primary and reinsurance rates in most classes prior to the occurrence of significant
catastrophe loss events in the third quarter of 2005. The increase in international net premiums earned in
the first nine months of 2005 emanates principally from TRZ and the Paris and Miami (serving Latin
America and the Caribbean) offices. For the first nine months of 2005, as compared to the same year
ago period, the higher international net premiums earned resulted primarily from increased coverage
provided, and, to a lesser extent, the residual impact of rate improvements resident in certain underwriting
year 2004 business booked in 2005 coupled with the impact of foreign exchange rates which
strengthened against the U.S. dollar compared to the same prior year period. (Underwriting year
represents the year in which the coverage period for a reinsurance contract begins.) In addition, net
ceded reinstatement premiums totaled $40.4 million in the third quarter of 2005 and $59.5 million in the
first nine months of 2005. Such net ceded reinstatement premiums served to reduce net premiums
written and earned and reduced underwriting results by such amounts in their respective 2005 periods.
Reinstatement premiums were not significant in the same 2004 periods.

Catastrophe losses materially affected third quarter and year to date results in 2005 and 2004.
Net (loss) income for the three and nine months ended September 30, 2005 include pre-tax net
aggregate costs from catastrophe events totaling $395.0 million and $444.5 million, respectively, or
$255.8 million and $291.7 million after tax, respectively, principally arising from Hurricane Katrina
(approximately $300 million on a pre-tax basis) and Hurricane Rita (approximately $50 million on a pre-
tax basis), each of which occurred in the third quarter of 2005. Such costs for the three month period
consists of pre-tax net catastrophe losses incurred of $354.6 million (gross $681.0 million; ceded $326.4
million) and net ceded reinstatement premiums of $40.4 million (gross $71.0 million; ceded $111.4
million). Catastrophe costs for the 2005 nine month period consists of pre-tax net catastrophe losses
incurred of $385.0 million (gross $742.0 million; ceded $357.0 million) and net ceded reinstatement
premiums of $59.5 million (gross $71.0 million; ceded $130.5 million). Reinstatement premiums may arise
on both assumed and ceded business as a result of contractual provisions found in many excess-of-loss
catastrophe reinsurance contracts that require additional premium to be paid in the event of a loss to
reinstate coverage for the remaining portion of the contract period in the amount of the loss.

Hurricane Katrina is the largest insured catastrophe loss in reported history, with industry sources
projecting insurance and reinsurance industry costs of between $40 billion and $60 billion.
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TRANSATLANTIC HOLDINGS, INC. AND SUBSIDIARIES
MANAGEMENT’'S DISCUSSION - CONTINUED
SEPTEMBER 30, 2005

The three and nine months ended September 30, 2004 include pre-tax aggregate gross and net
catastrophe losses of $165.0 million, or $115.1 million after-tax, resulting from Hurricanes Charley,
Frances, lvan and Jeanne, that affected the Southeastern United States and the Caribbean, and from
typhoons that affected Japan.

The magnitude of losses suffered by the reinsurance industry from Hurricanes Katrina and Rita,
and further exacerbated by Hurricane Wilma, which occurred in the fourth quarter of 2005, are expected
to significantly change the reinsurance market environment. A large portion of the recent natural
catastrophe losses is expected to be borne by the reinsurance industry. At the end of the third quarter,
there was a great deal of uncertainty in the marketplace. This is likely to translate into improvements in
reinsurance rates, terms and conditions, particularly in regions and lines most affected by these
hurricanes, as reinsurance capacity is strained and cedants pay even greater attention to credit quality.
As such, TRH believes that the reinsurance industry is entering a favorable global trading environment for
the next renewal cycle (the period during which 2006 underwriting year business with a January 1
renewal date is transacted), which is underway and continues through the end of 2005. Improvements in
rates, terms and conditions were already evident in certain lines (such as catastrophe-exposed property
and marine and energy classes) at the end of the third quarter of 2005 and additional improvements are
expected in the near term. However, a meaningful amount of capital has been raised recently by
reinsurers, mostly to replace some of the capital eroded by recent catastrophe events. This capital
reentering the market may serve to lessen the magnitude and/or duration of the improvements in market
conditions.

The global catastrophe loss events of the last 18 months, in particular Hurricane Katrina, have
caused the reinsurance industry to reevaluate the efficacy of models that are used to estimate the
frequency and severity of such events and the risk management processes in place for assessing and
balancing catastrophe risks. As this process commences, reinsurers will likely measure their property
catastrophe exposures in a more conservative manner in the near term. This reevaluation should lead to
more restrictive terms for certain property lines, funneling additional catastrophe risk into catastrophe-
exposed property programs. This additive risk plus the anticipated increased demand for protection and
more conservative assessments of exposures by reinsurers will likely lead to significant rate increases on
catastrophe-exposed property programs.

TRH also believes that other lines of business exposed to natural perils, such as workers
compensation, accident and health, marine, general liability and environmental lines will also see rate
stabilization or, possibly, some improvement. Finally, other casualty line rates may also strengthen as
property-focused reinsurers who had moved into casualty business when property rates softened, re-
apply capital and resources back toward the shorter tail lines on which they originally concentrated.

Until the occurrence of Hurricane Katrina, primary and reinsurance rates generally continued to
soften, both domestically and internationally, while terms and conditions generally held firm. With certain
exceptions, property lines continued to experience rate decreases on both primary and reinsurance
contracts, but remained more favorable with respect to catastrophe business. While modest rate
reductions were prevalent on primary business, casualty rates generally remained firm on the treaty
reinsurance side. Market conditions prior to Hurricane Katrina were generally stronger for longer tail
casualty lines due, in part, to elevated industry-wide loss activity in recent years (that also materially
affected TRH) experienced in certain of those lines related principally to losses occurring in 1997 through
2001.

As a practical matter, the rates charged by primary insurers and the policy terms of primary
insurance agreements may affect the rates charged and the policy terms associated with reinsurance
agreements, particularly for pro rata reinsurance business.

