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Transatlantic

Holdings, Inc. (TRH)} is a leading international reinsurance organization

headquartered in New York, with operations worldwide. Its subsidiaries, Transatlantic
Reinsurance Company [TRC), Putnam Reinsurance Company and Trans Re Zurich (TRZ)
are rated “A++ (Superior),” the highest rating classification, by A.M. Best Company.

Moody's Inves

tors Service has assigned an insurance financial strength rating of Aafl

(“Excellent”) to TRC. Standard & Poor’s has assigned an insurer financial strength rating

of "AA” to TRC
a treaty and fa
a full range of

Putnam and TRZ. These subsidiaries offer reinsurance capacity on both
cultative basis - structuring traditional and non-traditional programs for
property and casualty products, with an emphasis on specialty risks.
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FINANCIAL HIGHLIGHTS

Financial Strength
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[dollars in millions, except per share data) 2002 2001 Change
Net premiums written $2,500.2 $1,905.6 31.2%
Net investment income 252.0 240.1 5.0
Income [loss) before income taxes 188.3 (34.1) -
Net income 169.3 18.9 796.2
Income, as adjusted” 238.2 197.8 20.4
Per common share results - diluted:

Net income 3.21 0.36 795.9

Income, as adjusted” 4.51 3.75 20.3
Assets 7,286.5 6,741.3 8.1
Stockholders’ equity 2,030.8 1.846.0 10.0
Book value per common share 38.78 35.33 9.8

* Represents net income excluding the following: 2002 - the after-tax amounts of realized net capital losses of $3.9 million and a charge of
$65.0 mitlion for the impact of an increase in net loss reserves {see Note 5 of Notes to Consolidated Financial Statements); 2001 - after-tax
amounts of realized net capital losses of $0.2 million, catastrophe losses of $139.8 million {primarily related to the September 11th terrorist
attack) and a charge of $39.0 million for Enron reinsurance exposure.




LETTER TO STOCKHOLDERS

MAURICE R. GREENBERG
Chairman [left)

ROBERT F. ORLICH
President and CEQ

Transatlantic had a solid year in 2002, achieving record
increases in premiums and operating cash flow, as market
conditions in virtually all lines and regions showed vast
improvement. Despite a drag on earnings caused by a
fourth quarter reserve increase related to certain prior
accident year losses, Transatlantic's market position
remains on very strong footing and our financial strength
has never been more valued in the marketplace than it
is today.

Net income for the year was $169.3 miltion, or $3.21 per
share, compared to $18.9 million, or $0.36 per share, for
2001. Results for 2002 include a fourth quarter charge of
$65.0 million for the aftar-tax impact of a net increase in
loss reserves largely related to losses occurring princi-
pally between 1998 and 2000 in certain casualty lines.
Based on claims experience reported tate in the year and

reflecting industry-wide trends, this net adjustment was
a result of the Company's annual year-end loss reserve
study. The higher incidence of reported losses is attribut-
able, in part, to increasing jury awards in these casualty
classes and the absence of meaningful tort reform.

Results for 20071 include after-tax catastrophe losses
of $139.8 million (primarily related to the September 11th
terrorist attack) and an after-tax charge of $39.0 million
for Enron reinsurance exposure. The scope and size of
2001 catastrophe losses were by far the largest ever
encountered by our industry. Transatlantic reported no
significant catastrophe losses occurring in 2002.

For 2002, income, adjusted to exclude the after-tax
impacts of realized capital losses of $3.9 million and the
aforementioned net loss reserve charge, amounted to




$238.2 million, or $4.51 per share - an increase of 20.4
percent over adjusted 2001 income, which amounted to
$197.8 million, or $3.75 per share, after excluding after-
tax realized capital losses of $0.2 million and the after-
tax impacts, as noted above, of catastrophe losses and
Enron reinsurance exposure.

With both our domestic and international operations
achieving significant gains in an improving market, net
premiums written rose sharply to $2.5 billion, an
increase of 31.2 percent over 2001, due largely to higher
rates and an accelerating “flight to quality.” Net investment
income increased 5 percent to $252 million and operating
cash flow improved to a record $598 million, from $242
million a year ago. Net loss and loss adjustment expense
reserves increased $349 million in 2002 and totaled $3.3
billion at year-end.

Our return on equity was 9.3 percent in 2002, or 12.6
percent excluding the aforementioned reserve charge,
compared to an estimated 1.2 percent for the Property
and Casualty Industry. Stockholders’ equity amounted to
$2.03 billion at year-end. it has risen at a compound
annual rate of 14 percent over the last 10 years.

Transatlantic’s combined ratio was 102.3 in 2002 com-
pared to 114.9 in the prior year. For 2002, the combined
ratio, adjusted to exclude the pre-tax impact of the afore-
mentioned fourth quarter increase in net toss reserves -
which totaled $100 million - was 98.1, compared to
a combined ratio of 99.5 in 2001, adjusted to exclude the
pre-tax impacts of catastrophe losses of $215 million
(principally related to the September terrorist attack] and
losses related to Enron Corporation of $60 million.

In the second quarter of 2002, the Board of Directors
raised the quarterly dividend, as it has every year since
1990, when Transatlantic became a public company. The

quarterly dividend increased by 4 percent to $0.10 per
common share.

Our stock price, with dividends reinvested, declined in
2002, in line with the overall weak performance of the
equity markets. Nevertheless, our share price has risen
over 480 percent since 1990 - an increase that substan-
tially exceeds that of the S&P 500 Property & Casualty
fnsurance index and the S&P 500 index during the same
period. In fact, Transatlantic's stock performance sub-
stantially exceeds that of both indices over the most
recent five- and ten-year periods as well.

Our debt-free balance sheet, with assets of $7.3 billion,
continues to be among the strongest in our industry. We
follow a conservative investment philosophy, with 95 per-
cent of our bonds rated "AA” or better. Our subsidiaries,
Transatlantic Reinsurance Company [TRC), Putnam
Reinsurance Company and Trans Re Zurich (TRZ], are
rated "A++ (Superior]” by A.M. Best Company - the high-
est rating issued. In addition, TRC has been assigned an
insurance financial strength rating of Aa1 ("Excellent”) by
Moody's Investors Service; and TRC, Putnam and TRZ
have each been assigned an insurer financial strength
rating of "AA” by Standard & Poor’s.

Overall, Transatlantic made significant strides in 2002 in
an improved market environment. As a result of reduced
capacity in many lines, due to loss activity and a lower
risk tolerance among many competitors, much needed
rate gains were realized at the primary and reinsurance
level - and were accompanied by more restrictive
contract terms. We expect that the extent of market trau-
ma in recent years will continue to generate additional
needed improvements in pricing, terms and conditions
for the foreseeable future. in addition, weak eguity mar-
kets, low interest rates and geopolitical and business
uncertainty also necessitate a strong response from our
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industry and should serve to support an improving mar-
ket environment as well.

Transatlantic is a lead reinsurer on much of its business.
As a result, we are able to exercise greater influence on
pricing and contract terms than if we typically provided
“following” capacity. Nonetheless, we will continue to
maintain strict underwriting discipline, diversify our geo-
graphic and product exposures, and dedicate ourselves to
client service. The fact that pricing has improved in virtu-
ally all lines does not necessarily translate into universal
pricing adequacy. As always, disciplined underwriting will
remain at the forefront of our business strategies.

UNITED STATES

In 2002, domestic net premiums written increased by
35 percent, to $1.36 billion. The most significant growth
occurred in specialty casualty, property, general casualty
and ocean marine and aviation lines. With industry treaty
capacity in many classes declining, our treaty book, as
well as our facultative portfolio, enjoyed strong growth.
While the marketplace remained competitive in 2002,
strained capacity and a lower risk appetite among certain
competitors fueled the continued improvement of
market conditions.

In late 2002, the Terrorism Risk Insurance Act [TRIA],
which was designed to provide relief to the insurance
community in the event of “certified” terrorism losses,
was signed into law. Primary insurers, who are now gen-
erally required to offer commercial terrorism coverage to
insureds, will be reimbursed for a portion of certified
terrorism losses in excess of a threshold amount deter-
mined by statutory formula under TRIA. Some of these
insurers are seeking reinsurance coverage to reduce
their retention. Notably, reinsurance obligations for ter-
rorism losses are not covered under TRIA; as a result,
Transatlantic is generally limiting or excluding terrorism
coverage entirely on commercial lines, preferring rather
to provide terrorism-specific coverage on a limited basis.

Transatlantic is the leading broker-market reinsurer in
the United States and an innovator in specialty casualty
classes. These classes include medical malpractice,
accident and health, other professional liability, directors’

and officers’ liability and environmental impairment lia-
bilityy Under much improved market conditions,
Transatlantic grew its core specialty casualty classes sig-
nificantly in 2002 - particularly medical malpractice,
directors’ and officers’ and other professional liability
lines. These gains were, in part, driven by the fact that
ceding companies had fewer alternatives available to
them, as certain of our competitars cut back or altogeth-
er eliminated their market involvement.

We also continued to develop other key product
areas, including: property, general casualty, automobile,
ocean marine, aviation and space, surety and casualty
clash. In our nonstandard private passenger automobile
book, we supported our clients’ selective expansion into
additional states, concentrating on those jurisdictions
that have supported positive regulatory change. In our
growing property facultative area, we again focused pri-
marily on mid-to-high excess layers and were one of the
few domestic markets willing to offer capacity on a pro
rata and/or primary first loss basis.

INTERNATIONAL

Internationally, net premiums written grew by 27 percent
in 2002, to $1.14 billion, as each Transatlantic office drew
productively on its local expertise and on the full range
of the company’s global resources. Our international
business, spread over six continents, accounted for 45
percent of consolidated net premiums written. American
International Group, Inc. (AIG) -~ which beneficially holds
a 60 percent ownership interest in Transatlantic - continued
to bring us valuable access to markets worldwide.

EUROPE

Net premiums written grew strongly in our largest inter-
national region, principally as a result of our ability to
expand in favorably priced lines - most significantly,
property and motor. At a time of stress for certain signif-
icant market participants and the withdrawal of capacity
by other competitors, ceding companies continued to
place great value on reinsurance partners that can
provide sizeable capacity with the financial strength and
stability to support it.



Our prime European locations - in London, Paris and
Zurich - coordinate their efforts in developing our busi-
ness throughout the region. In addition, these operations
lend support to our Warsaw representative office, our
branch in Sydney, Australia and our exclusive agency
arrangement in Johannesburg, as we capitalize on
opportunities in the regions served by these facilities.

THE AMERICAS
(OTHER THAN THE UNITED STATES)

In both our Canadian operation and our Latin American
and Caribbean Division - which includes the Buenocs
Aires and Rio de Janeiro representative offices - net pre-
miums written grew significantly. In an improved pricing
environment, we achieved premium increases in our
property and casualty lines and continued to seek
increased diversification for our portfolios.

The Toronto branch expanded its core lines of property
and casualty business and remained an industry leader in
Canada in the surety line. Moreover, our Canadian prop-
erty treaty and facultative portfolios grew significantly. In
Latin America and the Caribbean, the number of our
competitors in the region continued to decline - and
Transatlantic's strong resources enabled us to add pre-
mium volume by enhancing our ability to respond swiftly to
client needs and market conditions.

ASIA

Transattantic’s Asia Pacific regional hub in Hong Kong
manages the operations of our Hong Kong and Tokyo
branches and Shanghai representative office. With
improved market conditions in Asia and strained industry
capacity as well, Transatlantic grew its business by pro-
viding quality lead capacity to key ceding companies in
2002, writing large shares on both treaty and facultative
programs. In particular, we capitalized on the improving
property facultative market, especially in Taiwan and
South Korea, where our premiums increased sharply.

In Japan, we underwrote treaties reflecting the significant
rise in property catastrophe rates - and also staked
out important positions on new non-catastrophe house-
hold treaty programs and desirable motor business.

QOverall, Transatlantic reported solid results and contin-
ued to strengthen its business franchise in 2002, with a
view toward enhancing shareholder value. During the
year, we greatly increased premiums, aided by improved
market conditions. Moreover, we expect that these
conditions will improve further in the foreseeable future
- albeit at a slower pace than in 2002 - due to elevated
loss activity in certain classes and continued capacity
strain. More than ever, reinsurance buyers have acceler-
ated their “flight to quality,” seeking not only financial
strength from their business partners, but a well-estab-
lished history of stability and consistency.

We are confident that our financial strength, capacity,
ability to deliver expertise covering a broad spectrum of
products anywhere in the world, and our level of quality
client service will continue to distinguish us from the
competition.

in closing, we would like to express our appreciation to
our resourceful and dedicated employees, whose exten-
sive efforts on behalf of Transatlantic have contributed
mightily to its success and stature within the industry.

AR

M. R GREENBERG

Chairman

ot Pk

ROBERT F. ORLICH
President and Chief Executive Officer



“MORE THAN EVER,
REINSURANCE BUYERS HAVE
ACCELERATED THEIR ‘FLIGHT
TO QUALITY, SEEKING NOT
ONLY FINANCIAL STRENGTH
FROM THEIR BUSINESS
PARTNERS, BUT A WELL-
ESTABLISHED HISTORY OF
STABILITY AND CONSISTENCY.
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REVIEW OF OPERATIONS

Transatlantic Reinsurance Company, Trans Re Zurich (TRZ) and
Putnam Reinsurance Company are the principal operating com-
panies of Transatlantic Holdings, Inc. The Transatlantic group
structures traditional and non-traditional programs for a full
range of treaty and facultative products worldwide, with an
emphasis on specialty classes. We reinsure a diverse spectrum
of cedants, including captive insurance companies and risk
retention groups. Our global operations are headquartered in
New York, and we have an international network of offices locat-
ed in the Americas, Europe, Africa, Asia and Australia.

For 2002, Transatiantic’'s worldwide net premiums written
increased 31 percent to $2.5 billion, as improved market condi-
tions helped to stimulate growth in the vast majority of lines
worldwide. Both domestic and international net premiums writ-
ten grew, as did property and casualty totals in these areas. In
fact, each international operation reported increased premium
volume over the prior year - with London, TRZ and the Miami
branch [which serves the Latin American and Caribbean region)
leading the way.

An environment of improving rates and more restrictive terms
and conditicns, intensified by the tragic event of September 11,
2001, prevailed throughout 2002. The cause was less capacity in
certain tines due to elevated levels of loss activity and a reduced
risk tolerance among many competitors. We expect that the
extent of market trauma in recent years will continue to prompt
additional needed improvements in pricing, terms and condi-
tions for the foreseeable future - albeit at a slower pace than
in 2002. The “flight to quality” has never been more apparent,
as cedants seek to purchase reinsurance from the strongest
companies.

Worldwide, treaty reinsurance totaled 95 percent of net premi-
ums written in 2002; the balance represented facultative
accounts. Casualty lines accounted for 74 percent of our busi-
ness, while property lines totaled 26 percent. Business written
by our international offices represented 45 percent of total 2002
net premiums written.
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UNITED STATES

Domestic net premiums written grew 35 percent in 2002,
to $1.36 billion. The most substantial increases were
recorded in specialty casualty, property, general casualty
and ocean marine and aviation lines. Following is a dis-
cussion of the activities of our major product groups:

SPECIALTY CASUALTY Specialty casualty net premi-
ums written grew 37 percent from 2001, to $549 million,
driven by healthy rate increases in medical malpractice,
directors’ and officers’ liability (D&Q) and other profes-
sional liability lines. This strong showing stemmed from
our ability to provide premier reinsurance security to
clients, along with a wide range of expertise.

Customers had fewer viable market alternatives in 2002,
as certain competitors lacked the resources to handle the

N\ AN -
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In 2002, Transatlantic’s strongest growth came in the
Americas, where net premiums written totaled $1.55

billion, a 36 percent increase over a year age. Each
location contributed to the significant gains.

ﬂSw\ (\)’f\bpsiness in the” marketplace.  Other Teinsurers

‘ha.ve\*cyt \b‘ack\gr altogether eliminated their market
paPticipé‘tion due to unsatisfactory results. In addition,
loS‘s.é\s..relatéd\t-o‘ Enron Corporation and other corporate
failures have added frequency.and severity pressures to
the marketplace in areas such as D&O0 and lawyers’
professional liability.

In medical malpractice, Transatlantic’s largest specialty
casualty component, our lead position on the majority of
our business has strengthened our ability to obtain rate
improvements and more restrictive terms and conditions.
In D&O, we were able to increase premium writings sig-
nificantly due to rate increases in all layers, while at the
same time reducing our aggregate exposure.

Favorable opportunities in lawyers’ errors and omissions
liability helped accelerate premium growth in our other
professional liability category, as the market hardened on
large law firm coverages. Moreover, improved market
conditions in employment practices liability, miscella-
neous professional liability and architects’ and engineers’
liability benefited us.

N




TRANSATLANTIC IS THE LEADING BROKER-MARKET
REINSURER IN THE UNITED STATES.

We continued to write a quality employer stop-loss book
and added other new business in accident and health -
including a significant “first dollar” medical program and
several new medical excess programs. Although net
premiums written for cur environmental book rose, com-
pared to a year ago, in an improved rate environment, we
employed strict selection criteria in supporting new mar-
ket entrants and also reduced our high excess capacity.

On the facultative side, our medical malpractice line was
a big contributor to growth. With the improved environ-
ment and reduced treaty capacity in the market, ceding
companies transferred certain classes of medical mal-
practice risks to the facultative market.

For 2003, we expect continued growth from improving
primary and reinsurance rates. We also expect that
much needed tort reform bills in several states may have
a stabilizing effect on medical malpractice loss costs
over time.

GENERAL CASUALTY Our General Casualty depart-
ment showed growth across all lines in 2002, aided by an
improving rate environment. Overall, cur general casu-
alty net premiums written rose 19 percent over 2001, to
$539 mitlion.

The key to the department’s premium growth in 2002 was
improved primary and reinsurance pricing in all lines.
Increased restrictiveness of terms and conditions in
many instances had a positive effect as well.

12

In the commercial umbrella/excess area, reduced indi-
vidual treaty capacity in the marketplace helped us to
obtain better pricing. Our umbrella/excess book is well-
balanced between first-layer umbrella programs and
low-frequency/high-severity capacity programs.

The considerable premium volume of our automobile
book, which consists primarily of nonstandard private
passenger risks, grew in 2002, driven largely by higher
rates. We have benefited from supporting our existing
clients’ selective expansion into additional states
and concentrating on venues that have made positive
regulatory changes.

In the future, we will continue to set ourselves apart by
providing “value added” services in areas such as claims,
actuarial, systems and legal, to supplement the resources
of our clients. Moreover, we will seek to expand our
book with clients that can achieve incremental pricing
success, while continuing to control tightly terms
and conditions.