All else being equal, the impact of improved market conditions, which has occurred relatively late
in the year, is expected to have a minimal impact on 2005 results.
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TRANSATLANTIC HOLDINGS, INC. AND SUBSIDIARIES
MANAGEMENT’'S DISCUSSION - CONTINUED
SEPTEMBER 30, 2005

The existence of generally firm or more favorable market conditions in certain markets and for
certain classes do not necessarily translate into ultimate pricing adequacy for business written under such
conditions. In addition, there is no guarantee that these conditions will remain in effect as TRH cannot
predict, with any reasonable certainty, future market conditions.

(Loss) income before income taxes and net (loss) income decreased in the third quarter and first
nine months of 2005 each as compared to the same prior year periods, principally due to decreased
underwriting profit (loss) resulting from increased catastrophe losses and the impact of related net ceded
reinstatement premiums, offset, in part, by increased net investment income and realized net capital
gains in the 2005 periods.

Significant tax benefits have been recognized as a result of catastrophe losses, including
significant deferred tax benefits which TRH expects to recover through minimum tax credit and foreign tax
credit carryforwards. (See Note 7 of Notes to Condensed Consolidated Financial Statements for a
discussion of taxes recorded in the third quarter and year to date periods, including a reconciliation
between the statutory tax rate of 35% and effective rates used by TRH for each of the nine month periods
of 2005 and 2004.)

Underwriting profit (loss) is defined as net premiums earned less net losses and loss adjustment
expenses, net commissions and other underwriting expenses, plus (minus) the increase (decrease) in
deferred acquisition costs. (See OPERATIONAL REVIEW for further discussion.)

Further information related to items discussed in this EXECUTIVE OVERVIEW may be found
throughout this Management's Discussion.

CRITICAL ACCOUNTING ESTIMATES

Management’s Discussion is based upon TRH’s consolidated financial statements which have
been prepared in accordance with accounting principles generally accepted in the United States of
America. The preparation of these financial statements requires the use of estimates and judgments that
affect the reported amounts and related disclosures. TRH relies on historical experience and on various
other assumptions, that it believes to be reasonable under the circumstances, to make judgments about
the carrying values of assets and liabilities that are not readily apparent from other sources. Actual
results may differ materially from these estimates.

TRH believes its most critical accounting estimates are those with respect to loss reserves,
premium revenues and deferred acquisition costs, as they require management's most significant
exercise of judgment on both a quantitative and qualitative basis used in the preparation of TRH's
consolidated financial statements and footnotes. The accounting estimates that result require the use of
assumptions about certain matters that are highly uncertain at the time of estimation. A discussion of the
most critical accounting estimates follow.

LOSS RESERVES

Estimates of loss reserves take into account TRH'’s assumptions with respect to many factors that
will affect ultimate loss costs but are not yet known. Such factors, which contribute to the variability and
unpredictability of loss costs, include trends related to jury awards, social inflation, medical inflation, tort
reforms and court interpretations of coverages, among others. To the extent that these assumptions
underlying the loss reserve estimates are significantly incorrect, ultimate losses may be materially
different from the estimates included in the financial statements and may materially affect net income.
The impacts of those differences are reflected in the period they become known.
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TRANSATLANTIC HOLDINGS, INC. AND SUBSIDIARIES
MANAGEMENT’'S DISCUSSION - CONTINUED
SEPTEMBER 30, 2005

The reserving process is inherently difficult and subjective, especially in view of changes in the
legal and tort environment which impact the development of loss reserves, and therefore quantitative
techniques frequently have to be supplemented by subjective considerations and managerial judgment.
Trends that have affected development of liabilities in the past may not necessarily occur or affect
development to the same degree in the future. While this process is difficult for ceding companies, the
inherent uncertainties of estimating loss reserves are even greater for reinsurers, due primarily to the
longer term nature of much reinsurance business, the diversity of development patterns among different
types of reinsurance treaties or facultative contracts, the necessary reliance on the ceding companies for
information regarding reported claims and differing reserving practices among ceding companies, which
are subject to change without notice. Nevertheless, data received from cedants is subjected to audits
from time to time by TRH claims and underwriting personnel, to help ensure that reported data is
supported by proper documentation and conforms to contract terms, and analyzed, as appropriate, by
TRH underwriting and actuarial personnel. Such analysis often includes a detailed review of reported data
to assess the underwriting results of reinsurance assumed and to explain any significant departures from
expected performance. Over time, reported loss information is ultimately corroborated when such
information eventually attains paid status.

Generally, for each longer tail line of business, significant actuarial judgments are made with
respect to the following factors used in the loss reserve setting process:

o Loss trend factors are used to establish expected loss and loss adjustment expense ratios for
subsequent accident years based on the projected loss and loss adjustment expense ratios for
prior accident years. Provisions for inflation and social inflation (e.g., awards by judges and
juries which progressively increase in size at a rate exceeding that of general inflation) and
trends in court interpretations of coverage are among the factors which must be considered.

e Expected loss and loss adjustment expense ratios for the latest accident years generally
reflect the expected loss and loss adjustment expense ratios from prior accident years adjusted
for the loss trend factor (see loss trend factors discussion immediately above), as well as the
impact of rate level changes and other quantifiable factors. For certain longer tail lines of
business that are typically lower frequency, higher severity classes, such as excess medical
malpractice and directors’ and officers’ liability (D&O), expected loss and loss adjustment
expense ratios are often utilized for the last several accident years.

e Loss development factors are used to arrive at the ultimate amount of losses incurred for
each accident year based on reported loss information. These factors, which are initially
calculated based on historical loss development patterns (i.e., the emergence of reported
losses over time relative to the ultimate losses to be paid), are then adjusted for current trends.

During the loss settlement period, which can be many years in duration, additional facts regarding
individual claims and trends usually become known. As these facts and trends emerge, it usually
becomes necessary to refine and adjust the loss reserves upward or downward and even then the
ultimate net liability may be materially different from the revised estimates and may materially affect net
income.

Loss reserves include amounts for risks related to environmental impairment and asbestos-
related illnesses. The majority of TRH's environmental and asbestos-related liabilities arose from
contracts entered into after 1985 that were underwritten specifically as environmental or asbestos-related
coverages rather than as standard general liability coverages, where the environmental or asbestos-
related liabilities were neither clearly defined nor specifically excluded. The reserves carried for these
claims, including loss and loss adjustment expenses incurred but not reported (IBNR), are based upon
known facts and current law. However, significant uncertainty exists in determining the amount of
ultimate liability for environmental impairment and asbestos-related losses, particularly for those occurring
in 1985 and prior. This uncertainty is due to inconsistent court resolutions and judicial interpretations with
respect to underlying policy intent and coverage and uncertainties as to the allocation of responsibility for
resultant damages, among other things.
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TRANSATLANTIC HOLDINGS, INC. AND SUBSIDIARIES
MANAGEMENT’'S DISCUSSION - CONTINUED
SEPTEMBER 30, 2005

For further discussion of adverse development on losses occurring in prior years see RESULTS
OF OPERATIONS and for discussion about loss and loss adjustment expense reserves see FINANCIAL
CONDITION AND LIQUIDITY.

PREMIUM REVENUES

Management must make certain judgments in the determination of premiums written and earned
by TRH. For pro rata treaty contracts, premiums written and earned are based on reports received from
ceding companies. Generally for excess-of-loss treaty contracts, premiums are recorded as written based
on contract terms and are earned ratably over the terms of the related coverages provided. (In recent
years, treaty contracts have generated approximately 95% of TRH’s premium revenues.) Unearned
premiums and prepaid reinsurance premiums represent the portion of gross premiums assumed and
reinsurance ceded, respectively, relating to the unexpired terms of such coverages.

Premiums written and earned, along with related costs, for which data has not been reported by
the ceding companies, are estimated based on historical patterns and other relevant information. Such
estimates of premiums earned are considered when establishing the reserve for IBNR. The differences
between these estimates and the actual data subsequently reported, which may be material as a result of
the diversity of cedants, reporting practices and the inherent difficulty in estimating premium inflows,
among other factors, are recorded in the period when the actual data becomes available and may
materially affect net income. In the Consolidated Statements of Operations, premiums written and earned
and the change in unearned premiums are presented net of reinsurance ceded.

TRH has provided no allowance for bad debts related to the premium estimates based on its
historical experience, general profile of its cedants and the ability TRH has in most cases to significantly
offset these premium receivables with losses and loss adjustment expenses or other amounts payable to
the same parties.

DEFERRED ACQUISITION COSTS

Acquisition costs, consisting primarily of net commissions incurred on business conducted
through reinsurance contracts or certificates, are deferred, and then amortized over the period in which
the related premiums are earned, generally one year. The evaluation of recoverability of acquisition costs
to be deferred considers the expected profitability of the underlying treaties and facultative certificates,
which may vary materially from actual results. If the actual profitability varies from the expected
profitability, the impact of such differences are recorded, as appropriate, when actual results become
known and may have a material effect on net income.

OPERATIONAL REVIEW
RESULTS OF OPERATIONS

TRH derives its revenue from two principal sources: premiums from reinsurance assumed net of
reinsurance ceded (i.e., net premiums earned) and income from investments. Premiums are primarily
earned ratably over the term of the related coverages. Unearned premiums and prepaid reinsurance
premiums represent the portion of gross premiums assumed and reinsurance ceded, respectively,
relating to the unexpired terms of such coverages. The relationship between net premiums written and
net premiums earned will, therefore, vary depending generally on the volume and inception dates of the
business assumed and ceded and the mix of such business between pro rata and excess-of-loss
reinsurance.

The following table shows net premiums written, net premiums earned and net investment
income of TRH for the periods indicated:
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Three Months Ended Nine Months Ended
September 30, September 30,
2005 2004 Change 2005 2004 Change
(dollars in millions)
Net premiums written $ 8582 $ 9874 (13.1) % $2,627.2 $2,822.1 (6.9) %
Net premiums earned 844.5 940.6 (10.2) 2,594.1 2,729.3 (5.0)
Net investment income 87.6 75.7 15.7 256.1 220.6 16.1

Net premiums written for the third quarter and first nine months of 2005 decreased compared with
the same periods in 2004, as a result of decreased domestic net premiums written, partially offset, in the
nine month period only, by increased international net premiums written. On a worldwide basis, casualty
lines business represented 70.8% of net premiums written in the first nine months of 2005 versus 73.1%
in the same 2004 period. The balance represented property lines. Treaty business represented 95.5% of
net premiums written in the first nine months of 2005 versus 96.4% in the year ago period. The balance
represented facultative accounts.

In the 2005 periods as compared to their respective 2004 periods, the decreases in net premiums
written were offset, in part, by the strengthening of certain foreign currencies in which TRH does business
compared to the U.S. dollar. The following table summarizes the effect of foreign currency exchange
rates on the changes in net premiums written in the 2005 periods compared to the same 2004 periods:

Three Months Ended Nine Months Ended
September 30, September 30,
Decrease in orignal currency (14.2) % (8.5) %
Foreign exchange effect 11 1.6
Decrease as reported in U.S. dollars (13.1) % (6.9) %