In casualty clash, we were able to capitalize on our status
as a recognized lead market in this line, and on
Transatlantic’s reputation as a strong, financially secure
reinsurer, to increase premiums. Without a doubt, the
extent of losses industry-wide resulting from the terror-
ist attack has put a premium on this capacity.
Our clash portfolic consists primarily of medium and
large national writers.




We benefited from improved market conditions in aero-
space, ocean marine and offshore energy. In particular,
rates for commercial airlines have risen significantly
since September 11, 2001. Furthermore, our ability dur-
ing a period of firming rates to offer proportional covers
(where there is presently limited capacity], as well as
excess-of-loss products, contributed to premium growth
in these lines.

Finally, we expanded our workers' compensation line
selectively in 2002, aided by the successful launch of a
focused small business initiative. We price this business
to an underwriting profit - consistent with our approach
for all lines. Others often underwrite workers' compensa-
tion as a discounted product, priced to yield an underwrit-
ing loss to the reinsurer.

In the foreseeable future, we expect to achieve additional
needed rate increases and obtain better terms and con-
ditions in most general casualty classes.

SURETY AND CREDIT The global economic slowdown,
along with recent elevated loss activity, adversely impact-
ed Transatlantic's surety and credit results in 2002.
However, improved pricing - resulting from shrinking
capacity, which, in turn, was attributable to such
increased loss activity - enabled us to maintain writings
at $54 million, level with 2001. As a leader in the market-
place, Transatlantic’'s capacity continues to be sought
by clients.

During the year, we took corrective actions to improve
profitability. In particular, we capitalized on a hardening
market to structure and price products on more favorable
terms, exited from unprofitable business situations and
built relationships with successful regional surety com-
panies that desired a committed reinsurance partner.

On a worldwide basis, Transatlantic ranks among the
largest writers of surety and credit reinsurance and has
demonstrated a long-term commitment to this business
segment. We write both proportional and non-propor-
tional covers, targeting national, regional and emerging
writers that exhibit both a thorough knowledge of the
product and a commitment to underwriting discipline.

As rates firm and terms and conditions improve, an influx
of opportunistic capacity may create challenges for us in
2003; but, as a leader in a difficult marketplace, we
expect to maintain our mutually beneficial business rela-
tionships and gain access to a number of high-quality
new clients and business opportunities.

PROPERTY Terms and conditions continued to improve
throughout 2002 as the benefits of significant primary
rate increases flowed through to the reinsurance mar-
ket. Buyers of reinsurance looked to secure capacity
from the most stable and financially sound reinsurers -
such as Transatlantic. For the year, Transatlantic grew
its property lines business by a substantial 109 percent
from 2001, to $221 million.

The tragic event of September 11, 2001, which resulted in
unprecedented, widespread losses, will prompt changes
in our industry for many years to come. For example,
insurers and reinsurers alike now place significant focus
on the potential aggregation, from a single catastrophic
event, of property losses and losses in general liability,
accident and health, workers’ compensation and casual-
ty clash - some of which were previously considered as
non-correlating.

In addition, the industry has changed its approach to
providing coverage for terrorism risk. On commercial
property business written in 2002, Transatlantic general-
ly excluded terrorism coverage, choosing rather to
provide terrorism-specific covers on a limited basis with
strict pricing guidelines. This approach will continue into
2003, as ceding companies seek reinsurance protection
for losses falling outside of the federal government's cov-
erage stipulated in the Terrorism Risk Insurance Act
(TRIA}, signed into law in late 2002. Also, we are closely
reviewing exposures emanating from non-certified acts
of terrorism - that is, acts not covered by TRIA.

Our Property department offers a broad array of tradi-
tional property reinsurance products on both a treaty and
facultative basis. In 2002, we continued to focus on treaty
pro rata and catastrophe excess-of-loss covers written on
a traditional or industry loss warranty basis. We offer
these products across a number of property lines, includ-

13
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ing: homeowners, commercial, auto physical damage,
on-shore energy and inland marine. Early in the year, we
partnered with certain of our clients to launch a lease
enhancement product, which enabled us to further diver-
sify our property book.

Our Facultative Property unit offers one of the largest
capacities available in the broker market and covers a
broad spectrum of business that includes international
exposures, lines written on an excess and surplus basis
and classes such as on-shore energy, inland marine and
contingency. While we focus primarily on mid-to-high
excess layers, we are one of the few domestic market
participants willing to offer capacity on a pro rata and/or
primary first loss basis.

Looking ahead, Transatlantic should benefit from an
expected rise in primary property rates in 2003, particu-
larly in the catastrophe and commercial areas. Despite
the influx of new capital to the market since September
11, 2001, market capacity for 2003 should remain below
pre-2002 levels for the foreseeable future.

14

We are confident that our large capacity, financial
credentials and technical expertise will, as always, distin-
guish us from our competition.

NON-TRADITIONAL The Non-Traditional department
customizes products that utilize a combination of risk
transfer and financing principles to solve unique reinsur-
ance problems.

In 2002, we developed new programs to help a select
group of cedants to manage the challenges of a difficult
market and to relieve strain on their capital. Our “whole
company” approach leverages Transatlantic’'s existing
client relationships and the underwriting skills of other
departments.

Going forward, we remain optimistic that the ongoing
hardening in the traditional markets will improve the out-
look for certain non-traditional alternatives in 2003.

TORONTO

During 2002, Transatlantic’s Toronto branch continued to
expand its core lines of property and casualty business. In



particular, our Canadian property treaty and facultative
portfolios grew significantly, and we remained a market
leader in Canada in the surety line. For the year, net pre-
miums written rose 53 percent over 2001, to $54 million.

The progress of Transatlantic in Canada during 2002 can
be attributed to several factors. First and foremost, mar-
ket conditions have improved appreciably, in part due to
the heightened risk of catastrophic loss across multiple
lines - some of which had previously been considered
non-cerrelating prior to the terrorist attack on the U.S. in
September 2001. In addition, certain classes such as
marine and specialty casualty have lost considerable
market support due to elevated loss activity - and,
consequently, rates for these classes have increased
substantially, while terms and conditions have become
more restrictive.

Second, continued merger and acquisition activity involy-
ing both the primary and reinsurance sectors resulted in
certain of our competitors scaling back operations or
leaving the market entirely. With fewer alternatives avail-
able to ceding companies, our premier financial strength
enabled us to attract new opportunities from a variety of
sources across all ten provinces of Canada. Ontario once
again proved our largest source of business during the
year, while Quebec remained our second largest market.
Finally, our experienced underwriting staff has been able
to capitalize on the improving marketplace.

The year 2003 should present many opportunities for
Transatlantic. Rates for all lines of business are on the
rise, and we stand ready to take advantage of the harden-
ing market conditions. Fewer reinsurers are providing the
kind of valuable facultative support to clients that we do;
consequently, we expect the facultative portion of our
business to continue to grow significantly.

LATIN AMERICA AND
THE CARIBBEAN

The efficient structuring of our Miami-based Latin
American and Caribbean Division on the basis of product
lines continued to benefit us in 2002. The Division
succeeded in influencing terms and conditions in the
marketplace and in increasing its penetration within its

existing client base. Net premiums written rose 49 per-
cent from 2001, to $133 million.

Rates continued to harden due to the continuing impact of
the September 11th terrorist attack, the deterioration of
prior-year industry underwriting results and an anemic
investment environment. As a result, we grew our Latin
American and Caribbean portfolio in 2002 despite difficult
economic and political conditions in many locations
throughout the region. Moreover, because we have truly
dedicated resources within the region, we were able to
maintain a strong competitive presence during a period of
accelerating industry consolidation.

Both our regional representative offices, in Buenos Aires
and Rio de Janeiro, continued to effectively serve their
important markets. In addition, our strong relationship
with a key ceding company in Puerto Rico, which provides
us with access to that important marketplace, benefited
us. We were also able to make progress in the Dominican
Republic and Mexico. Moreover, we are succeeding with
our marketing efforts within the Andean region, as we
continue to position ourselves to take advantage of the
withdrawal of our competitors there.

The Latin American and Caribbean Division centinues to
succeed by capitalizing on the long-term personal rela-
tionships it enjoys with clients and by tailoring products
that best meet their needs. In addition, Transatlantic’s
financial strength and claims-paying ability provide
clients with the security that they demand. The Division’s
major source of business remains proporticnal property
treaties. This line has swelled in relation to the balance of
the regional portfolio, due to recent increases in primary
pricing. Nevertheless, we see signs of real growth in
other lines, such as surety and other casualty classes, as
we continue to seek greater product diversification in
the portfolio.

Transatlantic’s strategy for the region in 2003 is to
strengthen relationships with clients at every level within
their respective organizations, while also targeting local-
ly owned and managed operations. The prospects for this
year are favorable, particularly in the property facultative
area, as we are well positioned to capitalize on current
market conditions.
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Fueled by gains in our motor and property lines, net
premiums written by our extensive European
operations increased 24 percent to $849 million, in a
much-improved market across most classes. Qur sta-
tus as a well-established and stable reinsurer with
premier financial strength continued to serve us well
during the year.

LONDON

In 2002, Transatlantic’s London office achieved significant
growth: Net premiums written grew 29 percent from
2001, to $527 million, with all market sectors contribut-
ing to the increase.

As in other regions of the world, our success in London
had several causes: firming market conditions; the
office’s ability to expand its participation in favorably
priced lines; and ceding companies’ increasing demand -
amidst market turmoil and the withdrawal of certain
competitors - for secure and financially strong sources of
significant reinsurance capacity, such as Transatlantic.

EUROPE

The branch's key markets were already in the midst of
change prior to September 11, 2001; but the impact of
that day significantly weakened many of our competitors
and accelerated the trend towards tighter underwriting
and improved pricing. -

During the year, the London office significantly expanded
its motor proportional business in the UK. and tock
advantage of greatly increased rates in the long-under-
performing aviation market to increase its writings there.
Our position as a lead market for catastrophe reinsur-
ance enabled us to take full advantage of improving rates
and conditions. In addition, tightening treaty markets led
to new facultative demand; consequently, our underwrit-
ers were able to make substantial inroads in both the
property and engineering classes. Premiums in these
areas increased dramatically.

In 2002, the London office’s motor book remained its
largest source of business, accounting for 32 percent of
its overall portfolio. Transatlantic is recognized as a
major force in the U.K. market in this class. Property,
marine and specialty casualty [(including medical
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OUR PRIME EUROPEAN LOCATIONS - IN LONDON,
PARIS AND ZURICH - COORDINATE THEIR EFFORTS
IN DEVELOPING OUR BUSINESS THROUGHOUT

THE REGION.

malpractice and other professional liability] are also
important lines for the branch. While we are generally
excluding terrorism risk on commercial property lines,
we are nonetheless providing terrorism-specific covers
on a limited basis, with strict pricing guidelines.

The office was also able to stimulate demand for its pred-
ucts and services in territories such as Australia. In
Sydney, Transatlantic’s representative office obtained a
license to underwrite reinsurance business as an author-
ized branch in Australia. Obtaining a license to trade in
Australia has given us improved access to, and a higher
profile in, this important venue. We see opportunities for
Transatlantic there - especially in the motor and liability
sectors, where the decline in insurance capacity has
forced the federal government into a series of wide-ranging
legislative reforms that clearly benefit us.

Transatlantic also maintains an exclusive South African
representative arrangement in Johannesburg that is
managed through the London office. The facility provides
access to the direct production resources in that region.

As a company, we continue to distinguish ourselves in
London with our recognized financial strength, our
capacity to lead-underwrite business and the speed and
reliability of our service. Moreover, we have proven
ourselves to be both enterprising and disciplined in this
market, achieving strong premium growth even as we
have trimmed the number of contracts on our books.

For 2003, we foresee some challenges, including further
competition from the start-up Bermudan reinsurers.
Nonetheless, growth of our London book should continue
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- propelled by additional needed increases in original
rates and improved terms and conditions. '

PARIS

For the year, net premiums written by our Paris office
rose 10 percent over 2001, to $151 million, as the branch
strengthened relationships with key clients in its major
territories - France, Germany, Eastern Europe and
Turkey. In a competitive environment dominated by large
Europe-based reinsurers, we continued to build on our
reputation as excellent security and a responsive and
innovative reinsurer with lead capabilities in all lines of
business. In fact, Transatlantic is becoming an increas-
ingly popular alternative to traditional, slower-moving
reinsurers in many European territories.

In 2002, the Paris branch was also able to build a more
balanced portfolio, developing lines of business outside
of its mainstays — motor and property - such as credit,
aviation and specialty casualty. In addition, the office
improved the geographical balance of its business over
the prior year.

Much of the Paris office’s success in 2002 was attributa-
ble to its ability to take advantage of the improving
conditions, including reduced market capacity, in most
European territories. Regional rates in classes such as
property, marine, aviation and specialty casualty rose
significantly in the aftermath of the terrorist attack on the
U.S. in September 2001,

In addition, by adhering to our strict underwriting stan-
dards and tight control of aggregates, we were able to



avoid the high level of 2002 European flood losses that
other reinsurers suffered. In certain markets and classes
where much-needed price improvements were absent -
due, in part, to the influence of large local reinsurers - we
significantly reduced our participation. Other notable
positive factors included the office’'s increased property
catastrophe capacity and the strength of its motor line.

Thanks to the progress made by the Paris branch in 2002
and the recent withdrawal of some large European rein-
surers from the market, prospects for this office are
favorable. We foresee further rate increases and
tightening of terms and conditions in most of its major
business lines and territories.

ZURICH

2002 represented ancther step forward for our Trans Re
Zurich [TRZ] subsidiary. TRZ achieved strong growth dur-
ing the year, while at the same time maintaining the
disciplined underwriting standards that continue te be of
such great importance even in this improved market
setting. The Zurich-based company’s net premiums
written grew 22 percent from 2001, to $171 million,
despite a marked cutting back of accounts that did not
meet Transatlantic’s underwriting standards.

TRZ continued to generate solid premium growth across
virtually all lines of business - and in its most significant
territory, Italy. In addition, TRZ further defined its role
in accident and health classes by positioning itself as
a niche reinsurer, allocating capacity chiefly to
preferred clients.
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Also, during the year, TRZ beneflted from\the expansion

of its business reLatlor\shlp with Kuwait\Reinsurance
Company (K.S.C.] - in whlch Transatlantic Reinsurance
Company holds a 40 percent mterest We expectthat TRZ

will see an increase |m quallty business from the\Middle

East in the coming year as the\effect of our imp ementa-

tion of business strategle\s at Kuwait Re yields favorable
results. We are, of co\L\Jrse\mlndfu{ of the\tense S|t\uat|or\
in the region - and will\be magnitoring the impact of future
events and potential risks to our business carefully. \

Since the 2001 terrorist attack onthe U.S\there has been \
a clear demand for h|gh quality reinsurance in“the
\

regions serviced by TRZ. In light of the notable W|thdraw\\

al of certain major relnsurerS\from the\market\and a ™~
reduction of capacity, TRZ is seen® ag one of\g dlmlnlshmg
number of reinsurers that the markegplace |dth|f|es as™. -
stable and high-caliber security. TRZ also contmues to
successfully communicate its other strengths to cedants
including: its status as a full-service relnsurer\the expe- . -
rienced team of specialists it retains for allmaJorUnes its
access to Transatlantic’s resources worldwide; and the
accessibility of its in-house actuarial team.

/

For 2003, we anticipate further strong premium growth in

virtually all of TRZ's lines of business and its core territo-
ries, with terms that should be more beneficial than in

prior years. TRZ's strategy will continue to be to allocate

capacity selectively to its chosen core clients, while

maintaining strict underwriting guidelines and writing

specially tailored coverages when opportunities arise.
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Recognizing the demand within Asia for quality lead rein-
surance capacity, Transatlantic's Asia Pacific operations,
which include the Hong Kong and Tokyo branches and
Shanghai representative office, focused on key ceding
companies in the region in 2002 and wrote large shares
on both their treaty and facultative programs. Net
premiums written by the Hong Kong office rose 21 per-
cent over the prior year, to $67 million, while Tokyo office
premium volume increased 36 percent from 2001,
to $34 million - thanks to a hardening rate environment
and our recognized financial strength.

Capacity in the region has been strained by the burden of
losses affecting the world market from the September
2001 terrorist attack in the U.5., thereby afferding well-
positioned reinsurers like Transatlantic opportunities for
growth. Furthermore, certain European-based reinsur-
ers have reduced their presence and underwriting
authority in the region, exercising greater control than
before from their respective home offices. Consequently,
our underwriters are frequently more responsive to
their clients’ needs.

In the Hong Kong office, the treaty portfolio in important
markets such as Taiwan and South Korea showed sub-
stantial improvement in terms and conditions in 2002.
In the Japan branch, we underwrote treaties reflecting
the significant rise in property catastrophe rates - and
also staked out important positions in new nen-catastro-
phe household treaty programs, as well as in desirable
motor business.

N e

n
|
! ASTA
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!
On the facultative sid\e‘}, we benefited as property rates,
terms and conditions\‘greatly improved throughout the
region, especially in Tai\\<van and South Korea, where our
market penetration increased sharply. In particular, we
took advantage of the imp\\ro%d rate environment to elim-
inate less attractive accounts and.fo expand our position

on larger, more profitabte b\uisirﬁs\

Since the terrorist attack of September 11, Transatlantic’s_
Asia Pacific branches have generally exeluded terrorism
coverage from their commercial lines. They have,-howev-
er, provided stand-alone coverage for Such catastrophic
perils on a limited basis, subject to strict ufiderwriting
guidelines. T

Overall, we expect that local markets will continue to
improve in 2003. While certain new market participants
are providing cheaper short-term capacity in parts of the
region, we expect, nevertheless, to compete successfully,
supported by: our staff's product expertise, local knowl-
edge and underwriting authority; its ability to provide risk
management and risk engineering advice; our long-term
commitment to the region; and our unique status in Tokyo
as the only professional foreign reinsurer with a license
to write business in Japan. Furthermore, having been
established as a strong local presence for more than
twenty years, the Tokyo branch remains uniquely placed
to understand client needs and create enduring partner-
ships across all lines of business.
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WITH A STRONG, DEBT-FREE
BALANCE SHEET AND A
CONSERVATIVE INVESTMENT
PHILOSOPHY, TRANSATLANTIC
IS BUILT ON A FOUNDATION
OF FINANCIAL STRENGTH -
THE KEY TO OUR
CONTINUED SUCCESS.
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CAUTIONARY STATEMENT REGCARDING FORWARD-LOCKING INFORMATION

This Annual Report and other publicly available docu-
ments may include, and Transatlantic Holdings, inc. and
its subsidiaries (collectively, TRH] officers and represen-
tatives may from time to time make, statements which
may constitute “forward-looking statements” within the
meaning of the Private Securities Litigation Reform Act
of 1995. 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 regula-
tory actions, market conditions, financial results and
reserves, as well as the expected impact on TRH of nat-
ural and man-made (e.g., terrorist attacks] catastrophic
events and political, economic, legal and social condi-
tions. It is possible that TRH's actual results, financial
condition and expected outcomes may differ, possibly
materially, from those anticipated in these forward-look-

ing 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 and regulatory policies,
volatile and unpredictable developments (including nat-
ural and man-made catastrophes], the legal environ-
ment, 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 Discus-
sion 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

SELECTED CONSOLIDATED FINANCIAL DATA

The following Selected Consolidated Financial Data is prepared in accordance with accounting principles generally

accepted in the United States of America. Such data include the results of TRZ subsequent to the date of its acquisi-
tion by TRC in mid-1996 accounted for as a purchase. The financial information below should be read in conjunction
with the Consolidated Financial Statements and accompanying notes included elsewhere herein.