Domestic net premiums written decreased in the third quarter of 2005 by $111.7 million, or
22.6%, compared to the third quarter of 2004, to $383.2 million, with significant decreases occurring in
the medical malpractice, auto liability and property lines of approximately $54 million, $42 million and $23
million, respectively. Domestic net premiums written decreased in the first nine months of 2005 by $282.7
million, or 19.3%, compared to the same year ago period, to $1,182.6 million, with significant decreases
occurring in the auto liability, medical malpractice and property lines of approximately $115 million, $77
million and $38 million, respectively. These decreases were mostly attributable to higher ceding company
retentions and softening primary and reinsurance rates which prevailed in most classes prior to the
occurrence of the significant third quarter 2005 catastrophe loss events, as well as the impact of net
ceded reinstatement premiums as discussed later in this section.
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International net premiums written decreased in the third quarter of 2005 by $17.5 million, or
3.6%, compared to the same prior year period, to $475.0 million, with London experiencing the largest
decline with a decrease of $10.7 million. In the third quarter of 2005 compared to the same 2004 quarter,
international net premiums written decreased significantly in the auto liability line by approximately $56
million, partially offset by significant increases in the other liability and accident and health lines with
increases of approximately $23 million and $14 million, respectively. International net premiums written
increased in the first nine months of 2005 by $87.8 million, or 6.5%, over the comparable 2004 period, to
$1,444.6 million, led by Paris and TRZ with increases of $63.2 million and $26.2 million, respectively. In
the first nine months of 2005 compared to the same 2004 period, international net premiums written
increased significantly in the other liability, property, accident and health and ocean marine lines, with
increases of approximately $61 million, $47 million, $37 million and $26 million, respectively, partially
offset by a significant decrease in the auto liability line of approximately $110 million. The changes in
international net premiums written in the third quarter and first nine months of 2005 include the impact of
foreign exchange rate movements as discussed earlier. International business represented 55.0% of
worldwide net premiums written for the first nine months of 2005 compared to 48.1% for the respective
2004 period. Until the occurrence of Hurricane Katrina in late August 2005, favorable opportunities were
generally more plentiful internationally than domestically, despite rate slippage occurring in both areas.
(See discussion of market conditions under CONSOLIDATED RESULTS AND MARKET CONDITIONS.)

Net premiums written include net ceded reinstatement premiums of $40.4 million for the third
quarter of 2005 and $59.5 million for the first nine months of 2005, principally related to domestic
operations. Nine months 2005 includes net ceded reinstatement premiums of $19.1 million that relates to
gross adverse development on catastrophe events occurring in 2004. Reinstatement premiums were not
significant in the comparable 2004 periods.

Generally, the reasons for changes in gross premiums written between periods are similar to
those for net premiums written except as discussed earlier as regards reinstatement premiums.

As premiums written are primarily earned ratably over the terms of the related coverage, the
reasons for changes in net premiums earned are generally similar to the reasons for changes in net
premiums written over time.

Net investment income increased in the third quarter and first nine months of 2005, each as
compared to the same prior year period, due principally to the net investment (primarily in fixed maturities)
of significant positive cash flow from operating activities generated in recent periods. To a lesser extent,
investments in limited partnerships (which are included in other invested assets) also contributed to the
2005 over 2004 increases in the quarter and nine month periods. The pre-tax effective yield on
investments were 4.1% and 4.0%, for the three and nine month periods ending September 30, 2005,
respectively, compared to 3.9% and 4.0% for the prior year three and nine month periods, respectively.
The pre-tax effective yield on investments represents annualized pre-tax net investment income from
investments for the periods indicated divided by the average balance sheet carrying value of investments
and interest-bearing cash for such periods.

Pre-tax realized net capital gains totaled $13.5 million and $5.0 million for the third quarters of
2005 and 2004, respectively. Pre-tax realized net capital gains totaled $24.4 million and $14.5 million for
the first nine months of 2005 and 2004, respectively. Realized capital gains and losses are generally the
result of investment dispositions which reflect TRH's investment and tax planning strategies to maximize
after-tax income. In addition, pre-tax realized net capital gains include charges for write-downs related to
certain securities that, in the opinion of management, had experienced a decline in market value that was
other than temporary. There were no such write-downs in the third quarters of 2005 and 2004. Such
write-downs were insignificant in the first nine months of 2005. In the first nine months of 2004, pre-tax
realized net capital gains included charges for write-downs totaling $6.2 million related to other invested
assets. Upon the ultimate disposition of securities which have recorded write-downs, a portion of the
write-downs may be recoverable depending on market conditions at the time of disposition. (See
discussion under FINANCIAL CONDITION AND LIQUIDITY for criteria used in the determination of such
write-downs.)
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The property and casualty insurance and reinsurance industries use the combined ratio as a
measure of underwriting profitability. The combined ratio reflects only underwriting results, and does not
include income from investments. Generally, a combined ratio under 100 indicates an underwriting profit
and a combined ratio exceeding 100 indicates an underwriting loss. Underwriting profitability is subject to
significant fluctuations due to competition, natural and man-made catastrophic events, economic and
social conditions, foreign currency exchange rate fluctuations, interest rates and other factors. The loss
and loss adjustment expense ratio represents net losses and loss adjustment expenses divided by net
premiums earned. The underwriting expense ratio represents the sum of net commissions and other
underwriting expenses expressed as a percentage of net premiums written. The combined ratio
represents the sum of the loss and loss adjustment expense ratio and the underwriting expense ratio.

The following table presents loss and loss adjustment expense ratios, underwriting expense
ratios and combined ratios for consolidated TRH, and separately for its domestic and international
components, for the periods indicated:

Three Months Ended Nine Months Ended
September 30, September 30,
2005 2004 2005 2004
Consolidated:
Loss and loss adjustment expense ratio 115.4 86.1 86.0 75.1
Underwriting expense ratio 28.8 26.9 26.9 26.6
Combined ratio 144.2 113.0 112.9 101.7
Domestic:
Loss and loss adjustment expense ratio 167.9 96.9 107.2 80.1
Underwriting expense ratio 26.2 26.7 255 26.5
Combined ratio 194.1 123.6 132.7 106.6
International:
Loss and loss adjustment expense ratio 74.9 75.5 69.6 69.8
Underwriting expense ratio 30.9 27.1 28.0 26.8
Combined ratio 105.8 102.6 97.6 96.6

The loss and loss adjustment expense ratio deterioration for consolidated TRH in both the third
guarter and first nine months of 2005, each as compared to the same 2004 periods, related primarily to
significantly higher catastrophe losses, primarily from domestic operations.