Years Ended December 31, 2002 2001 2000

(in thousands, except per share data and ratios)

Statement of Operations Data:

Net premiums written $2,500,159 $1,905,647 $1,658,579
Net premiums earned 2,369,452 1,790,339 1,631,536
Net investment income 252,026 240,083 234,485
Realized net capital (losses) gains {5,951} (240) 33,098
Revenues 2,615,527 2,030,182 1,899,119
Operating income (loss] 188,617 (33,786) 268,064
fncome (loss) before income taxes

and cumulative effect of accounting changes 188,320 (34,107) 267,982
Income before cumulative

effect of accounting changes 169,318 18,892 211,638
Cumulative effect of accounting changes ! — — —
Netincome 169,318 18,892 211,638

Per Common Share: 2
income before cumulative
effect of accounting changes: @

Basic $ 326 % 03 % 4.06

Diluted 3.2% 0.36 4.03
Net income: 13!

Basic 3.24 0.36 4.06

Diluted 3.21 0.36 4.03
Cash dividends declared 0.40 0.38 0.35

Share Bata: 20 :
Weighted average common shares outstanding:

Basic 52,302 52,224 52,127

Diluted 52,758 52,736 52,475
Balance Sheet Data [at year end):
Investments and cash $5,587,530  $5,004,431 $4,391,226
Assets 7,286,525 6,741,303 5,522,672
Unpaid losses and loss adjustment expenses 4,032,584 3,747,583 3,077,162
Unearned premiums 707,916 553,734 418,621
Stockholders’ equity 2,030,767 1,846,010 1,856,365
Return on Equity (4 9.3% 1.1% 11.2%

(1] Represents a benefit of $47,000 and a charge of $660 for the cumulative effect of adoption of accounting standards related to income
taxes (SFAS No. 109] and postretirement benefits [SFAS No. 106}, respectively.

{2} Share and per share data have been retroactively adjusted, as appropriate, to reflect common stock splits.

{3] All periods reflect the adoption of the accounting standard related to earnings per share [SFAS No. 128].

{4] Return on equity is net income, excluding cumulative effect of accounting changes and realized net capital {losses) gains, net of income
taxes, expressed as a percentage of average stockholders’ equity, excluding net unrealized appreciation (depreciation] of investments,
net of income taxes.
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10-Year Annual
Compound

1999 1998 1997 1996 1995 1994 1993 Growth Rate
$1,498,524  $1,393,700  $1,294,136  $1,142515  $1,009,227  $ 866,665 $ 631,023 17.9%
1484,634 1380570 1,259,251 1,130,633 981,177 851,183 581,056 17.4
230,739 222,000 207,646 192,636 172,876 153,594 138,902 6.8
82,793 120,899 32,939 18,668 11,119 14,911 5,697 —~
1798166 1,723,469 1,499,836 1,341,937  1,165172 1,019,688 725,655 15.5
236,235 323,580 236,096 197,518 165,320 122,545 96,573 8.3
236,097 323,351 234,726 196,320 163,799 119,262 93,618 8.4
187,362 247,523 185,500 154,860 131,858 101,627 86,743 9.0
- — ~ - —~ - 46,340 -~
187,362 247,523 185,500 154,860 131,858 101,627 133,083 9.0

$ 360 $ 476 $ 358 $ 299 $ 255 $ 197 $  1.68 8.8%
3.58 4.73 3.56 2.98 2.55 1.97 1.68 8.7

3.60 4.76 3.58 2.99 2.55 1.97 2.58 8.8

3.58 4.73 3.56 2.98 2.55 1.97 2.58 8.7

0.32 0.29 0.26 0.22 0.19 0.16 0.13 13.6
52,056 51,955 51,819 51,711 51,613 51,530 51,494 -
52,324 52,297 52,126 51,890 51,788 51,636 51,624 -
$4,333,462  $4,328,833  $3,992,519  $3,589,889  $2,987.915  $2.497,062  $2,361,067 10.7%
5480,198 5,253,249 4,834,980 4,379,141 3,898,967 3457779 3,169,581 9.9
3304931 3,116,038 2918782 2,733,055 2,388,155 2,167,316 1,890,178 8.6
397,783 386,652 366,640 343,936 291,568 249,098 222,625 -
1,642,517 1,610,139 1,356,659 1,137,306 988,502 763,368 771,854 13.7
8.7% 12.7% 14.6% 14.7% 14.9% 12.7% 13.5% —~
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TRANSATLANTIC HOLDINGS, INC. AND SUBSIDIARIES

MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

FINANCIAL STATEMENTS

The following discussion refers to the consolidated
financial statements of Transatlantic Holdings, Inc.
and its subsidiaries {collectively, TRH] as of December
31, 2002 and 2001 and for each of the three years
in the period ended December 31, 2002, which are
presented elsewhere herein. TRH’s principal operating
subsidiaries are Transatlantic Reinsurance Company
(TRC), Trans Re Zurich [TRZ} and Putnam Reinsurance
Company (Putnam].

CRITICAL ACCOUNTING ESTIMATES

Our discussion and analysis of the financial condition and
results of operations are based upon our consolidated
financial statements which have been prepared in accor-
dance 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. We rely on historical experience and on var-
ious other assumptions, that we believe to be reasonable
under the circumstances, to make judgments about the
carrying values of assets and liabilities that are not read-
ity apparent from other sources. Actual results may differ
materially from these estimates.

We believe the following represent our most important
accounting policies as they require management’s most
significant exercise of judgment on both a quantitative and
qualitative basis used in the preparation of TRH’s consol-
idated financial statements and footnotes. The accounting
estimates that result from the application of these poli-
cies require the use of assumptions about certain matters
that are highly uncertain at the time of estimation.

Loss Reserves—TRH’s unpaid losses and loss adjust-
ment expenses, net of reinsurance recoverable thereon,
represent estimates of future liability and related
reinsurance recoverable 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 esti-
mates received from ceding companies. A provision is
included for losses and loss adjustment expenses
incurred but not reperted (IBNR] on the basis of past
experience and other factors. The methods of making
such estimates and for establishing the resulting
reserves and related recoverables are continually
reviewed and updated, and any adjustments resulting
therefrom are reflected in income currently. Provisions
for inflation and “socizal inflation” le.g., awards by judges
and juries which progressively increase in size at a rate
exceeding that of general inflation] are implicitly consid-
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As of December 31, 2002, 2001 and 2000, American
International Group, Inc. (AIG, and collectively, with
its subsidiaries, the AIG Group) beneficially owned
approximately 60% of the Company's outstanding
shares. Financial data discussed below have been
affected by certaintransactions between TRHand the AlG
Group. (See Notes 10, 12 and 14 of Notes to Consolidated
Financial Statements.)

ered in the overall reserve setting process as an element
of numerous judgments which are made as to expected
trends in average claim severity.

Loss and loss adjustment expense reserves, net of
related reinsurance recoverables, include amounts for
risks related to environmental impairment and
asbestos-related illnesses totaling $89 million and $81
million at December 31, 2002 and 2001, respectively. The
majority of TRH’s environmental and asbestos-related
liabilities arise from contracts entered into after 1984.
These obligations generally arose from contracts under-
written specifically as environmental or asbestos-
related coverages rather than from standard general
liability coverages where the environmental or asbestos-
related liabilities were neither clearly defined nor specif-
ically excluded. The reserves carried for such claims,
including IBNR, are based upon known facts and current
law. However, significant uncertainty exists as, among
otherthings, there are 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.

Additionally, loss and loss adjustment expense
reserves, net of related reinsurance recoverables,
include amounts resulting from the September 11, 2001
terrorist attack which are principally related to property
lincluding business interruption), other liability, workers’
compensation and aviation coverages. These amounts
are subject to significant uncertainty due to a variety of
issues such as coverage disputes, the assignment of lia-
bility and a potentially long latency period for claims due
to respiratory disorders and stress. As of December 31,
2002, unpaid losses and loss adjustment expenses, net of
reinsurance recoverable, related to this event totaled
$170 million.

Because the reserving process is inherently difficult
and subjective, actual net losses and loss adjustment
expenses may materially differ from reserves and related
reinsurance recoverables reflected in TRH's consoli-
dated financial statements, and accordingly, may have a




material effect on future results of operations. And while
there is also the possibility of changes in statutes, laws,
regulations and other factors that could have a material
effect on these liabilities and, accordingly, future earn-
ings, TRH believes that its claims reserves carried at
December 31, 2002 are adequate.

Deferred Acquisition Costs—Acquisition costs, con-
sisting primarily of net commissions incurred on busi-
ness conducted through reinsurance contracts or
certificates, are deferred, and then amortized over
the period in which the related premiums are earned,

OPERATIONAL REVIEW

generally one year. Anticipated losses and loss adjust-
ment expenses and estimated remaining costs of servic-
ing the contracts are considered in determining
acquisition costs to be deferred. Anticipated investment
income is not considered in the deferral of acquisition
costs. If the level of actual losses and loss adjustment
expenses and estimated remaining costs of servicing the
contracts materially differs from anticipated levels used
in determining the amount of acquisition costs to be
deferred, future results of operations may be affected,
perhaps materially.

impact of September 11th Terrorist Attack on the United States

Results for 2001 include pre-tax net losses and loss
adjustment expenses of $200 million from the Sep-
tember 11th terrorist attack, or $130 million after tax.
The pre-tax net loss estimate is comprised of gross
incurred losses and loss adjustment expenses of
approximately $500 million less related reinsurance ceded

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 earned primarily on a pro
rata basis 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

of approximately $300 million. The losses recorded for this
event represent TRH's estimate of ultimate losses based
upon information presently available. Net loss payments
related to this event were not material to 2002 or 2001
operating cash flow.

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:

Years Ended December 31, 2002 2001 2000
(doltars in millions) Change Change Change
From From From
Amount Prior Year Amount Prior Year Amount Prior Year

Net premiums written $2,500.2 31.2% $1,905.6 14.9% $1,658.6 10.7%
Net premiums earned 2,369.5 32.3 1,790.3 9.7 1,631.5 9.9
Net investment income 252.0 5.0 2401 2.4 234.5 1.6

For the period under discussion, the reinsurance
market has been characterized by significant competi-
tion worldwide in most lines of business. In late 2000 and
continuing through 2001, rate increases, which were
achieved in many lines, intensified after the net industry
surplus drain occurring as a result of the September 11,
2001 terrorist attack. Market conditions for reinsurers
generally continued to improve throughout 2002 as rates
increased and terms and conditions generally became
more restrictive.

Insurance industry estimates of losses from the Sep-
tember 11, 2001 attack originally ranged from $30 billion
to $70 billion and made this event the most costly insured
catastrophe ever. The range of expected industry loss
remains broad due to the unprecedented nature of this

event and the many lines of business affected. Attracted
by the improved market conditions resulting from this
decline in industry capacity, additional capital entered
the market in late 2001 and into 2002 through the forma-
tion of new companies, principally in Bermuda, and
through the addition of capital to certain existing com-
panies. The additional market capacity has spurred
additional competition, particularly in catastrophe
exposed lines, and may lessen the magnitude of pricing
improvements resulting from the burden of industry
costs from September 11 going forward. While TRH
believes that rate increases will continue through at least
2003, TRH cannot predict, with any reasonable certainty,
future market conditions.
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TRANSATLANTIC HOLDINGS, INC. AND SUBSIDIARIES

MANAGEMENT'S DISCUSSION (CONTINUED)

In 2002 compared to 2001, the net premiums written
increase resutted from significant rate increases and, to
a lesser extent, increased coverage provided. The
increase in net premiums written in 2001 compared
to 2000 resulted from increased coverage provided and,
to a lesser extent, rate increases. In 2002 and 2001, as
compared to the immediately prior years, premium
increases were primarily from treaty business. On a
worldwide basis, casualty lines business represented
73.9% of net premiums written in 2002 versus 79.2%
and 76.7% in 2001 and 2000, respectively. The balance
represented property lines. Treaty business represented
95.4% of net premiums written in 2002 versus 95.7%
in 2001 and 96.3% in 2000. The balance represented
facultative accounts.

Of the total increzse in net premiums written in 2002
compared to 2001, domestic net premiums written
increased by $349.6 mitlion, or 34.5%, to $1,362.6 million,
with significant increases recorded in specialty casualty
(principally directors’ and officers’ liability, professional
liability and medical malpractice], property, general
casualty and ocean marine and aviation lines.

Net premiums written by international offices
increased in 2002 by $244.9 million, or 27.4%, over the
prior year, to $1,137.6 million. All of the international
offices recorded increases in net premiums written, led
by London, TRZ and Miami (serving Latin America and the
Caribbean]. International net premiums written
increased significantly in property, auto liability and spe-
cialty casualty {principally medical malpractice and other
professional liability] lines. International business repre-
sented 45.5% of 2002 net premiums written compared to
46.8% in 2001.

Of the total increase in net premiums written in 2001
compared to 2000, domestic net premiums written
increased by $147.5 million, or 19.8%, to $1,013.0 million,
with significant increases recorded in auto liability, gen-
eral casualty and professional liability lines. These
increases were partially offset by significant decreasesin
accident and health and aviation lines.

Net premiums written by international offices
increased in 2001 by $79.6 mitlion, or 9.8%, over the prior
year, to $892.7 million. The majority of international
offices recorded increases in net premiums written, led
by London and TRZ. International net premiums written
increased significantly in auto liability and professional
liability lines. These increases were partially offset by
significant decreases in aviation and accident and health
lines. International business represented 46.8% of 2001
net premiums written compared to 49.0% in 2000.

Generally, reasons for increases in gross premiums
written between years are similar to those for net premi-
ums written. In 2002, ceded premiums written and
earned increased over 2001. Such increase was caused
by the higher cost of reinsurance coverage and additional
coverage purchased (including catastrophe coverage) in
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2002 over the prior year offset, in part, by a reduction in
ceded premiums written resulting from certain domestic
contracts in the specialty casualty area wherein a portion
of premiums assumed under those agreements were
retroceded to non-affiliates. In 2001 over 2000, ceded
premiums written and earned increased dramatically
over the prior year due also to the higher cost of reinsur-
ance coverage and additional coverage purchased as well
as increases related to the aforementioned domestic
specialty casualty contracts.

As further discussed in Notes 12 and 14 of Notes
to Consolidated Financial Statements, TRH transacts
asignificantamount of business assumed and ceded with
subsidiaries of AIG. TRH either accepts or rejects the pro-
posed transactions with such companies based
on its assessment of risk selection, pricing, terms
and conditions.

With respect to net premiums earned, the increase
in each of 2002 and 2001 compared to the respective
prior year amounts resulted primarily from the growth
in net premiums written in both years.

Netinvestmentincome increased in 2002 compared to
2001, due principally to an increase in interest from fixed
maturities. This increase resulted primarily from the
increased level of operating cash flow in 2002 compared
to 2001 and, to a lesser extent, the positive impact of for-
eign exchange from investment income earned in certain
of our international locations, offset, in part, by the
impact of lower interest rates on fixed maturities pur-
chased compared to interest rates on fixed maturities
sold or matured. (See cash flow discussion under Finan-
cial Condition and Liquidity). Net investment income
increased in 2001 compared to 2000 due to an increase in
income from equities and in other interestincome, offset,
in part, by areductionininterestincome from fixed matu-
rities, due principally to lower interest rates on fixed
maturities purchased compared to interest rates on fixed
maturities sold or matured. (See Note 3 of Notes to
Consolidated Financial Statements.)

The property and casualty insurance and reinsurance
industries use the combined ratio as a measure of under-
writing profitability. The combined ratio reflects only
underwriting results, and does not include income from
investments. Generally, a combined ratio under 100 indi-
cates an underwriting profit and a combined ratio
exceeding 100 indicates an underwriting loss. Underwrit-
ing 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 fac-
tors. The combined ratio represents the sum of the loss
and loss adjustment expense ratio and the underwriting
expense ratio. The loss and loss adjustment expense
ratio represents net losses and loss adjustment
expenses divided by net premiums earned, while the
underwriting expense ratic represents the sum of net




commissions and other operating expenses expressed
as a percentage of net premiums written,

The following table presents loss and loss adjustment
expense ratios, underwriting expense ratios and com-
bined ratios for consolidated TRH, and separately for
its domestic and international components, for the
years indicated:

Years Ended December 31, 2002 2001 2000
Consolidated:
Loss and loss adjustment
expense ratio 75.8 87.2 73.4
Underwriting expense ratio  26.5 27.7 26.5
Combined ratio 102.3 114.9 99.9
Domestic:
Loss and loss adjustment
expense ratio 73.0 86.2 66.7
Underwriting expense ratio  27.6 29.7 28.6
Combined ratio 100.6 115.9 95.3
International:
Loss and loss adjustment
expense ratio 79.2 88.3 80.4
Underwriting expense ratio  25.2 253 243
Combined ratio 104.4 113.6 104.7

There were no significant catastrophe losses occur-
ring during 2002. In addition, as a result of net increases
in estimates of losses occurring in prior years, based
principally upen factors discussed above under Critical
Accounting Estimates, net losses and loss adjustment
expenses were increased by $339.1 million in 2002. Of
this amount, in the fourth quarter of 2002, TRH recorded
an increase to net loss and loss adjustment expense
reserves of $100 million ($55 million domestic and $45
million internationall, resulting in a $65 million after-tax
charge to net income. Such net reserve increase was
largely caused by the impact of losses principally occur-
ring between 1998 and 2000 in certain casualty lines.
Such lines include other liability (a portion of which rep-
resents certain specialty casualty classes such as direc-
tors’ and officers’ liability and professional liability other
than medical malpractice), medical malpractice and
surety. This fourth quarter reserve adjustment was based
primarily on an unexpected increase in the frequency and
severity of reported claims late in the year reflecting
industry-wide trends. The aforementioned fourth quarter
increase to net loss and loss adjustment expense
reserves added 4.2 to each of the loss and loss adjust-
ment expense and combined ratios for consolidated,
domestic and international operations. In addition, as a
result of greater than expected reported loss activity in
2002 indicating that TRH's estimates as of the end of 2001
of the ultimate amounts of losses occurring in 2001 and
prior years required a further net increase, significant
adverse development was also recorded in 2002 on
losses occurring in 1998 through 2001 in the auto liabil-
ity and aviation lines and in 1999 through 2001 in the acci-
dent and health line. These increases to incurred losses
were partially offset by favorable development on losses

occurring in 2007, principally in fire and allied lines and
other liability lines.