Pre-tax net catastrophe losses for the third quarter of 2005 totaled $354.6 million (domestic
$278.9 million; international $75.7 million). The third quarter of 2005 included catastrophe losses from
Hurricanes Katrina and Rita of $260.0 million and $47.5 million, respectively, with the majority of the
balance representing European floods.

Pre-tax net catastrophe losses for the first nine months of 2005 totaled $385.0 million (domestic
$301.4 million; international $83.6 million). The first nine months of 2005 included the aforementioned
third quarter catastrophe losses, with the balance emanating from European Windstorm Erwin and net
adverse loss reserve development on 2004 catastrophe loss events.

The third quarter and first nine months of 2004 included pre-tax net catastrophe losses of $165.0
million (domestic $96.0 million; international $69.0 million) related to hurricanes which struck the United
States and the Caribbean and typhoons that affected Japan.

In addition, the three and nine month periods ended September 30, 2005 include net ceded
reinstatement premiums of $40.4 million (domestic $37.0 million; international $3.4 million) and $59.5
million (domestic $43.0 million; international $16.5 million), respectively, as discussed earlier, compared
to insignificant amounts in the same 2004 periods.
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Net catastrophe losses and net ceded reinstatement premiums discussed above in the aggregate
added 46.6, 86.5 and 16.5 to the third quarter 2005 combined ratio for consolidated TRH, domestic and
international, respectively. Net catastrophe losses in the aggregate added 17.5, 20.5 and 14.6 to the third
guarter 2004 combined ratio for consolidated TRH, domestic and international, respectively. Net
catastrophe losses and net ceded reinstatement premiums in the aggregate added 17.0, 30.4 and 6.8 to
the first nine months 2005 combined ratio for consolidated TRH, domestic and international, respectively.
Net catastrophe losses in the aggregate added 6.0, 6.8 and 5.2 to the first nine months 2004 combined
ratio for consolidated TRH, domestic and international, respectively. (See discussion under SEGMENT
RESULTS for the amount of pre-tax net catastrophe losses and net ceded reinstatement premiums by
segment.)

While TRH believes that it has taken appropriate steps to manage its exposure to possible future
catastrophe losses, the occurrence of one or more catastrophic events of unanticipated frequency or
severity, such as a terrorist attack, earthquake or hurricane, that causes insured losses could have a
material adverse effect on TRH's results of operations, financial condition or liquidity. Current techniques
and models may not accurately predict the probability of catastrophic events in the future and the extent
of the resulting losses. (See earlier discussion under CONSOLIDATED RESULTS AND MARKET
CONDITIONS for discussion related to the measurement and assessment of catastrophe risk.)
Moreover, one or more catastrophe losses could weaken TRH's retrocessionnaires and result in an
inability of TRH to collect reinsurance recoverables.

In addition, consolidated net losses and loss adjustment expenses includes net adverse
development related to losses occurring in prior years (including amounts related to 2004 catastrophe
losses) which, in total, approximated $30 million and $70 million for the third quarters of 2005 and 2004,
respectively, and approximated $120 million and $165 million for the first nine months of 2005 and 2004,
respectively. The great majority of such development related to domestic operations. For both the 2005
and 2004 periods, significant adverse loss reserve development was related to non-proportional assumed
casualty reinsurance as well as proportional assumed reinsurance of excess casualty business for such
classes as medical malpractice and D&O.

TRH writes a significant amount of non-proportional assumed casualty reinsurance as well as
proportional assumed reinsurance of excess casualty business for such volatile classes as medical
malpractice and D&O. At the primary level, there are significant risk factors that contribute to the
variability and unpredictability of the loss trend factor for this business such as jury awards, social
inflation, medical inflation, tort reforms and court interpretations of coverage. In addition, as a reinsurer,
TRH is also highly dependent upon the claims reserving and reporting practices of its cedants, which vary
greatly by size, specialization and country of origin and whose practices are subject to change without
notice.

The underwriting expense ratio for consolidated TRH increased in the third quarter of 2005
compared to the same 2004 period. Such increase is comprised of an increase of 1.3 in the commission
component and 0.6 in the other underwriting expense component. The increase in the commission
component is principally due to the net ceded reinstatement premiums recorded in the third quarter of
2005 of $40.4 million, which serve to reduce net premiums written.

The increase in deferred acquisition costs for the third quarter and first nine months of 2005 were
each less than the comparable prior year period. Variances in the increase in deferred acquisition costs
between periods are generally caused by differences in the increase in net unearned premiums in such
periods. Acquisition costs (consisting primarily of net commissions incurred) are charged to earnings over
the period in which the related premiums are earned.
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Other deductions, net, for the third quarter and first nine months of 2005 includes pre-tax stock
compensation expenses of $1.9 million and $5.1 million, respectively. A component of such
compensation expense, namely, $0.9 million and $2.0 million in the third quarter and first nine months of
2005, respectively, relates to TRH employees’ participation in past Starr International Company (SICO)
Deferred Compensation Profit Participation Plans (the SICO Plans). Other deductions, net, for the third
guarter and first nine months of 2004 includes pre-tax stock compensation expenses of $0.7 million and
$2.1 million, respectively. No stock compensation expense was recorded by TRH relative to the SICO
Plans in 2004. (See Notes 4 and 9(c) of Notes to Condensed Consolidated Financial Statements.) Other
deductions, net, also contains currency transaction gains and losses and other miscellaneous income and
expense items.