TRH’s 2001 results include net pre-tax catastrophe
losses of $215 million {domestic—$115 million; interna-
tional—$100 million], $200 million of which represents
the cost of the September 11th attack. 2001 results
also include pre-tax losses of $60 million [domestic)
for reinsurance exposure related to Enron Corporation.
Such events added 15.4, 18.7 and 11.7 to each of the loss
and loss adjustment expense and combined ratios
for consclidated, domestic and internationat operations,
respectively.

In addition, as a result of net increases in estimates of
losses occurring in prior years, net losses and loss
adjustment expenses were increased by $35.7 million.
Significant adverse developmentwas recorded in 2001 on
losses occurring in 1994 through 1998 in medical mal-
practice, 1997 through 2000 in auto liability, 1998 and
1999 in accident and health and 2000 in the fire line.
These increases to incurred losses were partially offset
by favorable development in 2001 on losses occurring
primarily from 1990 through 1996 and 1999 through 2000
in the other liability line.

2000 catastrophe losses had an immaterial impact on
thatyear'sresults. Inaddition, as a result of netincreases
in estimates of losses occurring in prior years, net losses
and loss adjustment expenses were increased by $14.4
million in 2000. In particular, significant adverse devel-
opment was recorded in 2000 on losses occurring in 1998
and 1999 in fire and allied lines. These increases to
incurred losses were partially offset by favorable devel-
apment in 2000 on losses occurring primarily in 1994
through 1999 in the other liability line.

With respect to ceded incurred losses, 2001 amounts
are significantly higher than comparable 2002 or 2000
amounts due largely to ceded losses in 2001 related to the
September terrorist attack.

While TRH believes that it has taken appropriate steps
to control 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, liquidity or financial position.
Current techniques and models may not accurately pre-
dict the probability of catastrophic events in the future
and the extent of the resulting losses. Moreover, one or
more catastrophe losses could weaken TRH’s retroces-
sionnaires and resultin aninability of TRH to collect rein-
surance recoverables.

The underwriting expense ratio decreased in 2002
compared to 2001 due to decreases of 0.6 in each of the net
commission component and the other operating expense
component of the ratio. With respect to the net commis-
sion component, the decreases between years result from
decreases in Domestic and international-Other business,
offset, in part, by an increase in International-Europe, all
due largely to slight changes in the mix of business
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between periods. With respect to the other operating
expense component, the decreases between years are due
to the fact that the rates of increase in other operating
expenses, spread through all segments, are significantly
exceeded by the rates of increase of net premiums written
for the respective periods. The underwriting expense ratio
increased in 2001 compared to 2000 due principally to an
increase in the commission ratio. This increase was
caused, in large part, by a slight shift in the mix of busi-
ness between years, including an increase in 2001 of
ceded excess-of-loss premiums which have minimal
ceding commissions.

Other deductions generally include currency transac-
tion gains and losses and other miscellaneous income
and expense items.

Pre-tax realized net capital (losses) gains totaled
($6.0) million in 2002, ($0.2) million in 2001 and $33.1
million in 2000. Such gains and losses are generally the
result of investment dispositions which reflect TRH's
investment and tax planning strategies to maximize
after-taxincome. In 2002 only, realized net capital losses
include write-downs totaling $12.1 million and $1.8 mil-
lion of equities available for sale and fixed maturities
available for sale, respectively, related to certain of such
securities that, in the opinion of management, had expe-
rienced a decline in market value that was other than
temporary. (See discussion under Financial Condition
and Liquidity for criteria used in determination of such
write-downs.)

Income [loss) before income taxes was $188.3 million
in 2002, {$34.1) million in 2001 and $268.0 million in 2000.
The increase in income before income taxes in 2002 com-
pared to the prior year resulted, in large part, from the
absence of significant catastrophe losses in 2002. The
other large loss items identified above in 2002 (fourth
quarter increase in net loss reserves) and 2001 [loss
related to Enron reinsurance exposure] also significantly
affected income [loss) before income taxes in those years.
The decrease inincome before income taxes in 2001 com-
pared to 2000 resulted principally from a high level of cat-
astrophe losses and the loss due to Enron reinsurance
exposure in 2001 and a change from realized net capital
gains in 2000 to realized net capital losses in 2001.

Federal and foreign income tax expense (benefit] of
$19.0 million, [$53.0) million and $56.3 million were
recorded in 2002, 2001 and 2000, respectively. The Com-
pany and its domestic subsidiaries, TRC {which includes
foreign operations] and Putnam, filed consolidated fed-
eral income tax returns for the years under discussion,
except those for 2002 which are not yet due. The tax bur-
denamongthe companiesis 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 appropri-
ate, in the consolidated federal income tax return.

The effective tax rates, which represent the sum of
current and deferred income taxes (benefits] divided by
income (loss] before income taxes, were 10.1% in 2002,
155.4% in 2001 and 21.0% in 2000. The adjustments rec-
onciling the “expected” tax expense [benefit) to actual tax
expense (benefit] in each of the three years under dis-
cussion (as detailed in Note 4 of Notes to Consolidated
Financial Statements) are similar in terms of their nature
and relative size, except that the adjustment for tax-
exempt interest has been steadily increasing as the size
of the tax-exempt fixed maturity portfolio has grown in
2002 and 2001 overthe respective immediately prioryear.

However, in 2002 as compared to 2000, the lower
effective tax rate is caused by the fact that adjustments
reducing “expected” tax expense to actual tax expense
represent a larger portion of pre-tax income in 2002 than
in 2000. While these tax adjustments have increased,
pre-tax income in 2002 (for the reasons discussed above)
and the related “expected” tax expense have declined in
2002 as compared to 2000.

In 2001, the unusual effective tax rate results from the
fact that the tax benefit exceeds the amount of pre-tax loss
due to the ability of TRH to reflect the current benefit of
carrying its current year tax net operating loss back to
prior years ($17.7 million current tax benefit and a com-
ponent of federal income tax recoverable on the balance
sheet] and record a deferred tax benefit (included on the
balance sheet as a deferred income tax asset of $19.6 mit-
lion] for a minimum tax credit carryforward which, by law
at that time, could be carried forward indefinitely.
However, a change in the U.S. federal tax law extended
the net operating loss carryback period to five years
enabling TRH to utilize its tax net operating loss for 2001
currently. (See Note 4 of Notes to Consolidated Financial
Statements.)

Net income and net income per common share on a
diluted basis, respectively, were as follows: 2002—
$169.3 million, $3.21; 2001—%18.9 million, $0.36; 2000—
$211.6 million, $4.03. Reasons for the changes between
years are as discussed earlier. Per share amounts have
been retroactively adjusted, as appropriate, to reflect the
3-for-2 common stock split paid in July 2001. (See Note 7
of Notes to Consolidated Financial Statements.)

In the years under discussion, the after-tax impact of
certain significant items included in net income are as
follows: 2002—fourth quarter increase in net loss and
loss adjustment expense reserves—$65.0 million;
2001 —catastrophe losses—$139.8 million (including
$130.0 million related to the terrorist attack]; losses
related to Enron reinsurance exposure—$39.0 million.
After-tax realized net capital (losses) gains included in
netincome amounted to ($3.9) million in 2002, ($0.2) mil-
lion in 2001 and $21.5 million in 2000.




Segment Resulis

{a} Domestic:

2002 compared to 2001—Domestic revenues increased
over the prior year due primarily to increases in net pre-
miums earned for reasons discussed earlier in the Oper-
ational Review. Income before income taxes for 2002 far
exceeded the prior year amount due to improved under-
writing results in 2002 resulting principally from reduced
loss activity and, to a lesser extent, a reduction of the
relationship of underwriting expenses to net premiums
written, each as compared to 2001. [Also see combined
ratio table eartier in Operational Review for relationships
of elements of adjusted underwriting loss with net pre-
miums written and earned.) Loss activity in 2002 includes
a $55 million fourth quarter charge to net losses and loss
adjustment expenses related to an increase in loss
reserves as discussed earlier in the Operational Review.
2001 {oss activity includes significant catastrophe {osses
and a charge related to Enron which are further dis-
cussed in the comparison of 2001 to 2000 below.

2001 compared to 2000—Domestic revenues were
higherin 2001 due to increased net premiums written, as
discussed earlier in the Operational Review, offset, in
part, byagreaterincreaseinnetunearned premiums and
a reduction in realized net capital gains in 2001 as com-
pared to 2000. The greater increase in net unearned pre-
miums in 2001 was due, in large part, to increased net
premiums written volume in the 2001 period, differences
in earnings patterns related to variances in the inception
dates of business assumed and the mix of business
between pro rata and excess-of-loss between periods.
The difference between the loss before income taxes in
2001 compared to the income before income taxes in
2000 was primarily due to a $115 million increase in net
pre-tax catastrophe losses [including $100 million
related to September 11), a net pre-tax loss of $60 million
from estimated reinsurance exposure related to Enron
Corporation, a reduction of pre-tax realized net capital
gains of $29.4 million and an increase in net acquisition
costs—all in 2001 as compared to 2000.

Assets in 2001 significantly exceeded the 2000 amount
due to the short-term investment of funds received under
securities loan agreements, an increase in fixed maturi-
ties available for sale [see Accounting Standards (a) below
discussing change in classification of certain fixed maturi-
ties] and an increase in reinsurance recoverable on paid
and unpaid losses and loss adjustment expenses, related
principally to 2001 catastrophe losses.

{b) Internationat—Europe {London and Paris

branches and TRZ):
2002 compared to 2001—European revenues increased
compared to the prior year primarily due to increases in
net premiums earned in London and Trans Re Zurich. The
majority of these increases occurred in property and auto
ligbility lines. Income before income taxes for 2002

far exceeded the prior year amount due to improved
underwriting results in 2002 resulting principally from
reduced loss activity compared to 2001. Loss activity
in 2002 includes a $30 million fourth quarter pre-tax
charge (related to the London branch] to net losses
and loss adjustment expenses related to an increase
in loss reserves as discussed earlier in the Operational
Review. 2001 loss activity includes significant catastro-
phe losses which are further discussed in the compari-
son of 2001 to 2000 below.

The significantincrease in assets in 2002 as compared
to 2001 is primarily due to significant operating cash flow
in 2002 and, to a lesser extent, the impact of foreign
exchange on investments held, as the U.S. dollar weak-
ened during the year compared to currencies in which the
investments were held.

2001 compared to 2000—Revenues were higher in 2001
compared to 2000 due principally to increases in net
premiums written in London and TRZ related, in large
part, to auto liability lines. The difference between the
loss before income taxes in 2001 compared to income
before income taxes in 2000 was primarily due to $100
million of net pre-tax catastrophe losses related to Sep-
tember 11 incurred primarily through the London market
and increased acquisition costs, offset, in part, by
improved experience in other loss activity.

Assetsin 2001 significantly exceeded the 2000 amount
duetothe short-terminvestment of funds received under
securities loan agreements, an increase in fixed maturi-
ties available for sale, and an increase in reinsurance
recoverable on paid and unpaid losses and loss adjust-
ment expenses, related principally to 2001 catastrophe
losses from the London market related to September 11.

(¢} International—OCther {Miami {serving Latin

America and the Caribbean), Toronto, Hong

Kong and Tekyo branches):

2002 compared to 2007—Revenues increased in 2002
compared to 2001 due to increases in net premiums
earned in each of the offices in this grouping, led by Miami
and Toronto. Loss before income taxes in 2002 worsened
compared to a year ago, due principally to a deterioration
of underwriting results caused by increased loss activity.
Loss activity in 2002 includes a $15 million fourth quar-
ter charge (related to the Miami branch] to net losses and
loss adjustment expenses related to an increase in loss
reserves as discussed earlier in the Operational Review.
The underwriting expense ratio improved in 2002 com-
pared to the prior year.

2001 compared to 2000—Revenues in 2001 were
slightly lower than in 2000 principally as a result of a
reduction in realized net capital gains. The difference
between loss before income taxes recorded in 2001 and
income before income taxes recorded in 2000 was due, in
large part, to increased loss activity in the Latin American
region and in Asia, other than Japan.
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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.
(See Note 13 of Notes to Consolidated Financial State-
ments for a discussion of restrictions on dividend pay-
ment.) In 2002 and 2001, the Company received
cash dividends from TRC of $15.5 million and $26.4
million, respectively. Sources of funds for the operating
subsidiaries consist primarily of premiums, reinsur-
ance 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 rein-
surance premiums, insurance operating expenses,
income taxes and investments in fixed income and equity
securities. Premiums are generally received substan-
tially 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.

At December 31, 2002, totalinvestments and cash were
$5,587.5 million compared to $5,004.4 million at Decem-
ber 31, 2001. The increase was caused, in large part, by
$598.0 million of cash provided by operating activities and,
to a lesser extent, the impact of foreign exchange on
investments held principally in Europe, offset, in part, by
cash flow from financing activities [principally net funds
disbursed under securities loan agreements—see Note 2
of Notes to Consolidated Financial Statements).

For 2002, TRH's operating cash flow of $598.0 million
significantly exceeded the comparable 2001 amount of
$242.1 million. The increase was caused principally by a
significant increase in net premiums written, net of com-
missions, offset, in part, by an increase in paid losses,
each in 2002 as compared to 2001. The increase in paid
losses is due primarily to increasing premium volume in
recent years and a continued shift in the business mix
towards lines with shorier payment patterns.

For 2001, TRH's operating cash flow of $242.1 million
significantly exceeded the comparable 2000 amount of
-$14.9 million. The increase was caused principally by a
significant increase in net premiums written, net of com-
missions, a reduction in paid losses, due, in part, to a
reduction in payments of previously reserved claims,
including net catastrophe losses, and a reduction intaxes
paid, in 2001 versus 2000. TRH's business mix continues
to shift towards lines with shorter payment patterns.

As significant losses from the September 11, 2001 ter-
rorist attack (see Operational Review above] and Enron
reinsurance exposure remain unpaid, TRH expects that
payments related to these events may significantly
reduce cash flow in 2003 and 2004.
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A portion of consolidated operating cash flow, namely,
$250.6 million, $138.6 million and -$5.0 million, was
derived from international operations in 2002, 2001 and
2000, respectively.

TRH believes that its balance of cash and cash equiv-
alents of $127.4 million as of December 31, 2002 and its
future cash flows will be sufficient to meet TRH's cash
requirements through the end of 2003 and thereafter for
a period the length of which is difficult to predict, but
which TRH believes will be at least one year.

If paid losses accelerated significantly beyond TRH's
ability to fund such paid losses from current operating
cash flows, TRH would be compelled to liquidate a por-
tion of its investment portfolio and/or arrange for financ-
ing. Such events that may cause such a liquidity strain
could be the result of several catastrophic events occur-
ring in a relatively short period of time. Additional strain
on liquidity could occur if the investments sold to fund
such paid losses were sold in a depressed marketplace
and/or reinsurance recoverable on such paid losses
became uncollectible.

TRH's fixed maturity investments, approximately
79.9% of total investments as of December 31, 2002, are
predominantly investment grade, liquid securities,
approximately 43% of which will mature in less than 10
years. Also as of that date, approximately 8.4% of total
investments were in common and nonredeemable pre-
ferred stocks, approximately 5.1% of total investments
were in other invested assets, including investments in
partnerships, approximately 6.4% of total investments
were in the short-term investment of funds received
under securities loan agreements, and the remaining
0.2% consisted of short-term investments. Based on the
foregoing, TRH considers its liquidity to be adequate
through the end of 2003 and thereafter for a period the
length of which is difficult to predict, but which TRH
believes will be at least one year.

Activity within the fixed maturities available for sale
portfolio for the years under discussion generally repre-
sented strategic portfolio realignments to maximize
after-tax income. TRH adjusts its mix of taxable and tax-
exemptinvestments, as appropriate, generally as a result
of strategic investment and tax planning considerations.
In addition, TRH engaged in securities lending transac-
tions whereby certain securities [i.e., fixed maturities and
common stocks available for sale] from its portfolio were
loaned to third parties [see Note 2(b) of Notes to Consoli-
dated Financial Statements). 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 $327.3 million and $13.4
million, respectively, as of December 31, 2002




Gross unrealized gains and losses on fixed maturities
available for sale as of December 31, 2002 amounted to
$196.6 million and $16.5 million, respectively.

As of December 31, 2002, 94.8% of the fixed maturity
portfoliowas rated Aaa or Aa, an additional 4.5% was also
rated investment grade or better, 0.7% was rated below
investment grade and less than 0.1% was not rated. Also,
as of December 31, 2002, TRH had no derivative instru-
ments. [See Note 3 of Notes to Consolidated Financial
Statements.)

Management reviews its investments on a continual
basis for evidence of other than temporary declines in
market value and exercises its judgment in making such
a determination and calculating the amount of loss
recognition (as a realized net capital loss). Generally, a
security is considered a candidate for such a write-down
toits current marketvalue from its cost oramortized cost
if it meets any of the following criteria: a} trading at a sig-
nificant discount to par, amortized cost (if lower} or cost
for an extended period of time; or b) a discrete credit
event has occurred, resulting in (i) the issuer defaulting
on a material outstanding obligation; (ii} the issuer seek-
ing protection from creditors under bankruptcy laws or
any similar laws intended for the court supervised reor-
ganization 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 market value substantially lower than
par value of their claims; or c] in the opinion of manage-
ment, it is unlikely that TRH will realize a full recovery on
its investment, irrespective of the occurrence of one of
the foregoing events. As the market price following a sig-
nificant credit event of any issuer may be volatile after
such an event, other factors impacting its market perfor-
mance and its recent financial performance will be con-
sidered todetermine if furtherimpairment has occurred.
{See Operational Review for a discussion of realized net
capital losses resulting from write-downs of securities
for other than temporary declines in market value.]

At December 31, 2002, reserves for unpaid losses and
loss adjustment expenses totaled $4.03 billion, an
increase of $285.0 million, or 7.6%, as compared to
the prior year. A portion of such increase ($100 million}
relates to a fourth quarter increase in net loss reserves in
certain casualty lines which was based primarily on an
unexpected increase in the frequency and severity of
reported claims late in the year (see Note 5 of Notes to
Consolidated Financial Statements). Also at December 31,
2002, reinsurance recoverable on unpaid losses and loss
adjustment expenses totaled $761.6 million, a decrease of
$64.0 million, or 7.8%, from the prior year. This decrease
was related principally to amounts due from affiliates and
occurred in the normal course of business.

Of the amount of reinsurance recoverable on paid and
unpaid losses and loss adjustment expenses, which
totaled $817.6 million as of December 31, 2002, $589.8
million represented balances that were unsecured. Of
such unsecured balances, $123.9 million was due from
affiliates (which are rated AAA] and 88.7% of the remain-
ing balance was due from companies rated A or better.
[See Note 14 of Notes to Consolidated Financial State-
ments.)

TRH's operations are exposed to market risk. Market
risk is the risk of loss of fair market value resulting from
adverse fluctuations in interest rates, equity prices and
foreign currency exchange rates.

Measuring potential losses in fair values is a major
focus of risk management efforts by many companies.
Such measurements are performed through the applica-
tion of various statistical techniques. One such technique
is Value at Risk (VaR). VaR is a summary statistical mea-
sure that uses changesin historical interest rates, equity
prices and foreign currency exchange rates to calculate
the maximum loss that could occur over a defined period
of time given a certain probability.

TRH believes that statistical models alone do not
provide a reliable method of monitoring and controlling
market risk. While VaR models are relatively sophisti-
cated, the quantitative market risk information gener-
ated is limited by the assumptions and parameters
established in creating the related models. Therefore,
such models are tools and do not substitute for the
experience or judgment of senior management.

TRH has performed VaR analyses to estimate the max-
imum potential loss of fair value for financial instruments
for each type of market risk. In this analysis, financial
instrument assets include all investments and cash and
accrued investment income. Financial instrument liabil-
ities include unpaid losses and loss adjustment expenses
and unearned premiums, each net of reinsurance. TRH
has calculated the VaR for 2002 and 2001 using historical
simulation. The historical simulation methodology
entails re-pricing all assets and liabilities under explicit
changes in market rates within a specific historical time
period. In this case, the most recent three years of his-
torical marketinformation for interest rates, equity index
prices and foreign currency exchange rates are used to
construct the historical scenarios. For each scenario,
each transaction is re-priced. Consolidated totals are
calculated by netting the values of all the underlying
assets and liabilities. The final VaR number represents
the maximum potential loss incurred with 95% confi-
dence [i.e., only 5% of historical scenarios show losses
greater than the VaR figure). A one-month holding period
is assumed in computing the VaR figure.
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The following table presents the VaR on a combined basis and of each component of market risk for 2002 and 20071,
VaR with respect to combined ocperations cannot be derived by aggregating the individual risk amounts presented herein.

2002

2001

Market Risk Year-End  Average

High

Low Year-End  Average High

{in millions)
Combined
Interest rate
Equity
Currency

$11
11

$105
104
43

3

$107
104
50

2

8
3

55

3

$111 $96
99 82
55 53

3 3

TRH's stockholders’ equity totaled $2.03 billion at
December 31, 2002, an increase of $184.8 million from
year-end 2001. The net increase consisted principally of
netincome of $169.3 mitlion and an increase in accumu-
tated other comprehensive income of $33.0 million, less
cash dividends declared of $20.4 million.

The increase in accumulated other comprehensive
income consisted principally of the following: net unreal-
ized appreciation of fixed maturities available for sale,
net of income tax, of $50.1 million, caused principally by
a continued decrease in market interest rates; net unre-
alized currency translation gain, net of income tax, of
$21.6 million, caused by a weakening of the U.S. dollar,
particularly against certain European currencies par-
tially offset by net unrealized depreciation of equities, net
of income tax, of $38.8 million, caused principally by a
general weakening of the U.S. economy during the year.

Net unrealized appreciation [depreciation) of invest-
ments, net of income taxes, is subject to significant
volatility resulting from changes in the market value of
fixed maturities and equities available for sale. Market
values may fluctuate due to changesin general economic
and political conditions, market interest rates, prospects
of investee companies and other factors.

Risk-based capital (RBC) standards, promulgated by
the National Association of insurance Commissioners
[NAIC], relate an individual company’s statutory policy-
holders’ surplus to the risk inherent in its overall opera-
tions and sets thresholds at which certain company and
regulatory corrective actions are mandated. At Decem-
ber 31, 2002, the statutory surpluses of TRC and Putnam
each significantly exceeded the level of surplus required
under RBC requirements for regulatory attention.

With respect to commitments and contingent liabili-
ties, see Note 16 of Notes to Consolidated Financial
Statements.
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ACCOUNTING STANDARDS

[al Adoption of Statement of Financial Accounting
Standards {SFAS) No. 133 and Change in
Classification of Certain Fixed Maturities:

SFAS No. 133, "Accounting for Derivative Instruments

and Hedging Activities,” issued by the Financial

Accounting Standards Board (FASB) in June 1998, as

amended, established accounting and reporting stan-

dards for derivative instruments, including certain deriv-
ative instruments embedded in other contracts, and
for hedging activities. In accordance with the standard,

TRH adopted its provisions on January 1, 2001 with no

resulting effect on net income or cash flows.

In accordance with the transition provisions of SFAS
No. 133, as amended, TRH transferred during the first
quarter of 2001 all of its fixed maturities in the held-to-
maturity classification (with an amortized cost of $932.3
million and market value of $982.1 million at the date of
transfer] to the fixed maturities available-for-sale classi-
fication (on the balance sheet) to enhance TRH's flexibil-
ity with respect to future portfolio management. The
resulting increase in unrealized appreciation of invest-
ments, net of income taxes (a component of accumulated
other comprehensive incomel, of $32.4 million (net of a
tax effect of $17.4 million) has been recorded as the
cumulative effect of an accounting change in the Consol-
idated Statement of Comprehensive Income and the Con-
solidated Statement of Stockholders’ Equity in 2001.
Under the provisions of SFAS No. 133, such a transfer
does not affect TRH's intent nor its ability to hold fixed
maturities acquired in the future to their maturity.




{b) Other Accounting Standards:

in December 2002, the FASB issued SFAS No. 148,
“Accounting for Stock-Based Compensation—Transition
and Disclosure,” an amendment of SFAS No. 123,
“Accounting for Stock-Based Compensation,” to provide
alternative methods of transition for a voluntary change
to the fair value based method of accounting for stock-
based employee compensation. in addition, this State-
ment amends the disclosure requirements of SFAS No.
123 to require prominent disclosures in both annual [see
Note 2(j) of Notes to Consolidated Financial Statements])
and interim financial statements about the method of
accounting for stock-based employee compensation and
the effect of the method used onreported results. Inaddi-
tion, if awards of stock-based employee compensation
were outstanding and accounted for under the intrinsic
vatue method of Accounting Principles Board Opinion
(APB] No. 25 for any period for which an income state-
ment is presented, TRH must present the stock-based
employee compensation cost, net of related tax effects,
that would have beenincluded in the determination of net
income if the fair value based method prescribed in SFAS
No. 123 had been applied to all awards.

In accordance with the standard, TRH has adopted the
disclosure provisionsin these footnotes with comparable
information provided for all years for which an income
statement is presented. In addition, TRH expects to adopt
the recognition provisions of SFAS No. 123 in the first
quarter of 2003, and witlreport that change in accounting
principle using the prospective method of transition. That
method requires application of the recegnition provisions
of SFAS No. 123 to all employee awards granted, modi-
fied, or settled on or after that date. The effect of adopt-
ing the recognition provisions of SFAS No. 123 is not
expected to be material to results of operations, financial
position or cash flows for 2003. While the pro forma
impact of applying the aforementioned recognition provi-
sions to all award grants (occurring before and after
adoption of the standard) will continue to be disclosed in
the Summary of Significant Accounting Policies, the
charges to income in 2003 resulting from TRH adopting
the recognition provisions of SFAS No. 123 may not be
indicative of future amounts charged to income, as those
charges to income under the prospective method of tran-
sition witl not reflect costs associated with stock com-
pensation issued or granted prior to 2003. Additional
stock-based compensation in future years is anticipated.

SFAS No. 142, “"Goodwill and Other Intangible Assets,”
was issued by the FASB in June 2001. This statement
addresses financial accounting and reporting for

acquired goodwill and other intangible assets and super-
sedes APB No. 17, “Intangible Assets.” The new standard
addresses how intangible assets that are acquired indi-
viduatly or with a group of other assets (but not those
acquired in a business combination] should be accounted
for in financial statements upon their acquisition. This
statement also addresses how goodwill and other intan-
gible assets should be accounted for after they have been
initially recognized in the financial statements. Among
other things, goodwill and some intangible assets will no
longer be amortized, but will be subject to impairment
tests at least annually. In accordance with the statement,
TRH adopted SFAS No. 142 on January 1, 2002. The
implementation of this standard did not have a material
effect on TRH's results of operations, financial position or
cash flows.

OTHER MATTERS

In 1998, the NAIC adopted the Codification of Statutory
Accounting Principles (Codification] as primary guidance
on statutory accounting effective January 1, 2001. The
Codification provides guidance for areas where previ-
ously statutory accounting had been silent and has atso
changed current statutory accounting in some areas. The
New York Insurance Department (the state of domicile of
TRC and Putnam) adopted most of the Codification guid-
ance for implementation on January 1, 2001, but did not
adopt certain key provisions including those on deferred
income taxes. The cumulative effect of the implementa-
tion of Codification guidance (as adopted by the New York
insurance Department] on the statutory surpius of TRC
and Putnam as of January 1, 2001 was not material. Inthe
fourth quarter of 2002, the guidance related to deferred
income taxes was adopted. Accordingly, as of year-end
2002, statutory surplus of both TRC and Putnam include
the impact of deferred tax assets of $88.3 million and
$4.4 million, respectively, representing the cumulative
benefit of adopting such provision in 2002. Statutory net
income (loss] was not affected.

As one or both of TRC and Putnam is also licensed,
accredited or otherwise permitted to serve as a reinsurer
in all states and the District of Columbia in the United
States, they are required to disclose the differences
between implementing Codification guidance on a New
York State basis and Codification guidance adopted by the
NAIC in a footnote to their statutory filings. As of Decem-
ber 31, 2002, remaining differences between Codification
and those Codification provisions adopted by the New
York Insurance Department are not material to 2002
statutory surplus and net income of TRC or Putnam and
are not expected to be material in the future.
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TRANSATLANTIC HOLDINGS, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

As of December 31,

(in thousands, except share data)

Assets
Investments and cash:

Fixed maturities available for sale, at market value (amortized cost:
2002—%4,181,354; 2001—%3,550,914] (fixed maturities pledged, at
market value: 2002—$327,305; 2001—$385,542)

Equities:

Common stocks available for sale, at market value (cost: 2002—$477,738;

2001—%496,407) [common stocks pledged, at market value: 2002—$13,421;

2001—%37,239)
Nonredeemable preferred stocks available for sale, at market value
(cost: 2002—%$26,205; 2001—%$30,589)
Other invested assets
Short-term investment of funds received under securities loan agreements
Short-term investments, at cost which approximates market vatue
Cash and cash equivalents

$4,361,489

433,670

26,199
278,311
347,647

12,812
127,402

$3,653,941

512,631

30,050
248,275
432,758

2,562
124,214

Total investments and cash 5,587,530 5,004,431
Accrued investment income 80,658 66,850
Premium balances receivable, net 358,214 379,778
Reinsurance recoverablz on paid and unpaid losses and loss adjustment expenses:

Affiliates 191,704 253,919

Other 625,884 620,519
Deferred acquisition costs 132,967 101,146
Prepaid reinsurance premiums 65,809 51,226
Federal income tax recoverable 51,199 43,178
Deferred income taxes 170,822 184,982
Other assets 29,738 35,274

Total assets $7,286,525 $6,741,303
Liabilities and Stockholders’ Equity
Unpaid losses and loss adjustment expenses $4,032,584 $3,747,583
Unearned premiums 707,916 553,734
Reinsurance balances payable 109,082 84,815
Payable under securities loan agreements 347,647 432,758
Other liabilities 58,529 76,403

Total liabilities 5,255,758 4,895,293
Preferred Stock, $1.00 par value; shares authorized: 5,000,000 - —
Common Stock, $1.00 par value; shares authorized: 100,000,000;

shares issued: 2002—53,225,149; 2001 —53,119,945 53,225 53,120
Additional paid-in capital 192,141 189,243
Accumulated other comprehensive income 60,644 27,603
Retained earnings 1,739,200 1,590,487
Treasury Stock, at cost; 864,200 shares of common stock (14,443} (14,443)

Total stockholders’ equity 2,030,767 1,846,010

Total liabilities and stockholders’ equity $£7,286,525 $6,741,303

The accompanying notes are an integral part of the consolidated financiat statements.
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TRANSATLANTIC HOLDINGS, INC. AND SUBSIDIARIES

CONSOGLIDATED STATEMENTS OF OPERATIONS

Years Ended December 31, 2002 2001 2000
lin thousands, except per share data)
Revenues:
Net premiums written $2,500,159 $1,905,647 $1,658,579
Increase in net unearned premiums {130,707} (115,308] [27,043]
Net premiums earned 2,369,452 1,790,339 1,631,536
Net investment income 252,026 240,083 234,485
Realized net capital (losses) gains {5,951} (240) 33,098
2,615,527 2,030,182 1,899,119
Expenses:
Net losses and loss adjustment expenses 1,796,352 1,561,529 1,196,896
Net commissions 607,539 474,899 387,830
Other operating expenses 55,040 52,063 51,930
Increase in deferred acquisition costs (31,821) {24,523) (5,601)
2,427,110 2,063,968 1,631,055
Operating income (loss) 188,417 [33,786) 268,064
Other deductions {97) {321 182
Income (loss) before income taxes 188,320 (34,107) 267,982
Income taxes (benefits):
Current 22,352 [17,089) 56,112
Deferred {3,350] (35,910 232
19,002 (52,999 56,344
Net income $ 169,318 $ 18,892 $ 211,638
Net income per common share:
Basic $ 3.24 $ 0.36 $ 4.06
Diluted 3.21 0.36 4.03
Weighted average common shares outstanding:
Basic 52,302 52,224 52,127
Diluted 52,755 52,736 52,475

 The accompanying notes are an integral part of the consolidated financial statements.
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TRANSATLANTIC HOLDINGS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF STOCKHCLDERS EQUITY

Years Ended December 31,

(in thousands, except per share data)

Common Stock:
Balance, beginning of year
Stock split effected as a dividend
Issued under stock option and purchase plans

Balance, end of year

Additional paid-in capital:
Balance, beginning of year
Stock split effected as a dividend
Excess of proceeds over par value of common stock issued
under stock option and purchase plans

Balance, end of year

Accumulated other comprehensive income:
Balance, beginning of year
Cumulative effect of an accounting change, net of
income tax effect
Other net change for year
[ncome tax effect on other net change

Balance, end of year

Retained earnings:
Balance, beginning of year
Net income
Cash dividends declared (per common share:
2002—$0.40; 2001—%$0.38; 2000—$0.35)

Balance, end of year

Treasury Stock:
Balance, beginning of year
Acquisition of treasury stock

Balance, end of year

Total stockholders’ equity

$ 53120 $ 35574 $ 35528
-~ 17,421 —

105 125 46
53,225 53,120 35,574
189,243 202,593 200,567
- (17.544) —

2,898 4194 2,026
192,141 189,243 202,593
27,603 36,773 18,212
-~ 32,406 —

50,552 (63.964) 28,555
(17,511 22,388 (9,994)
60,644 27,603 36,773
1,590,487 1,591,425 1,398,210
149,218 18,892 211,438
120,605} (19,830) (18,423)
1,739,200 1,590,487 1,591,425
{14,443} (10,0001 (10,000}
— (4,443) —
116,443] (14,443) (10,000)
$2,030,767  $1,846,010  $1,856,345

The accompanying notes are an integral part of the consolidated financial statements.
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TRANSATLANTIC HOLDINGS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31, 2002 2001 2000
{in thousands)
Cash flows from cperating activities:
Net income $ 169,318 $ 18,892 $ 211,638
Adjustments to reconcile net income to net cash
provided by (used in] operating activities:
Changes in unpaid losses and loss adjustment
expenses, unearned premiums and prepaid
reinsurance premiums 424,600 784,468 (204,903]
Changes in premium and reinsurance balances
receivable and payable, net 112,420 [456,663) 124
Change in deferred acquisition costs 31,821} [24,523] (5,601)
Change in accrued investment income _ {17,973} 2,201 4,527
Realized net capital losses (gains] 5,951 240 (33,098)
Changes in current and deferred income taxes {11,372) (80,916) 7,385
Change in net unrealized currency
translation adjustment {4£1,345) [2,608) 20,625
Changes in other assets and liabilities, net (13,729} 2,297 (15,159)
Other, net 1,915 (1,278) (468)
Total adjustments 428,646 223,218 (226,568)
Net cash provided by (used in] operating activities 597,964 242,110 (14,930]
Cash flows from investing activities:
Proceeds of fixed maturities available for sale sold 1,071,013 315,588 299,906
Proceeds of fixed maturities held to maturity redeemed or matured - - 148,829
Proceeds of fixed maturities available for sale redeemed
or matured 296,357 278,857 421,894
Proceeds of equities sold 655,436 798,727 690,300
Purchase of fixed maturities held to maturity — - (16,675]
Purchase of fixed maturities available for sale (1,881,681) (786,623) (763,498)
Purchase of equities (695,699] (812,998] [678,556)
Net purchase of other invested assets {23,948] (14,862] {63,040)
Net sale (purchase) of short-term investment of funds
received under securities loan agreements 85,111 [432,758] —
Net [purchase) sale of short-term investments {10,250} 23,928 (21,599)
Change in other liabilities for securities in course of settlement {6,989] (26,304] 62,521
Other, net 14,693 1,744 (7,327
Net cash (used in) provided by investing activities {495,957} (654,701) 72,755
Cash flows from financing activities:
Net funds [disbursed) received under securities loan agreements {85,111} 432,758 -
Dividends to stockholders {20,505} {19,554) (18,072)
Proceeds from common stock issued 3,003 4,319 2,072
Acquisition of treasury stock — (4,443) -
Other {1,739) (4,819 (8,264)
Net cash (used in) provided by financing activities {104,352} 408,261 (24,264)
Effect of exchange rate changes on cash and cash equivalents 5,533 {702) (8,332
Change in cash and cash equivalents 3,188 [5,032) 25,229
Cash and cash equivalents, beginning of year 124,214 129,246 104,017
Cash and cash equivalents, end of year $ 127,402 $ 124,214 $ 129,246

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

39




TRANSATLANTIC HOLDINGS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF
COMPREHENSIVE INCOME

Years Ended December 31,

2002

2001

2000

(in thousands)
Net income

Other comprehensive income (loss):

Net unrealized appreciation [depreciation] of investments:
Net unrealized holding gains (losses) arising during period
Related income tax effect
Reclassification adjustment for losses (gains) included

in net income
Related income tax effect

Net unrealized currency translation gain (loss)
Related income tax effect

Cumulative effect of an accounting change, net of
related income tax effect

Other comprehensive income (loss)

Comprehensive income

$169,318

$ 18,892

$211,638

11,685 (36,904) 89,168
{4,090} 12,917 (31,209)
5,951 240 (33,098]
{2,083} (84) 11,584
119,463 (23,831} 36,445
32,916 (27,300) [27,515)
{11,338} 9,555 9,631
21,578 (17,745) (17,884)
- 32,406 —
33,041 (9,170] 18,561
$202,359 $ 9,722 $230,199

The accompanying notes are an integral part of the consolidated financial statements.
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TRANSATLANTIC HOLDINGS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. ORGANIZATION AND NATURE OF OPERATIONS
Transatlantic Holdings, Inc. (the "Company”] is a hotding
company, incorporated in the state of Delaware, which
owns all of the common stock of Transatlantic Reinsur-
ance Company (TRC). TRC owns all of the common stock
of Trans Re Zurich (TRZ) and Putnam Reinsurance Com-
pany (Putnam). As of December 31, 2002, 2001 and 2000,
American International Group, Inc. (AlIG, and collectively,
with its subsidiaries, the AlG Group) beneficially owned
approximately 60% of the Company’s outstanding shares.
Transatlantic Holdings, Inc. and its subsidiaries [col-
lectively, TRHJ, through its operating subsidiaries TRC,
TRZ and Putnam, offers reinsurance capacity for a full
range of property and casualty products to insurers and

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(al BASIS OF PRESENTATION AND PRINCIPLES

OF CONSOLIDATION:

The accompanying consolidated financial statements have
been prepared on the basis of accounting principles gener-
ally accepted in the United States of America (GAAP). Cer-
tain reclassifications have been made to conform prior
years' presentations with 2002.