Loss before income taxes amounted to ($276.3) million in the third quarter of 2005 versus ($43.2)
million in the third quarter of 2004. Loss before income taxes totaled ($65.9) million in the first nine
months of 2005 compared to income before income taxes of $184.8 million in the same 2004 period. The
deterioration of (loss) income before income taxes in each of the 2005 periods compared to the amounts
in the same prior year periods were due to significantly higher catastrophe losses and related net ceded
reinstatement premiums recorded in 2005 compared to the same 2004 periods offset, in part, by
increased net investment income and realized net capital gains in the 2005 periods.

Federal and foreign income tax benefits of ($132.1) million and ($21.3) million were recorded in
the third quarters of 2005 and 2004, respectively. Federal and foreign income tax (benefits) expense of
($90.3) million and $29.1 million were recorded in the first nine months of 2005 and 2004, respectively.
The Company and its domestic subsidiaries, TRC (which includes foreign operations) and Putnam, file
consolidated federal income tax returns. The tax burden among the companies is allocated in
accordance with a tax sharing agreement. TRC will also include as part of its taxable income or loss
those items of income of the non-U.S. subsidiary, TRZ, which are subject to U.S. income tax currently,
pursuant to Subpart F income rules of the Internal Revenue Code, and included, as appropriate, in the
consolidated federal income tax return.

Income tax (benefits) expenses recorded for all interim periods consider the estimated impact of
all then-currently known events, including those that have occurred subsequent to the end of the period,
such as Hurricane Wilma for the 2005 periods, for purposes of computing the estimated full year effective
tax rates. Such effective tax rates are used in the determination of the interim period income tax
(benefits) expenses, pursuant to the application of the effective tax rate method. All other estimated
impacts on the financial statements of TRH related to Hurricane Wilma will be recorded in the period of
occurrence (i.e., the fourth quarter of 2005).

The effective tax rates, which represent income taxes divided by income before income taxes,
were 47.8% and 49.4% in the third quarters of 2005 and 2004, respectively, and were 137.0% and 15.8%
in the first nine months of 2005 and 2004, respectively. The unusual effective tax rates in all periods
reported herein are due to significant tax benefits recorded in those periods related to costs resulting from
catastrophe loss events.

The tax benefits that have been recognized as a result of catastrophe losses include significant
deferred tax benefits which TRH expects to recover through minimum tax credit and foreign tax credit
carryforwards. (See Note 7 of Notes to Condensed Consolidated Financial Statements for a discussion
of taxes recorded in the comparable quarter and year to date periods, including a reconciliation between
the statutory tax rate of 35% and effective rates used by TRH for each of the nine month periods of 2005
and 2004.)

Net loss for the third quarter of 2005 was ($144.2) million, or ($2.19) per common share (diluted),
compared to net loss of ($21.8) million, or ($0.33) per common share (diluted), in the 2004 third quarter.
Net income for the first nine months of 2005 was $24.4 million, or $0.37 per common share (diluted),
compared to net income of $155.6 million, or $2.35 per common share (diluted), in the first nine months of
2004. Reasons for the changes in the components of net (loss) income between periods are as
discussed earlier in RESULTS OF OPERATIONS.
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SEGMENT RESULTS
(a) Domestic:

Comparing the results for the three and nine month periods ended September 30, 2005 with the
same prior year periods, revenues decreased due primarily to decreases in net premiums written, as
discussed earlier in RESULTS OF OPERATIONS.

(Loss) income before income taxes decreased in both the third quarter and first nine months of
2005 as compared to the same 2004 periods primarily due to a decrease in underwriting profit (loss) in
the 2005 periods compared to the 2004 periods offset, slightly, by increased net investment income and
realized net capital gains in the 2005 periods. The lower underwriting profit (loss) in the 2005 periods is
due principally to increased catastrophe loss activity of $278.9 million and $301.4 million in the third
quarter and first nine months of 2005, respectively, compared to $96.0 million in each of the third quarter
and first nine months of 2004. 2005 underwriting profit (loss) was also adversely impacted by net ceded
reinstatement premiums of $37.0 million and $43.0 million, as discussed earlier, in the third quarter and
first nine months, respectively.

(b) International — Europe (London and Paris branches and TRZ):

Comparing the results for the three month period ended September 30, 2005 with the same prior
year period, revenues remained level, despite a decrease in net premiums written in each European
office which aggregated $19.0 million. This decrease relates largely to the auto liability line offset, in part,
by increases in the other liability line. For the first nine months of 2005, revenues increased due primarily
to increases in net premiums written, net of the change in unearned premiums, in Paris and TRZ and, to a
lesser extent, increased net investment income in each location. The increase in net premiums written
occurred largely in the other liability, accident and health, ocean marine and property lines, partially offset
by significant decreases in the auto liability line. For the nine month period, the increase in net premiums
written was a result, in part, of the weakening U.S. dollar compared to the currencies in which premiums
were written in the 2005 periods as compared to the same prior year periods.

(Loss) income before income taxes in the third quarter of 2005 decreased compared to the same
2004 quarter due to decreased underwriting profit (loss). (Loss) income before income taxes in the first
nine months of 2005 decreased compared to the comparable prior year period due principally to
decreased underwriting profit (loss), partially offset by increased net investment income. The decrease in
underwriting profit (loss) in the third quarter and first nine months of 2005 compared to the comparable
2004 periods is due, in large part, to significantly higher catastrophe losses in the 2005 periods.
Underwriting profit (loss) included pre-tax net catastrophe losses of approximately $72.0 million and $81.9
million in the third quarter and first nine months of 2005, respectively, and approximately $16.5 million in
both the third quarter and first nine months of 2004. In addition, underwriting profit (loss) was adversely
impacted by net ceded reinstatement premiums of $3.4 million and $9.4 million in the third quarter and
first nine months of 2005, respectively.