The preparation of financial statements in conformity
with GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and
liabitities and disclosure of contingent assets and liabilities
at the date of the financial statements and reported
amounts of revenues and expenses during the reporting
periods. Actual results could differ from those estimates.

These consolidated financial statements include the
accounts of the Company and its subsidiaries. Intercompany
accounts and transactions have been eliminated.

(b} INVESTMENTS:

Fixed maturities are classified as held-to-maturity and car-
ried at amortized cost if TRH has the positive intent and abil-
ity to hold each of these securities to maturity. In the first
quarter of 2001, TRH transferred all of its fixed maturities
previously classified as held-to-maturity {and carried at
amortized cost] to the available for sale classification. (See
discussion on Adoption of Statement of Financial Account-
ing Standards (SFAS] No. 133 and Change in Classification
of Certain Fixed Maturities in Note 2(k){1].) As of December
31,2002 and 2007, all fixed maturities are classified as avail -
able-for-sale and carried at market value. Common and
nonredeemable preferred stocks are carried principally at
market value. Market values for fixed maturity securities
and equities are generally based upon quoted market
prices. For certain fixed maturity securities, for which mar-
ket prices were not readily available, market values were
estimated using values obtained from independent pricing
services. Other invested assets consist of investments in

reinsurers on a treaty and facultative basis, with an
emphasis on specialty classes. Including domestic as
well as international risks, TRH's principal lines of busi-
ness are auto liability {including nonstandard risks),
other liability (including directors’ and officers’ liability
and other professional liability), medical malpractice,
ocean marine and aviation, accident and health and
surety and credit in the casualty lines, and fire, home-
owners and auto physical damage in the property lines
{which include property catastrophe risks]. Casualty
lines represented 73.9%, 79.2% and 76.7% of net premi-
umswritten in 2002, 2001 and 2000, respectively. The bal-
ance represented property lines.

partnerships, a limited duration bond fund managed by an
AlG subsidiary and other investments which are carried pri-
marily at market value. Short-term investments are carried
at cost, which approximates market value.

In 2002 and 2001, TRH engaged in securities lending
transactions whereby certain securities (i.e,, fixed maturi-
ties 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. Such
funds are held in a pooled account of the lending agent in
these transactions (an AlG subsidiaryl and are carried as an
investment on the balance sheet (at cost, which approxi-
mates market value] in accordance with SFAS No. 140,
“Accounting for Transfers and Servicing of Financial Assets
and Extinguishments of Liabilities—a replacement of SFAS
No.125." Aliabilityisrecorded in an amount equal to the col-
lateral received to recognize TRH's obligation to return such
funds when the related lcaned securities are returned. The
market value of the loaned securities is monitored on a daily
basiswith additional collateral obtained or refunded as such
value fluctuates. Fees received net of fees paid related to
these transactions are recorded in net investment income.

Realized gains or losses onthe sale of investments are
determined on the basis of specific identification. In addi-
tion, where the declines in the market value of securities
below cost or amortized cost are considered to be other
than temporary, a realized loss is recorded for the differ-
ence between cost or amortized cost and estimated mar-
ket value of such securities. Except where there has been
an other than temporary impairment of market value,
changes in unrealized appreciation [depreciation] of
fixed maturities available for sale, equity invest-
ments and other invested assets are charged or
credited, net of deferred income taxes, directly to
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TRANSATLANTIC HOLDINGS, INC. AND SUBSIDIARIES

NOTES (coONTINUED)

accumulated other comprehensive income (see Note 9], a
compeonent of stockholders’ equity. Investment income is
recorded as earned. Amortization of fixed maturity pre-
mium and the accrual of fixed maturity discount are
charged or credited to net investment income.

{c) CASH AND CASH EQUIVALENTS:

Cash and cash equivalents generally include cash
deposited in demand deposits at banks and highly liquid
investments with original maturities of 90 days or less.

{d) DEFERRED ACQUISITION COSTS:

Acquisition costs, censisting primarily of net commis-
sions incurred on business conducted through reinsur-
ance contracts or certificates, are deferred, and then
amortized over the period in which the related premiums
are earned, generally cne year. Anticipated losses and
loss adjustment expenses and estimated remaining
costs of servicing the contracts are considered in deter-
mining acquisition costs to be deferred. Anticipated
investment income is not considered in the deferral of
acquisition costs.

{e} PREMIUM REVENUES:

Premiums are earned primarily on a pro rata basis 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 cov-
erages. In the Consolidated Statements of Operations,
premiums written and earned and the change in unearned
premiums are presented net of reinsurance ceded.

{f} LOSSES AND LOSS ADJUSTMENT EXPENSES:
Losses and loss adjustment expenses, net of related
reinsurance recoverable, are charged to income as
incurred. Unpaid losses and loss adjustment expenses
are principally based on reports and individual case esti-
mates received from cading companies. An amount is
included for losses and loss adjustment expenses
incurred but not reported (IBNR) on the basis of past
experience. The methods of making such estimates and
for establishing the resulting reserves are continually
reviewed and updated, and any adjustments resulting
therefrom are reflected in income currently.

Unpaid losses and loss adjustment expenses include
certain amounts for the reinsurance of risks related to
environmental impairment and asbestos-related ill-
nesses. The majority of TRH’s environmental and
asbestos-related liabilities arise from contracts entered
into after 1984. These obligations generally arose from
contracts underwritten specifically as environmental or
asbestos-related coverages rather than from standard
general liability coverages where the environmental or
asbestos-related liabilities were neither clearly defined
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nor specificatly excluded. The reserves carried at Decem-
ber 31, 2002 for such claims, inctuding IBNR, are based
upon known facts and current law. However, significant
uncertainty exists as, among other things, there are
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. Further, there is always the possibil-
ity of changes in statutes, laws, regulations and other fac-
tors that could have a material effect on these liabilities
and, accordingly, future earnings.

Additionally, loss and loss adjustment expense
reserves, net of related reinsurance recoverables,
include amounts resulting from the September 11, 2001
terrorist attack which are principatly related to property
lincluding business interruption}, other liability, workers’
compensation and aviation coverages. These amounts
are subject to significant uncertainty due to a variety of
issues such as coverage disputes, the assignment of lia-
bility and a potentially long latency period for claims due
to respiratory disorders and stress. [See Note 8.)

{gl DEFERRED INCOME TAXES:

Deferred income taxes are provided for the expected tax
effect of temporary differences between the amounts of
assets and liabilities used for financial reporting pur-
poses and the amounts used in tax returns.

{h} REINSURANCE DEPOSITS:

Amounts received pursuantto reinsurance contracts that
are not expected to indemnify the ceding company
against loss or liability are recorded as deposits and
included in “reinsurance balances payable” on the Con-
solidated Balance Sheets. These deposits are treated as
financing transactions and are credited with interest
according to contract terms.

{i} CURRENCY TRANSLATION:
Assets and liabilities denominated in foreign currencies
are translated into U.S. dollars at year-end exchange
rates. Income and expense accounts are translated at
average exchange rates for the year. The resulting net
unrealized currency translation gain {loss) for functional
currencies is reflected in accumulated other compre-
hensive income, a component of stockholders’ equity.
Transaction gains and losses on assets and liabilities
denominated in fareign currencies which are not desig-
nated as functional currencies are reflected in results of
operations during the period in which they occur.

(j} STOCK-BASED COMPENSATION:

The Company accounts for its stock options based on the
intrinsic value method prescribed in Accounting Princi-
ples Board Opinion [APB] No. 25 and related interpreta-
tions, as permitted under SFAS No. 123. {See Notes



2(k}lii) and 11 for a discussion of the Company’s stock
option plans.) Had compensation cost been charged to
earnings in accordance with the fair value method dis-

cussed in SFAS No. 123, the Company’'s net income and
net income per share (on a pro forma basis) would have
been as follows:

Years Ended December 31, 2002 2001 2000
(in thousands, except per share data)
Net income:
As reported $169,318 $18,892 $211,638
Deduct:Total stock-based compensation expense determined under
fair value based method for all awards, net of related tax effects (3,134) (2,811) (2,577)
Pro forma 166,184 16,081 209,061
Net income per common share (split-adjusted]:
As reported:
Basic 3.24 0.36 4.06
Diluted 3.21 0.36 4.03
Pro forma:
Basic 3.18 0.31 4.01
Diluted 3.15 0.30 3.98

(k] ACCOUNTING STANDARDS:

(i} Adoption of SFAS Ne. 133 and Change in

Classification of Certain Fixed Maturities:

SFAS No. 133, "Accounting for Derivative Instruments
and Hedging Activities,” issued by the Financial Account-
ing Standards Board (FASB] in June 1998, as amended,
established accounting and reporting standards for
derivative instruments, including certain derivative
instruments embedded in other contracts, and for hedg-
ing activities. In accordance with the standard, TRH
adopted its provisions on January 1, 2001 with no result-
ing effect on net income or cash flows.

In accordance with the transition provisions of SFAS
No. 133, as amended, TRH transferred during the first
quarter of 2001 all of its fixed maturities in the held-to-
maturity classification (with an amortized cost of $932.3
million and market value of $982.1 million at the date of
transfer] to the fixed maturities available-for-sale classi-
fication (on the balance sheet) to enhance TRH’s flexibility
with respect to future portfolio management. The result-
ing increase in unrealized appreciation of investments,
net of income taxes (a component of accumulated other
comprehensive income), of $32.4 million [net of a tax
effect of $17.4 million) has been recorded as the cumula-
tive effect of an accounting change in the Consolidated
Statement of Comprehensive Income and the Consoli-
dated Statement of Stockholders” Equity in 2001. Under
the provisions of SFAS No. 133, such a transfer does not
affect TRH's intent nor its ability to hold fixed maturities
acquired in the future to their maturity.

(i) Other Accounting Standards:

In December 2002, the FASB issued SFAS No. 148,
“Accounting for Stock-Based Compensation—Transition
and Disclosure,” an amendment of SFAS No. 123,

“Accounting for Stock-Based Compensation,” to provide
alternative methods of transition for a voluntary change
to the fair value based method of accounting for stock-
based employee compensation. In addition, this State-
ment amends the disclosure requirements of SFAS Ne.
123 to require prominent disclosures in both annual [see
Note 2(j)} and interim financial statements about the
method of accounting for stock-based employee com-
pensation and the effect of the method used on reported
results. In addition, if awards of stock-based employee
compensation were outstanding and accounted for under
the intrinsic vatue method of APB No. 25 for any period
for which an income statement is presented, TRH must
present the stock-based employee compensation cost,
net of related tax effects, that would have been included
in the determination of net income if the fair value based
method prescribed in SFAS No. 123 had been applied to
all awards.

In accordance with the standard, TRH has adopted the
disclosure provisions in these footnotes with comparable
information provided for all years for which an income
statement is presented. In addition, TRH expects to adopt
the recognition provisions of SFAS No. 123 in the first
quarter of 2003, and will report that change in accounting
principle using the prospective method of transition. That
method requires application of the recognition provisions
of SFAS No. 1283 to all employee awards granted, modi-
fied, or settled on or after that date. The effect of adopt-
ing the recognition provisions of SFAS No. 123 is not
expected to be material to results of operations, financial
position or cash flows for 2003. While the pro forma
impact of applying the aforementioned recognition provi-
sions to all award grants (occurring before and after
adoption of the standard) will continue to be disclosed in
the Summary of Significant Accounting Policies, the

43




TRANSATLANTIC HOLDINGS, INC. AND SUBSIDIARIES

NOTES (CONTINUED)

charges to income in 2003 resulting from TRH adopting
the recognition provisions of SFAS No. 123 may not be
indicative of future amounts charged to income, as those
charges toincome undar the prospective method of tran-
sition will not reflect costs associated with stock com-
pensation issued or granted prior to 2003. Additional
stock-based compensation in future years is anticipated.

SFAS No. 142, "Goodwill and Other Intangible Assets,”
was issued by the FASB in June 2001. This statement
addresses financial accounting and reporting for
acquired goodwill and other intangible assets and super-
sedes APB No. 17, “Intangible Assets.” The new standard
addresses how intangible assets that are acquired indi-
vidually or with a group of other assets (but not those

3. INVESTMENTS

{al STATUTORY DEPOSITS:

Investments, the substantial majority of which are fixed
maturities and commen stocks available for sale, were
deposited with governmental authorities as required by
law and amounted to approximately $142,000,000 and
$126,000,000 at December 31,2002 and 2001, respectively.

{b) NET INVESTMENT INCOME:
An analysis of net investment income of TRH follows:

Years Ended December 31, 2002 2001 2000
{in thousands)
Fixed maturities $210,548 $200,955 $207,569
Equities 21,822 18,703 9,988
Other 24,807 26,008 22,039
Total investment
income 257,177 245,666 239,596
Investment expenses (8,151} (5,583) (5,111
Net investment
income $252,026 $240,083 $234,485

b4

acquiredinabusiness combination) should be accounted
for in financial statements upon their acquisition. This
statement also addresses how goodwill and other intan-
gible assets should be accounted for after they have been
initially recognized in the financial statements. Among
other things, goodwill and some intangible assets will no
longer be amortized, but will be subject to impairment
tests at least annually. In accordance with the statement,
TRH adopted SFAS No. 142 on January 1, 2002, The
implementation of this standard did not have a material
effecton TRH's results of operations, financial position or
cash flows.

{c} INVESTMENT GAINS AND LOSSES:

Realized net capital [losses] gains, principally on sales
of investments, and the change in net unrealized appre-
ciation (depreciation] of investments are summarized
as follows:

Years Ended December 31, 2002 2001 2000
(in thousands)
Realized net capital
(losses) gains:
Fixed maturities $63563 $ (803) $1(33,573)
Equities (69,788) (258) 66,879
Other 274 821 (208)
Totals $ (59510 $ (240) $ 33,098
Change in net unrealized
appreciation
(depreciation) of
investments: (1
Fixed maturities
carried at
amortized cost (2 $ —  $(49,855] $ 29,083
Fixed maturities
carried at market (@ 77,108 55,318 128,481
Equities (59,759) {41,909] (69,958]
Other 287 (218) (2,456)
Totals $ 17,636  $(36,664) $ 85,150

(1) Before deferred income tax effect.
(2) Amounts for 2001 include the change in classification of certain
fixed maturities (see Note 2{k){/]).



(d) FIXED MATURITIES:
The amortized cost and market value of fixed maturities at December 31, 2002 and 2001 are summarized as follows:

Gross Unrealized

Amortized Market
2002 Cost Gains Losses Value
{in thousands)
Fixed maturities available for sale
and carried at market value:
U.S. Government and government agencies $ 264,168 $ 11,156 $ 261 % 275,063
States, foreign and domestic municipalities and
political subdivisions 3,002,045 153,882 3,898 3,152,029
Foreign governments 165,295 5,555 — 170,853
Corporate 749,846 26,012 12,311 763,547
Totals $4,181,354 $196,605  $16,470 $4,361,489
Amortized Gross Unrealized Market
2001 Cost Gains Losses Value
(in thousands)
Fixed maturities available for sale
and carried at market value: .
U.S. Government and government agencies $ 273941 $ 10980 $ 663 $ 284,258
States, foreign and domestic municipalities and
political subdivisions 2,501,992 90,062 7.464 2,584,590
Foreign governments 180,066 4191 833 183,424
Corporate 594,915 18,796 12,042 601,669
Totals $3,550,914  $124,029 $21,002 $3,653,941

The amortized cost and market value of fixed maturi-
ties at December 31, 2002 by contractual maturity, are as
follows. Expected maturities may differ from contractual
maturities because borrowers may have the right to call
or prepay obligations with or without call or prepayment
penalties. Investments in fixed maturities exclude short-
term investments.

Amortized Market
Cost Value
(in thousands|
Fixed maturities
available for sale:
Due in one year or less $ 296,147 $ 299,934
Due after one year through
five years 773,857 805,834
Due after five years through
ten years 729,259 760,103
Due after ten years 2,382,097 2,495,618
Totals $4,181,354 $4,361,489

Gross gains of $76,037,000, $6,069,000 and $6,688,000
and gross losses of $11,146,000, $7,145,000 and
$41,457,000 were realized on sales of investments in
fixed maturities available for sale in 2002, 2001 and 2000,
respectively.

{e) EQUITIES:

Gross gains of $45,978,000, $90,698,000 and
$118,739,000 and gross losses of $103,644,000,
$90,956,000 and $51,860,000 were realized on sales
of equities in 2002, 2001 and 2000, respectively. At
December 31, 2002 and 2001, net unrealized {deprecia-
tion) appreciation of equities [before applicable income
taxes) included gross gains of $12,100,000 and
$31,723,000 and gross losses of $56,174,000 and
$16,038,000, respectively.
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4. FEDERAL AND FOREIGN INCOME TAXES

(a) The Company files a U.S. consolidated federal income
tax return with its domestic subsidiaries, TRC [which
includes foreign operations) and Putnam. TRC will also
include as part of its taxable income 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.

The U.S. federal income tax rate was 35% for 2002,
2001 and 2000. Actual tax expense (benefit] on income
(loss) before income taxes differs from the “expected”
amount computed by applying the U.S. federalincome tax
rate because of the following:

Years Ended December 31,

2002

2001 2000

[dollars in thousands)

Percent of
Income Before

Amount Income Taxes

Percent of
Income Before
Income Taxes

Percent of
income Before
Income Taxes

Amount Amount

“Expected” tax expense (benefit)

Adjustments:
Tax-exempt interest

$ 85,912 35.0%

(41,128) {21.8

$(11,937) 35.0% $ 93,794 35.0%

(37,128 108.9 (34,837] (13.0)

Dividends received deduction

Other (3,699]

(2,083) (1.1
(2.0 (37] 0.1

(1,458] (0.6]
(1,155) (0.4)

(3,897) 1.4

Actual tax expense (benefit) $ 19,002

10.1%

$(52,999) 155.4%  $ 56,344 21.0%

Foreign and domestic components
of actual tax expense [benefit):

Foreign $ 5,276 $ 3,994 $ 2,717

Domestic:
Current 17,076 (21,083) 53,395
Deferred (3,350} {35,910) 232
$ 19,002 $(52,999) $ 56,344

The domestic current tax benefit for 2001 includes
$17.7 million resulting from a tax net operating loss car-
ryback to prior years. In addition, the 2001 domestic
deferred tax benefitincludes $19.6 million resulting from
a minimum tax credit carryforward which, by law, was
able to be carried forward indefinitely in accordance with
U.S. federal income tax law in effect for 2001.

However, in the first quarter of 2002, a change in the
U.S. federat income tax law extended the net operating
loss carry back period to five years. As a result, the $19.6
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million deferred tax asset, established in 2001, was
reclassified in 2002 to a current tax benefit as the tax law
now permits TRH to fully utilize its tax net operating loss
for 2001 currently. To record the impact of this tax law
change in 2002, deferred income tax assets and the
domestic deferred income tax benefit have been reduced
by $19.6 million, and federal income tax recoverable has
been increased by, and domestic current income tax
expense has been reduced by $19.6 million.



(b} The components of the net deferred income tax asset at December 31, 2002 and 2001 were as follows:

2002 2001
{in thousands)
Deferred income tax assets:
Unpaid losses and loss adjustment expenses, net of related reinsurance recoverable $200,948 $182,398
Unearned premiums, net of prepaid reinsurance premiums 464,948 35,176
Cumulative translation adjustment 15,044 26,383
Minimum tax credit carryforward 2,041 19,600
Foreign tax credit carryforward 1,353 -
Other 8,950 6,467
Total deferred income tax assets 273,284 270,024
Deferred income tax liabilities:
Deferred acquisition costs 46,538 35,401
Net unrealized appreciation of investments 47,699 41,527
Other 8,225 8,114
Total deferred income tax liahilities 102,462 85,042
Net deferred income tax asset $170,822 $184,982

No valuation allowance has been recorded.

(c] Income tax payments by TRH totaled $29,962,000, $27,702,000 and $47,594,000in 2002, 2001 and 2000, respectively.

5. LIABILITY FOR UNPAID LOSSES AND LOSS ADJUSTMENT EXPENSES
Activity in the liability for unpaid losses and loss adjustment expenses is summarized as follows:

Years Ended December 31, 2002 2001 2000
[in thousands)
At beginning of year:
Unpaid losses and loss adjustment expenses $3,747,583 $3,077.162 $3.304,931
Less reinsurance recoverable 838,696 462,245 542,769
Net unpaid losses and loss adjustment expenses 2,908,887 2,614,917 2,762,162
Net losses and loss adjustment expenses incurred in respect of
losses occurring in:
Current year 1,457,226 1,525,857 1,182,539
Prior years 339,126 35,672 14,357
Total 1,796,352 1,561,529 1,196,896
Net losses and loss adjustment expenses paid in respect of
losses occurring in:
Current year 413,759 374,807 390,433
Prior years 1,033,574 892,752 953,708
Total 1,467,333 1,267,559 1,344,141
At end of year:
Net unpaid losses and loss adjustment expenses 3,257,906 2,908,887 2,614,917
Plus reinsurance recoverable 774,678 838,696 462,245
Unpaid losses and loss adjustment expenses $4,032,584 $3,747,583 $3,077,162
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There were no significant catastrophe losses occur-
ring during 2002. In addition, as a result of netincreases
in estimates of losses cccurring in prior years, net losses
and loss adjustment expenses were increased by $339.1
million in 2002. Of this amount, in the fourth quarter of
2002, TRH recorded an increase to net loss and loss
adjustment expense reserves of $100 million, resulting
in a $65 million after-tax charge to net income. Such net
adjustment was largely caused by the impact of losses
principally occurring between 1998 and 2000 in certain
casualty lines. Such lines include other liability (a portion
of which represents certain specialty casuatty classes
such as directors’ and officers’ liability and professional
liability other than medical malpractice}, medical mal-
practice and surety. This fourth quarter reserve adjust-
ment was based primarily on an unexpected increase in
the frequency and severity of reported claims late in the
year reflecting industry-wide trends. In addition, as a
result of greater than expected reported loss activity in
2002 indicating that TRH's estimates as of the end of 2001
of the ultimate amounts of tosses occurring in 2001 and
prior years required a further net increase, significant
adverse development was also recorded in 2002 on
losses occurring in 1998 through 2001 in the auto liabil-
ity and aviation lines and in 1999 through 2001 in the acci-
dent and health line. These increases to incurred losses
were partially offset by favorable development on losses
occurring in 2001, principally in fire and allied lines and
other liability lines.

2001 current year net losses and loss adjustment
expenses incurred include catastrophe losses of $215
million ($200 million of which represents the estimated
cost of the September 11th attack—see Note 8] and a loss
of $60 million for the estimated reinsurance exposure
related to Enron Corporation,

In addition, as a result of net increases in estimates of
losses occurring in prior years, net losses and loss
adjustment expenses were increased by $35.7 million.
Significant adverse developmentwas recorded in 2001 on
losses occurring in 1994 through 1998 in medical mal-
practice, 1997 through 2000 in auto liability, 1998 and
1999 in accident and health and 2000 in the fire tine.
These increases to incurred losses were partially offset
by favorable development in 2001 on losses occurring
primarily from 1990 through 1996 and 1999 through 2000
in the other liability line.

2000 catastraphe losses had an immaterial impact on
thatyear’s results. In addition, as a result of netincreases
in estimates of losses occurring in prior years, net losses
and loss adjustment expenses were increased by $14.4
million in 2000. In particular, significant adverse devel-
opment was recorded in 2000 on losses occurringin 1998
and 1999 in fire and allied lines. These increases to
incurred losses were partially offset by favorable devel-
opment in 2000 on losses occurring primarily in 1994
through 1999 in the other liability line.

6. COMMON STOCK
Common stock activity for each of the three years in the period ended December 31, 2002 was as follows:

2002 2001 2000
Shares outstanding, beginning of year 52,255,745 34,773,608 34,727,822
Issued under stock option and purchase plans 105,204 124,945 45,786
Stock split effected as a dividend -— 17,421,392 -
Acquisition of treasury stock - (64,200) -
Shares outstanding, end of year 52,360,949 52,255,745 34,773,608

As aresutt of a common stock splitin the form of a 50%
stock dividend, common stock increased by $17.4 million
and additional paid-in capital decreased by $17.5 million
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in 2001. This stock split was paid on July 20, 2001, to hold-
ers of record on June 29, 2001.




7. NET INCOME PER COMMON SHARE

Net income per common share has been computed in the following table based upon weighted average common
shares outstanding. Share and per share amounts have been retroactively adjusted, as appropriate, to reflect a 3-for-
2 split of the common stock in the form of a 50% stock dividend, paid in July 2001.

Years Ended December 31, 2002 2001 2000
lin thousands, except per share data)
Net income (numerator] $169,318 $18,892 $211,638
Weighted average common shares outstanding used in the
computation of net income per common share:
Average shares issued 53,166 53,044 52,927
Less: Average shares in treasury 864 820 800
Average outstanding shares—basic ([denominator) 52,302 52,224 52,127
Average potential shares, principally stock options 453 512 348
Average outstanding shares—diluted ([denominator] 52,755 52,736 52,475
Net income per common share:
Basic $ 324 $ 0.36 $ 406
Diluted 3.21% 0.36 4.03

Results for 2001 include pre-tax net losses and loss
adjustment expenses of $200 million from the Septem-
ber 11th terrorist attack, or $130 miltion after tax. The
pre-tax net loss estimate is comprised of gross incurred
losses and loss adjustment expenses of approximately

9. ACCUMULATED OTHER COMPREHENSIVE INCOME

as follows:

8. IMPACT OF SEPTEMBER 11TH TERRORIST ATTACK ON THE UNITED STATES

$500 million less related reinsurance ceded of approxi-
mately $300 million. The losses recorded for this event
represent TRH's estimate of ultimate losses based upon
information presently available.

The components of accumulated other comprehensive income and changes in such amounts between years are

Net Unrealized

Net Unrealized Currency
Appreciation Translation Accumulated
of Investments, (Loss) Gain, Other
Net of Netof Comprehensive
Income Tax Income Tax Income
[in thousands)
Balance, December 31, 1999 $ 32,101 $(13,889] $ 18,212
Change during year 36,445 (17,884) 18,561
Balance, December 31, 2000 68,546 (31,773) 36,773
Cumulative effect of an accounting change,
net of income tax (See Note 2(k]{i}] 32,406 — 32,406
Other change during year (23,831] (17,745) {41,576)
Balance, December 31, 2001 77,121 [49,518) 27,603
Change during year 11,463 21,578 33,041
Balance, December 31, 2002 $ 88,584 $(27,940] $ 60,644

10. PENSION, SAVINGS AND STOCK INCENTIVE PLANS

TRH’s employees participate in benefit plans administered
by the AIG Group (see Note 11), including a noncontribu-
tory defined benefit pension plan, an employee stock pur-
chase plan, a stock incentive plan and a voluntary savings

plan (a 401(k]) plan] which provides for certain matching
contributions. A substantial majority of TRH's employees
are eligible to participate in these plans. Certain of these
plans do not separately identify plan benefits and plan
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assets attributable to employees of participating compa-
nies. In the opinion of management, no material addi-
tional liability would accrue to TRH were such plan
benefits and plan assets identifiable.

fn addition, under TRH's 1990 Employee Stock Pur-
chase Plan, as amended, full-time employees with at
least one year of employment with the Company or any of
its subsidiaries are eligible to receive privileges to pur-
chase shares of the Company’'s common stock at a price
which is 85% of the fair market value of such stock on the
date of subscription. An aggregate of 1,125,000 shares of
common stock has been authorized for subscription and
1,122 shares were purchased under the planin 2002.

11.STOCK OPTION PLANS

in 2000, the Company’s Board of Directors adopted, and
the stockholders approved, the "Transatlantic Holdings,
fnc. 2000 Stock Option Plan” (the 2000 Plan). This plan
provides that options may be granted tc certain key
employees and non-employee directors to purchase a
maximum of 2,250,000 shares of the Company’s common
stock at prices not less than their fair market value at the
date of grant. At December 31, 2002, 1,523,557 shares
were reserved for future grants under the 2000 Plan. The
2000 Plan also provides that 25% of the options granted
become exercisable on the anniversary date of the grant
in each of the four years following the grant and expire 10
years from the date of grant. The Company also main-
tains the "Transatlantic Holdings, Inc. 1995 Stock Option
Plan” (the 1995 Plan) and the “Transatlantic Holdings,
Inc. 1990 Stock Option Plan” (the 1990 Plan}. The 1995
Plan and the 1990 Plan cperate under substantially sim-
ilar terms to the 2000 Plan, except that non-employee
directors were not covered under the 1990 Plan. No fur-

In 2002, certain TRH employees were granted
restricted stock units (RSU} under the AIG 2002 Stock
incentive Plan. Four years after the grant date of RSUs,
those RSU recipients who remain employed by TRH will
receive shares of AIG common stock or equivalent com-
pensation.

The charges made to operations for these plans for
2002, 2001 and 2000 were $3,011,000, $2,398,000, and
$2,035,000, respectively.

ther options can be granted under the 1995 Plan nor the
1990 Plan, although options outstanding continue in
force until exercise, expiration or forfeiture. (See Note 2(j)
for the determination of pro forma net income had com-
pensation cost been charged to income in accordance
with the fair value method discussed in SFAS No. 123.)
In each of 1994 and 1992, the Stock Option Plan Com-
mittee granted 45,000 options to certain non-employee
directors of the Company, who were directors, officers and
employees of AlG, to purchase shares of the Company’s
common stock at $22.67 per share and $23.33 per share,
respectively. Such options were granted outside of, buton
substantially the same terms and conditions as, the 1990
Plan. During 2002, all such options granted in 1992 were
exercised, and none remain outstanding. As of year-end
2002, those options granted in 1994 were exercisable, as
none have been exercised or forfeited. The impact of
these options on the financial statements is not material.

A summary of the combined status of the 2000 Plan, the 1995 Plan and the 1990 Plan (collectively, the Company
Plans) as of December 31, 2002, 2001 and 2000 and changes during the years ended on those dates is presented below:

2002 2001 2000
Weighted Weighted Weighted
Average Average Average
Number Exercise Number Exercise Number  Exercise
of Shares Price of Shares Price of Shares Price
Outstanding, beginning of year 1,605,310 $51.75 1,608,318 $44.49 1,407,311 $40.02
Granted 248,950 69.63 212,400 90.99 288,750 63.50
Exercised (65,672) 36.13  (177,248) 32.23 (69,233) 31.10
Forfeited (16,257) 45.01 (38,160) 54.71 {18,510} 51.35
Outstanding, end of year 1,772,331 54.72 1,605,310 51.75 1,608,318 44.49
Exercisable, end of year 1,176,770 $45.94 1,011,133 $41.29 956,795 $36.56
Weighted average fair value
of options granted
during the year $17.15 $23.04 $17.76
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The weighted average fair value of each option grant is
estimated on the date of grant using the “Binomial Option
Price Model” with the following weighted average
assumptions used for grants in 2002, 2001 and 2000,
respectively: expected volatility of 20.0%, 20.0% and

18.0%; risk-free interest rates of 3.6%, 4.4%, and 5.4%);
and expected lives of six years for each grant. An increas-
ing dividend schedule is used in the binomial model
based on historical experience.

The following table summarizes information about the Company Plans’ outstanding and exercisable options at

December 31, 2002:

Options Outstanding Options Exercisable

Weighted
Average Weighted Weighted
Number of Remaining Average Number of Average
Range of Exercise Prices Shares Contractual Life Exercise Price Shares Exercise Price
$22.67t0 $34.22 441,034 3.2years $30.71 441,034 $30.71
$47.92 t0 $51.00 608,881 6.0 4£9.83 552,866 49.71
$63.50 10 $69.63 515,016 8.9 66.46 131,020 63.50
$90.99 207,400 8.9 90.99 51,850 90.99
$22.67 to $90.99 1,772,331 6.5 54.72 1,176,770 45.94

12. RELATED PARTY TRANSACTIONS

As of December 31, 2002, 2001 and 2000, AlG beneficially
owned approximately 60% of the Company’s outstanding
shares.

TRH has service and expense agreements and certain
other agreements with the AIG Group which provide for
the reimbursement to the AIG Group of certain adminis-
trative and operating expenses which include, but are not
limited to, investment advisory and cash management
services, office space and human resource related activ-
ities. Under the guidance of TRH's Finance Committee of
the Board of Directors and senior management, certain
subsidiaries of AlG act as financial advisors and man-
agers of TRH's investment portfolio. in 2002, 2001 and

2000, $8,200,000, $7,900,000 and $7,700,000, respec-
tively, of operating and investment expenses relate to
services and expenses provided by the AlG Group under
these agreements.

Approximately $395 million (13%]}, $232 miltion (10%])
and $209 million (11%) of gross premiums written by TRH
in 2002, 2001 and 2000, respectively, were attributable to
reinsurance purchased by subsidiaries of AIG, for the
production of which TRH paid ceding commissions to
such AIG subsidiaries totaling $88 million, $50 million
and $38 million, respectively, in such years. (See Note 14
for information relating to reinsurance ceded to related
parties.)

13. DIVIDEND RESTRICTION AND STATUTORY FINANCIAL DATA

The payment of dividends by the Company is dependent
on the ability of its subsidiaries to pay dividends. The pay-
ment of dividends by TRC and its wholly-owned sub-
sidiaries, TRZ and Putnam, is restricted by insurance
regulations. Under New York insurance law, TRC and
Putnam may pay dividends only out of their statutory
earned surplus. Such dividends are limited by statutory
formula unless otherwise approved by the New York
Insurance Department. The statutory surplus of TRC
includes the statutory surplus of Putnam since all the
capital stock of Putnam is owned by TRC. At December
31, 2002, TRC had statutory earned surplus of
$1,150,140,000, and, in 2003, in accordance with the
statutory formula, could pay dividends of approximately
$154,594,000 without regulatory approval.

Statutory surplus and net income as reported to the
New York Insurance Department were as follows:

Years Ended December 31, 2002 2001 2000

lin thousands)

TRC
Statutory surplus $1,545,944 $1,401,055 $1,531,876
Statutory net
income (loss) 114,648 (55,262) 170,898
Putnam
Statutory surplus 110,334 107,007 107,728
Statutory net
income (loss) 8,867 (693) 10,828
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TRC and Putnam each prepare statutory financial
statements in accordance with accounting practices pre-
scribed or permitted by New York—their state of domicile.
Prescribed statutory accounting practices are discussed
in a variety of publications of the National Association of
Insurance Commissioners [NAIC), as well as in state laws,
regulations and general administrative rules. Permitted
statutory accounting practices encompass all accounting
practices not so prescribed. All material statutory
accounting practices of TRC and Putnam are prescribed
in the authoritative literature described above.

In 1998, the NAIC adopted the Codification of Statutory
Accounting Principles (Cedification] as primary guidance
on statutory accounting effective January 1, 2001. The
Codification provides guidance for areas where previ-
ously statutory accounting had been silent and has also
changed current statutory accounting in some areas. The

14. REINSURANCE CEDED
In the normal course of business, TRH purchases rein-
surance from its retrocessionnaires to reduce the effect
of individual or aggregate losses and to allow increased
gross premium writings and afford greater risk capacity
without necessarily requiring additional capital.

TRH’s ceded reinsurance agreements consist of pro
rata and excess-of-loss contracts. Under pro rata rein-

New York Insurance Department adopted most of the
Codification guidance for implementation on January 1,
2001, but did not adopt certain key provisions including
those on deferred income taxes. The cumulative effect of
the implementation of Codification guidance (as adopted
by the New York Insurance Department) on the statutory
surplus of TRC and Putnam as of January 1, 2001 was not
material. In addition, the implementation of such Codifi-
cation guidance did not have a material effect on statu-
tory net income in 2002 or 2001. In the fourth quarter of
2002, the guidance related to deferred income taxes was
adopted. Accordingly, as of year-end 2002, statutory sur-
plus of both TRC and Putnam include the impact of
deferred tax assets of $88.3 million and $4.4 million,
respectively, representing the cumulative benefit of
adopting such provision in 2002. Statutory net income
(loss} was not affected.

surance, TRH and its retrocessionnaires share premi-
ums, losses and expenses in an agreed upon proportion.
For consideration, generally based on a percentage of
premiums of the individual policy or policies subject to
the reinsurance agreement, excess-of-loss contracts
provide reimbursement to TRH for losses in excess of a
predetermined amount up to a predetermined timit.