(c) International — Other (Miami (serving Latin America and the Caribbean), Toronto, Hong Kong
and Tokyo branches):

Revenues for the third quarter of 2005 were level with the same 2004 quarter. For the first nine
months of 2005, revenues increased over the comparable 2004 period due primarily to increased net
premiums written, net of the change in unearned premiums, with the largest increase in Miami. The
increase in net premiums written occurred largely in the property line. For both the third quarter and nine
month periods, the increase in net premiums written was a result, in part, of the weakening U.S. dollar
compared to the currencies in which premiums were written in the 2005 periods as compared to the same
prior year periods.
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Income (loss) before income taxes in the three and nine month periods ended September 30,
2005 increased compared to the same prior year periods due primarily to lower catastrophe losses from
the Miami and Tokyo offices in the 2005 periods. Income (loss) before income taxes, as well as
underwriting profit (loss), for the three and nine month periods ended September 30, 2005 included pre-
tax net catastrophe losses of $3.7 million and $1.6 million, respectively. Additionally, underwriting profit
(loss) in the first nine months of 2005 was adversely impacted by ceded reinstatement premiums of $7.1
million. Income before income taxes for the three and nine month periods ended September 30, 2004
both included pre-tax net catastrophe losses of $52.5 million.

FINANCIAL CONDITION AND LIQUIDITY

As a holding company, the Company's assets consist primarily of the stock of TRC and the
Company's future cash flows depend on the availability of dividends or other statutorily permissible
payments from TRC and its wholly-owned operating subsidiaries, TRZ and Putnam. In the third quarters
of 2005 and 2004, the Company received cash dividends from TRC of $9.5 million and $6.0 million,
respectively. For the first nine months of 2005 and 2004, the Company received cash dividends from
TRC of $28.5 million and $17.3 million, respectively. Sources of funds for the operating subsidiaries
consist primarily of premiums, reinsurance recoverables, investment income, proceeds from sales,
redemptions and the maturing of investments and funds received under securities loan agreements.

Funds are applied primarily to payments of claims, ceded reinsurance premiums, insurance
operating expenses, income taxes and investments in fixed income and equity securities, as well as the
short-term investment of funds received under securities loan agreements. Premiums are generally
received substantially in advance of related claims payments. Cash and cash equivalents are maintained
for the payment of claims and expenses as they become due. TRH does not anticipate any material
capital expenditures in the foreseeable future.

While the overall duration of liabilities is considered in the investment management process, it is
not the only factor considered as TRH has historically funded its claims payments from current operating
cash flows. As a result of such funding history, TRH does not maintain a credit facility. TRH’s primary
investment goal is to maximize after-tax income through a high quality diversified taxable fixed maturity
and tax-exempt municipal fixed maturity portfolio, while maintaining an adequate level of liquidity. See
discussion later in this section of the potential liquidity strain that could arise as a result of significant
acceleration of paid losses beyond TRH’s ability to fund such payments.

At September 30, 2005, total investments and cash were $8,648.4 million compared to $8,287.0
million at December 31, 2004. The increase was caused, in large part, by $561.4 million of cash provided
by operating activities, offset, in part, by a reduction of approximately $200 million due to the foreign
exchange impact caused by the strengthening U.S. dollar against the currencies in which the investments
are denominated over the first nine months of 2005.

TRH's fixed maturity investments, approximately 80.0% of total investments as of September 30,
2005, are predominantly investment grade, liquid securities, approximately 77.3% of which will mature in
less than 10 years. The duration of the fixed maturity portfolio was 4.6 years as of September 30, 2005.
Also as of that date, approximately 7.7% of total investments were in common and nonredeemable
preferred stocks, approximately 2.0% of total investments were in other invested assets, including
investments in partnerships, approximately 9.8% of total investments were in the short-term investment of
funds received under securities loan agreements, and the remaining 0.5% consisted of short-term
investments. Based on the foregoing, TRH considers its liquidity to be adequate through the end of 2005
and thereafter for a period the length of which is difficult to predict, but which TRH believes will be at least
one year.
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Activity within the fixed maturities available for sale portfolio for the periods under discussion
generally represented strategic portfolio realignments to maximize after-tax income. TRH adjusts its mix
of taxable and tax-exempt investments, as appropriate, generally as a result of strategic investment and
tax planning considerations. In addition, TRH engaged in securities lending transactions whereby certain
securities (i.e., fixed maturities and common stocks available for sale) from its portfolio were loaned to
third parties. In these transactions, initial collateral, principally cash, is received by TRH in an amount
exceeding the market value of the loaned security and is invested in a pooled account (shown on the
balance sheet at cost, which approximates market value) of the lending agent, an AIG subsidiary, in these
transactions. A liability is recorded in an amount equal to the collateral received to recognize TRH'’s
obligation to return such funds when the related loaned securities are returned. The market values of
fixed maturities and common stocks available for sale that are on loan are reflected parenthetically as
pledged on the balance sheet and totaled $733.0 million and $76.0 million, respectively, as of September
30, 2005.

At September 30, 2005, gross unrealized gains and losses on all fixed maturities (including those
held to maturity and carried at amortized cost) amounted to $233.9 million and $30.3 million, respectively.
The increase in gross unrealized losses on such fixed maturities in the first nine months of 2005 is due
primarily to a slight increase in market interest rates during that period. At September 30, 2005, gross
unrealized gains and losses on equities available for sale amounted to $49.1 million and $11.7 million,
respectively. The reduction in gross unrealized gains and increase in gross unrealized losses on such
equities in the first nine months of 2005 is due primarily to some weakness in the United States equity
markets through September 30, 2005.

As of September 30, 2005, 93.3% of the fixed maturity portfolio was rated Aaa or Aa, an
additional 6.6% was also rated investment grade or better and 0.1% was not rated. Also, as of
September 30, 2005, TRH had no derivative instruments.

Management reviews TRH's investments on a continual basis for evidence of other than
temporary declines in market value, exercising its judgment in making such a determination, and
calculates the amount of loss recognition (as a realized capital loss) resulting from investment write-
downs.