Premiums written and earned and losses and loss adjustment expenses incurred are comprised as follows:

Years Ended December 31, 2002 2001 2000
(in thousands)
Gross premiums assumed $2,927,257 $2,297,896 $1,880,389
Reinsurance ceded:
Affiliates 90,599 113,540 95,060
Other 336,499 278,709 126,750
427,098 392,249 221,810
Net premiums written $2,500,15% $1,905,647 $1,658,579
Gross premiums earned $2,781,947 $2,161,522 $1,855,374
Reinsurance ceded:
Affiliates 96,290 105,198 98,735
Other 316,225 265,985 125,103
412,515 371,183 223,838
N‘et premiums earned $2,369,452 $1,790,339 $1,631,536
Gross incurred losses and loss adjustment expenses $1,988,395 $2,095,030 $1,363,165
Reinsurance ceded 192,043 533,501 166,269
Net losses and loss adjustment expenses $1,796,352 $1,561,529 $1,196,896
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Amounts recoverable from retrocessionnaires are
recognized in a manner consistent with the claims liabil-
ities associated with the retrocession and are presented
on the balance sheet as reinsurance recoverable on paid
and unpaid losses and loss adjustment expenses. Such
balances at December 31, 2002 and 2001 are comprised
as follows:

2002 2001
Affiliates Other  Affiliates Other

lin thousands}
Paid $ 9,819 $ 46,124 $ 20,620 $ 28,155
Unpaid 181,885 579,760 233,299 592,364
Total $191,704 $625,884 $253,919  $620,519

Ceded reinsurance arrangements do not relieve TRH
from its obligations to the insurers and reinsurers from

15. SEGMENT INFORMATION

TRH conducts its business and assesses performance
through segments organized along geographic lines.
Financial data from the London and Paris branches and
from TRZ are reported in the aggregate as International-
Eurcpe and considered as one segment due to opera-
tional and regional similarities. Data from branches in
the Americas, other than those in the United States which
underwrite primarily domestic business, and from
branches in the Asia Pacific region are grouped as Inter-
national-Other and represent the aggregation of non-
material segments. In each segment, property and
casualty reinsurance is provided to insurers and reinsur-
ers on a treaty and facultative basis, through brokers or
directly to ceding companies.

A significant portion of assets and liabilities of TRH's
international operations relate to the countries where
ceding companies and reinsurers are located. Most
investments are located in the country of domicile of
these operations. In addition to licensing requirements,
TRH's international operations are regulated in various
jurisdictions with respect to currency, amount and type of
security deposits, amount and type of reserves and
amount and type of local investment. Regulations gov-
erning constitution of technical reserves and remittance

whom it assumes business. The failure of retrocession-
naires to honor their obligations could result in losses to
TRH; consequently, an allowance has been established
for estimated unrecoverable reinsurance on paid and
unpaid losses totaling $13.0 million in both 2002 and
2001. TRH evaluates the financial condition of its retro-
cessionnaires through a security committee. With
respect to reinsurance recoverable on paid and unpaid
losses and prepaid reinsurance premiums, TRH holds
substantial amounts of funds and letters of credit to col-
lateralize these amounts. Such funds and letters of credit
can be drawn on for amounts remaining unpaid beyond
contract terms. No uncollateralized amounts recover-
able from a single retrocessionnaire, other than amounts
due from affiliates, are considered material to the finan-
cial position of TRH.

balances in some countries may hinder remittance of
profits and repatriation of assets. International opera-
tions and assets held abroad may be adversely affected
by political developments in foreign countries, including
possibilities of tax changes, nationalization and changes
in regulatory policy, as well as by consequence of hostil-
ities and unrest. The risks of such occurrences and their
overall effect upon TRH vary from country to country and
cannot easily be predicted.

While the great majority of premium revenues and
assets relate to the regions where particular offices are
located, a portion of such amounts are derived from other
regions of the world. In addition, two large international
brokers, respectively, accounted for non-affiliated busi-
ness equalto 13% and 14% in 2002, 15% and 14% in 2001
and 15% and 14% in 2000, of consolidated revenues, with
a significant portion in each segment. Further, one cus-
tomer accounted for approximately 8%, 12% and 10% of
consolidated revenues in 2002, 2001 and 2000, respec-
tively. Revenues from such customer, a significant por-
tion of which were obtained through the two large
international brokers discussed above, are included
principally in the International-Europe segment, for all
periods discussed.
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The following table is a summary of financial data by segment:

international
2002 Domestic Europel® Other Consolidated
(in thousands)
Net premiums written $1,362,607 $ 848,646 $288,906 $2,500,159
Net premiums earned 1,383,584 809,395 256,473 2,369,452
Net investment income 182,564 57,607 11,853 252,024
Revenues (12 1,478,823 867,595 269,109 2,615,527
Met losses and loss adjustment expenses ¢ 951,429 645,508 199,418 1,794,352
Underwriting expenses 5 376,226 194,207 92,146 662,579
Adjusted underwriting loss ¢} (11,064) {19,018} {27,576} {57,658)
income {loss] before income taxes () 163,128 39,701 (14,509] 188,320
Assets!7) 4,935,354 1,816,038 541,133 7,286,525

International
2001 Domestic Europe® Other Consolidated
(in thousands]
Net premiums written $1,012,983 $ 686,849 $205,815 $1,905,647
Net premiums earned 933,809 667,233 189,297 1,790,339
Net investment income 180,154 48,724 11,205 240,083
Revenues(2 1,114,204 715,987 199,991 2,030,182
Net losses and loss adjustment expenses(® 805,424 614,064 142,041 1,561,529
Underwriting expenses ¥ 300,691 152,667 73,604 526,962
Adjusted underwriting loss (¢! (159,914) (93,202) [20,513) {273,629)
Income (loss) before income taxes ! 19,589 [43,898) (9,798) {34,107)
Assets? 4,782,701 1,495,774 462,828 6,741,303

International
2000 Domestic Europel Other Consolidated
lin thousands)
Net premiums written $ 845,478 $ 625374 $187,727 $1,658,579
Net premiums earned 834,994 604,976 191,566 1,631,536
Net investment income 173,648 49,454 11,383 234,485
Revenues 12 1,038,310 654,460 206,349 1,899,119
Net losses and loss adjustment expenses 556,640 515,032 125,224 1,196,896
Underwriting expenses % 242,131 127,991 69,638 439,760
Adjusted underwriting profit (loss] (¢! 39,285 (36,138) (2,666) 481
Income before income taxes 1 242,459 14,040 11,483 267,982
Assets? 3,911,303 1,233,370 377,999 5,522,672

[1) Domestic revenues and income (loss] before income taxes include realized net capital (losses) gains of {$7,325), $241 and $29,668 in 2002,
2001 and 2000, respectively. Realized net capital gains (losses] for other segments in each of the years presented are not material.

(2] Net revenues from affiliates approximate $230,900, $100,300 and $110,000 in 2002, 2001 and 2000, respectively, and are included primarily
in Domestic and, for 2002 only, International—Europe revenues.

(3] Includes revenues from the London, England office of $525,520, $435,007 and $380,694 in 2002, 2001 and 2000, respectively.

(4) Results for 2002 include pre-tax net losses and loss adjustment expenses of $100 million (representing $55 million, $30 million and
$15 million from Domestic operations, International—Europe operations and International—Other operations, respectively) related to the
fourth quarter increase in net loss reserves in certain casualty lines (see Note 5 of Notes to Consolidated Financial Statements).
{5] Underwriting expenses represent the sum of net commissions and other operating expenses.
(6) Adjusted 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.

(7] As of December 31.

(8] Results for 2001 include pre-tax net losses and loss adjustment expenses of $200 million (representing $100 million from Domestic
operations and $100 million from International—Europe operations) from the September 11th terrorist attack {see Note 8 of Notes to

Consotidated Financial Statements.]
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Net premiums earned by major product line are as follows:

Years Ended December 31, 2002 2001 2000
(in thousands)
Casualty:
Auto Liability $ 510,839 $ 491,307 $ 312,727
Other liability* 462,962 335,096 274,627
Medical malpractice 216,535 156,695 141,355
Ocean marine and aviation 158,161 138,886 193,521
Accident and health 125,381 126,883 190,916
Surety and credit 97,887 86,670 74,005
Other 107,359 85,983 62,575
Total casualty 1,779,124 1,421,520 1,249,726
Property:
Fire 244,537 171,519 193,413
Auto physical damage 98,487 49,645 51,670
Homeowners multiple peril 91,624 63,352 57,855
Altied lines 47,695 33,990 42,299
Other 87.985 50,313 36,573
Total property 590,328 368,819 381,810
Total $2,369,452 $1,790,339 $1,631,536

* A significant portion of this product line includes more complex risks such as professional liability (other than medical matpractice), directors’
and officers’ liability, errors and omissions and environmental impairment liability.

16. COMMITMENTS AND CONTINGENT LIABILITIES

(a) LEGAL PROCEEDINGS:

TRH, in common with the reinsurance industry in gen-
eral, is subject to litigation in the-normal course of its
business. TRH does not believe that any pending litiga-
tion will have a material adverse effect on its results of
operations, financial position or cash flows.

(b) COMMERCIAL COMMITMENTS:

In the normal course of business, TRH has issued letters
of credit to ceding companies amounting to $55,024,000.
Where TRH provides a letter of credit, it is generally con-
tractually obligated to continue to provide a letter of
credit to the ceding company in the future to secure cer-
tain reserves and other balances.

{c) LEASES:

As of December 31, 2002, the future minimum lease pay-
ments (principally for leased office space] under various
long-term operating leases were as follows:

{in thousands)

2003 $ 8,561
2004 8,486
2005 7,621
2006 5,627
2007 5,427
Remaining years after 2007 (from 2008 to 2021) 52,995

Total $88,717

Rent expense approximated $8,249,000, $7,844,000
and $8,281,000 in 2002, 2001 and 2000, respectively.
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17. QUARTERLY FINANCIAL INFORMATION (UNAUDITED]
The following is a summary of unaudited quarterly financial data for each of the years ended December 31, 2002 and
2001. However, in the opinion of management, all adjustments, consisting of normal recurring accruats, necessary
to present fairly the results of operations for such periods have been made. Per share amounts have been retroac-
tively adjusted, as appropriate, to reflect the 3-for-2 common stock split paid in July 2001.

Three Months Ended March 31, 2002 June 30, 2002

September 30, 2002 December 31, 2002

[in thousands, except per share data)

Net premiums written

Net premiums earned

Net investment income

Realized net capital [losses) gains

Operating income {loss)

Net income {loss)

Net income [loss) per common share: ("
Basic
Diluted!?

$563,555
556,003
62,032
{4,915}
67,134
52,923

$592,026
551,828
64,354
3,369
76,952
61,509

1.01
1.00

1.18
1.16

$ 687,207
637,346
63,476
1,915
76,792
61,271

$657,371
626,275
62,164
16,320}
(32,461)
(6,385}

1.17
1.16

{0.12)
{0.12}

Three Months Ended March 31, 2001 June 30, 2001

September 30,2001 December 31, 2001

(in thousands, except per share data)

Net premiums written $445,679 $460,899
Net premiums earned 424,307 443,638
Net investment income 59,636 59,897
Realized net capital gains (losses) 2,881 2,251
Operating income (loss) @ 62,754 48,571
Net income (loss}® 50,416 39,846
Net income (loss) per common share:

Basic 0.97 0.76

Diluted 2 0.96 0.76

$ 520,017 $479,052
479,295 443,099
60,345 60,205
2,716 (8,088]
(136,496] (8,615)
(77.830) 6,460
(1.49] 0.12
(1.49) 0.12

(1) Operating loss and net loss for the fourth quarter of 2002 include a charge of $100 million (pre-tax) and $65 miltion (after-tax), respectively,

related to the increase in net loss reserves in certain casualty lines [see Note 5).

(2] As the impact of potential shares for each of the three-month periods ended December 31, 2002 and September 30, 2001 is antiditutive
(i.e., reduces the loss per common share) because there is a loss from continuing operations, potential shares are not included in the diluted

net loss per common share calcutation for those periods.

(3] Operating loss and net loss for the third quarter of 2001 inctude $200 million (pre-tax) and $130 million (after-tax], respectively, related to

the September 11th terrorist attack [see Note 8).
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REPORT OF INDEPENDENT ACCOUNTANTS

Tothe Board of Directors and Stockholders of Transatlantic
Holdings, Inc.:

In our opinion, the accompanying consolidated balance
sheets and the related consolidated statements of oper-
ations, stockholders’ equity, cash flows and comprehen-
sive income present fairly, in all material respects, the
financial position of Transatlantic Holdings, Inc. and
Subsidiaries at December 31, 2002 and 2001, and the
results of their operations and their cash flows for each
of the three years in the period ended December 31, 2002
in conformity with accounting principles generally
accepted in the United States of America. These financial
statements are the responsibility of the Company’s man-
agement; our responsibility is to express an opinion on
these financial statements based on our audits. We con-
ducted our audits of these statements in accordance with
auditing standards generally accepted in the United
States of America, which require that we plan and per-

REPORT CF MANAGEMENT

The management of Transatlantic Holdings, Inc. is
responsible for the fair presentation of the consolidated
financial statements, including related notes thereto,
and all other financial information contained in this
annual report. These financial statements have been
prepared in accordance with accounting principles gen-
erally accepted in the United States of America and
include amounts based on the best estimates and judg-
ments of management.

The Company maintains an internal control structure
designed to provide reasonable assurance that assets
are safequarded from loss or unauthorized use, that
transactions and events are properly reflected and that
the financial records are reliable for the purposes of
preparing financial statements and maintaining account-
ability of assets and liabilities. Management applies
the concept of reasonable assurance by weighing the cost
of an internal control structure with the benefits
expected to be derived. The entire structure is main-
tained and monitored by qualified personnel, with an
appropriate segregation of their duties. Such structure is

form the audit to obtain reasonable assurance about
whether the financial statements are free of material
misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures
in the financial statements, assessing the accounting
principles used and significant estimates made by man-
agement, and evaluating the overall financial statement
presentation. We believe that our audits provide a rea-
sonable basis for our opinion.

As discussed in Note 2 to the consolidated financial
statements, the Company adopted Statement of Finan-
cial Accounting Standards No. 133, "Accounting for
Derivative Instruments and Hedging Activities,” in 2001.

P 2Ll L

New York, New York
February 12, 2003

systematically reviewed and evaluated by means of an
internal audit function. PricewaterhouseCoopers LLP,
independent accountants, considers the internal con-
trol structure to the extent required in accordance with
auditing standards generally accepted in the United
States of America, in connection with their audit of the
Company’'s consolidated financial statements and
related notes. PricewaterhouseCoopers LLP has com-
plete access to the Company’s records and appropriate
management personnel.

The Audit Committee of the Board of Directors is com-
posed solely of outside directors and meets regularly
with management, the independent accountants and the
internal auditors to review the scope and results of audit
work performed. Both the internal auditors and the inde-
pendent accountants have unrestricted access to the
Audit Committee, without the presence of management,
to discuss the results of their work and views on the ade-
quacy of the internal control structure, the quality of
financial reporting and any other matters they believe
should be brought to the Audit Committee’s attention.
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CORPORATE INFORMATION

STOCKHOLDERS' MEETING

The 2003 stockholders’ meeting will be held on
Thursday, May 15, 2003, at 11:00 a.m., at 72 Wall Street,
seventh floor, New York, New York.

AUDITORS
PricewaterhouseCoopers LLP
1177 Avenue of the Americas
New York, New York 10036

COUNSEL
Fried, Frank, Harris, Shriver & Jacobson,
One New York Plaza, New York, New York 10004

TRANSFER AGENT AND REGISTRAR

American Stock Transfer & Trust Company,
59 Maiden Lane, New York, New York 10038
(800) 937-5449

STOCK TRADING

Transatlantic Holdings, Inc. Common Stock is traded on
the New York Stock Exchange.

Trading Symbol: TRH

COMMON STOCK AND DIVIDENDS

The following table sets forth the high and low closing
sales prices per share of the Company’s Common
Stock, as reported on the New York Stock Exchange
Composite Tape for each of the four quarters of 2002
and 2001, adjusted, as appropriate, for the 3-for-2 com-
mon stock split effected in the form of a 50 percent
stock dividend, paid on July 20, 2001:

2002 2001
High Low High Low
First Quarter 90.89 80.89 71.29 63.18
Second Quarter 89.28 80.0C 83.82 68.91
Third Quarter 79.55 63.80 84.46  69.20
Fourth Quarter 70.80 60.55 92.00 82.62

In 2002, the Company declared a quarterly dividend
of $0.096 per common share in March and $0.10 per
common share in each of May, September and
December. In 2001, the Company declared a quarterly
dividend of $0.090 per common share in March and
$0.096 per common share in each of May, September
and December. The Company paid each dividend in the
quarter following the date of declaration. All dividend
information has been adjusted, as appropriate, to
reflect the 3-for-2 stock split paid in July 2001.

The declaration and payment of future dividends, if
any, by the Company will be at the discretion of the
Board of Directors and will depend upon many factors,
including the Company’s consolidated earnings,
financial condition and business needs, capital and
surplus requirements of the Company’s operating sub-
sidiaries, regulatory considerations and other factors.

The Company is a holding company whose principal
source of income is dividends from its subsidiary,
Transatlantic Reinsurance Company (TRC]. The
payment of dividends by TRC and its wholly-owned
subsidiaries, Trans Re Zurich and Putnam Reinsurance
Company, is restricted by insurance regulations.

(See Note 13 of Notes to Consolidated
Financial Statements.]

As of January 31, 2003, the approximate number of
holders of Common Stock, including those whose
Common Stock is held in nominee name, was 27,000.

EMPLOYEES
At December 31, 2002, the Company and its
subsidiaries had approximately 435 employees.

INVESTOR INFORMATION

Transatlantic’s website, which can be found on the
Internet at http://www.transre.com, contains

frequently updated information about the Company

and its operations. Copies of our Form 10-K, Form 10-Q
and Form 8-K and all amendments to those reports can
be accessed free of charge as soon as reasonably prac-
ticable after the reports and amendments are electroni-
cally filed with or furnished to the Securities and
Exchange Commission by clicking on “Transatlantic
Holdings, Inc. Investor Information” at the Company’s
website and then clicking on “SEC Filings.”

In addition, copies of any of our reports on Form
10-K, Form 10-Q and Form 8-K and all amendments to
those reports as well as any Quarterly Earnings Press
Release may be obtained by contacting TRH's investor
Relations Department at:

Transatlantic Holdings, Inc.

80 Pine Street

New York, New York 10005

Telephone: (212) 770-2040

Telefax: [212) 248-0965

E-mail: investor_relations@transre.com
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