In general, a security is considered a candidate for such a write-down if it meets any of the
following criteria:

e Trading at a significant discount to par, amortized cost (if lower) or cost for an extended period of
time;

e The occurrence of a discrete credit event resulting in (i) the issuer defaulting on a material
outstanding obligation; or (ii) the issuer seeking protection from creditors under the bankruptcy
laws or any similar laws intended for the court supervised reorganization of insolvent enterprises;
or (iii) the issuer proposing a voluntary reorganization pursuant to which creditors are asked to
exchange their claims for cash or securities having a fair value substantially lower than par value
of their claims; or

e Inthe opinion of management, it is possible that TRH may not realize a full recovery on its
investment, irrespective of the occurrence of one of the foregoing events.

Once a security has been identified as other than temporarily impaired, the amount of such
impairment is determined by reference to that security's contemporaneous market price.
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TRH has the ability to hold any security to its stated maturity. Therefore, the decision to sell
reflects the judgment of management that the security sold is unlikely to provide, on a relative value
basis, as attractive a return in the future as alternative securities entailing comparable risks. With respect
to distressed securities, the sale decision reflects management's judgment that the risk-discounted
anticipated ultimate recovery is less than the value achievable on sale. (See OPERATIONAL REVIEW
for a discussion of realized capital losses resulting from write-downs of securities for other than temporary
declines in market value.)

At September 30, 2005, unpaid losses and loss adjustment expenses totaled $6.98 billion, an
increase of $1,035.7 million, or 17.4%, as compared to December 31, 2004. Reinsurance recoverable on
unpaid losses totaled $1.42 billion, an increase of $460.5 million, or 47.9%, since December 31 2004.
The significant increases in unpaid losses and loss adjustment expenses and related reinsurance
recoverables over year end 2004 are due primarily to catastrophe losses occurring in 2005. The
components of the September 30, 2005 unpaid losses and loss adjustment expenses consisted of $3.56
billion of reported amounts (case reserves) and $3.42 billion of IBNR amounts. The third quarter and first
nine months of 2005 included paid losses and loss adjustment expenses, net of reinsurance, of $22.5
million and $168.2 million, respectively, related to catastrophe losses principally occurring in 2004. An
analysis of the change in unpaid losses and loss adjustment expenses for the first nine months of 2005,
with comparable 2004 data, follows:

Nine Months Ended

September 30,
2005 2004
(in millions)
At beginning of year:
Unpaid losses and loss adjustment expenses $ 5,941.5 $ 4,805.5
Less reinsurance recoverable (960.9) (849.1)
Net unpaid losses and loss adjustment expenses 4,980.6 3,956.4
Foreign exchange effect (83.6) 35.2
Net losses and loss adjustment expenses incurred (including net adverse

development on losses occurring in prior years of: 2005 - $120 million;

2004 - $165 million) 2,232.2 2,049.4
Net losses and loss adjustment expenses paid 1,573.4 1,371.9
At end of period:

Unpaid losses and loss adjustment expenses 5,555.8 4,669.1

Plus reinsurance recoverable 1,421.3 882.8

Unpaid losses and loss adjustment expenses $ 6,977.1 $ 5,551.9

Unpaid losses and loss adjustment expenses represent the accumulation of estimates for losses
occurring on or prior to the balance sheet date. Net losses and loss adjustment expenses are charged to
income as incurred. Unpaid losses and loss adjustment expenses are principally based on reports and
individual case estimates received from ceding companies. Standard actuarial methodologies employed
to estimate ultimate losses incorporate the inherent “lag” from the time claims are reported to the cedant
to when the cedant reports the claims to the reinsurer. Certain actuarial methodologies may be more
appropriate than others in instances where this “lag” may not be consistent from period to period, so
additional actuarial judgment is employed in the selection of methodologies to best incorporate the
potential impact of this situation.

A provision is included in loss reserves for IBNR on the basis of past experience and other

factors. The methods used to determine such estimates and to establish the resulting reserves are
continually reviewed and updated. Any adjustments therefrom are reflected in income currently.
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TRH believes that its reserve for unpaid losses and loss adjustment expenses at September 30,
2005 is adequate. While TRH periodically reviews the adequacy of established loss reserves and
performs a comprehensive annual loss reserve review in the fourth quarter of each year, there can be no
assurance that TRH’s ultimate loss reserves will not develop adversely and materially exceed TRH's
carried loss reserves as of September 30, 2005. In the future, if loss reserves develop adversely, such
development could have a material adverse impact on future results of operations. (For further
discussion of loss reserves see CRITICAL ACCOUNTING ESTIMATES.)

In the ordinary course of business, TRH is involved in lawsuits, arbitrations and other formal and
informal dispute resolution procedures, the outcomes of which will determine TRH's rights and obligations
under reinsurance agreements and other more general contracts. In some disputes, TRH seeks to
enforce its rights under an agreement or to collect funds owing to it. In other matters, TRH is resisting
attempts by others to enforce alleged rights. Such disputes are resolved through formal and informal
means, including litigation, arbitration and mediation.

In all such matters, TRH believes that its positions are legally and commercially reasonable. TRH
also regularly evaluates those positions, and where appropriate, establishes or adjusts loss reserves to
reflect its evaluation. TRH's aggregate loss reserves take into account the possibility that TRH may not
ultimately prevail in each and every disputed matter. TRH takes into consideration changes in judicial
interpretation of legal liability and policy coverages, changes in claims handling practices and inflation.
TRH considers not only monetary increases in the cost of what it reinsures, but also changes in societal
factors that influence jury verdicts and case law, TRH's approach to claim resolution, and, in turn, claim
costs. TRH believes its aggregate loss reserves reduce the potential that an adverse resolution of one or
more of these matters, at any point in time, would have a material impact on TRH's financial condition or
results of operations. However, there can be no assurance that adverse resolutions of such matters in
any one period or in the aggregate will not result in a material adverse effect on TRH's results of
operations.

For the first nine months of 2005, TRH's operating cash flow was $561.4 million, a decrease of
$160.2 million from the same 2004 period. The decrease was caused, in<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>