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It’'s been an interesting year. Any way you look at it.

S




$23B $1.6B $860M

credit protection portfolio assets under management cash capital

The market certainly presented its share of challenges this year. But where many saw
barriers, we saw possibilities. As market conditions fluctuated, Primus remained focused on
opportunistically growing our credit protection and asset management businesses. All while
maintaining our strong capital base and conservative approach to risk management.
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Dear Shareholders,

2007 was an extremely challenging
and volatile period for the global
credit markets. A deteriorating U.S.
sub-prime residential morntgage
market prompted fundamental
re-appraisals of the risk, performance,
pricing and valuation of a broad

our focus on building high-quality
credit portfolios based on our
core strength in credit risk. Over
our six-year operating history, we
have demonstrated the ability to
adjust our new business volume in
response to market conditions.

We remain confident in the strength of our
business model. Primus has the resources
to manage through turbulent times.

range of credit asset classes. As a
result, credit spreads experienced
dramatic widening across most
industry sectors and ratings grades.

Through it all, we at Primus Guaranty
stood firm in our conviction that
these conditions provided
opportunities to grow our business
and enhance franchise value. Our
confidence was based on the fact
that we huilt Primus to weather
difficult times with a strong capital
base, ample liquidity, top-notch
talent, a flexible operating platform
and deep industry relationships.

it was also based on our past
performance. We have maintained

During 2007, we leveraged our
strengths and took advantage of

the credit spread environment

to achieve record growth in our
credit protection portfolio, which
increased from $15.8 billion to

$23 billion. Our enhanced operating
flexibility was clearly reflected in
this growth: during the first half
most of our new business was in
the form of bespoke tranches and in
the second half our focus shifted to
writing single-name credit default
swaps. We also concentrated an
higher quality reference entities,
improving overall portfolio quality to
a strong A weighted average rating
by year-end. And we were successiful
in increasing assets under
management by completing our
second coliateralized loan obligation
{CLO). We now manage two CLOs
as well as three collateralized swap
obligations (CS0s).

While we are pleased with these
successes, we were not immune
from the challenges of 2007. We
decided to discontinue our Harrier
Credit Strategies Fund due to its
performance and the difficulties we
anticipated in raising third-party
capital. Additionally, the dislocations
in the structured credit markets did
not allow us to complete further
CLOs and GSOs. Finally, we were
particularly disappointed with

the performance of the credit
default swaps (CDS) we sold on
asset-backed securities (ABS).

We were cautious on the business
we wrote in this market throughout
2007 and, as a result, limited our
activity. At its peak, our entire CDS
on ABS portfolio totaled $80 million.
During the fourth quarter, we took
a charge to Economic Results of
$41 million to write down the value
of this portfolio. This action was
the direct result of a significant
change in the agencies’ approach
to rating the underlying residential
mortgage backed securities
referenced by our credit swaps.




As we move forward in 2008, we
expect market conditions to remain
challenging. Our focus will continue
to be on executing our growth
strategy by opportunistically builging
our credit protection business and
generating attractive risk-adjusted
returns. We will also continue to
explore ways to further grow our
assets under management. In both
cases, we will need to see some
stahilization in the credit markets,
which are currently experiencing
unprecedented volatility and
contagion. We expect to see a
continuation of the current trend
towards wide credit spreads,
particularly with potential for
deterioration in credit fundamentals
as growth seems ta be slowing in
the G7 countries.

In sum, we will continue to manage
for the long term. There will be both
opportunities and challenges for

us in 2008, but we believe that our
strong capital base, focused strategy,
our people, and operating platform
position us welt to continue to build
value for shareholders. Thank you
for your ongoing support.

Sincerely,

TV

Thomas W. Jasper
Chief Executive Officer
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Over the past six years, Primus has
become an impaortant participant

in the global credit markets. Qur
business is managed by a team of
dedicated professionals with

broad expertise in credit portfolio
management. Our disciplined
approach to risk management,
strong capital base, AAA/Aaa ratings,
and deep industry relationships
were the pillars that enabled us to
stand firm in the midst of a
turbulent year.

During 2007, we continued to
execute our long-term plan for
growth — leveraging our fundamental
credit platform in order to manage

a diversified group of asset classes
and strategies.

Record growth in our

credit protection portiolio.
Primus Financial Products, our
AAA/Aaa-rated credit derivative
product company {CDPC), offers
protection against the risk of
defauit, primarily on corporate
and sovereign obligations through
the sale of credit swaps to dealers
and banks.

Over the past few years, we have
worked hard to enhance the
operating flexibility of this business.
And in 2007, these efforts came to

fruition. We generated the highest
new transaction volume and the
largest year-over-year increase in
premium revenues since becoming
a public company. In the first half of
the year, credit swap premium levels
were generally low in what was a

YEAR IN REVIEW

Primus’ business model enables us to leverage
our core strengths and capture opportunities
in the credit markets. It's how we drive growth

and profitability.

fairly benign credit environment.
Consequently, we focused on pools
of credit swaps, or bespoke
tranches, in order to drive growth
and achieve the best risk-adjusted
returns. As market conditions
became increasingly negative and
premiums widened in the second
half of the year, we took advantage
of opportunities in single-name
credit swaps. At year-end, our
credit protection portfolio totaled
$23 billion.

Solid performance in asset
management for third-party capital.
Through our asset management
business, we manage credit
portfolios for third-party capital
providers. In July, we completed

the offering of Primus CLO I, a
$400 million vehicle collateralized
by a portfolio consisting of primarily
senior secured leveraged loans.



Primus Asset Management serves
as the CLO’s collateral manager;
this vehicle brought our total assets
under management to $1.6 billion.
During the second half of 2007, the
significant dislocation in the credit
markets presented considerable
barriers, making it impossible for
us to complete another CLO or CSO.

We grasp the big picture without missing any
of the details. Carefully examining every
opportunity and pursuing those that we believe
offer appropriate risk-adjusted returns.

However, the two CLOs and three
CS0s we were already managing
performed well in 2007. This was
dug in large part to our conservative,
disciplined investment approach to
these vehicles.

Moving forward, increasing assets
under management will continue
to be an important component in
our overall growth strategy. As
market conditions improve, we will
pursue opportunities to manage
new structured credit vehicles.

Expansive knowledge of credit
and risk management.

Our seasoned team is comprised of
highly experienced credit portfolio
managers, credit analysts and risk
management professionals. With
an average of 25 years in the credit
risk and capital markets, our
portfolio managers have managed
credit through a number of cycles.
This deep understanding makes
our team well qualified to manage
credit portfolios, particularly when
economic conditions are less

than favorable.

A continued focus on quality.

Our buy-and-hold-philosophy, under
which we take a long-term view

of credit, has heen a cornerstone

of our business from day one.

We pursue only those apportunities
that we believe will deliver strong
risk-adjusted returns. For example,
as market conditions deteriorated




scrutiny







tuating market conditions is a key to our success.

The ability to adjust to fluct







during the second half of 2007,

we focused our credit protection
business on higher-rated reference
entities rather than pursuing the
higher premiums that were available
on lower quality reference entities.
This enabled us to improve the
overall weighted average rating

of our credit protection portfolio

at year-end.

At the core of our buy-and-hold
philosophy within our credit
protection business is a strong
risk management discipline.

The credit analysis process begins
with a set of underwriting guidelines,
which establish limits for single
name, industry concentration,
rating quality and geographic
distribution. We then meticulously
evaluate each credit protection
opportunity to ensure that it meets
our rigorous standards for quatity
and returns. The result is a
diversified, high-quality credit
protection portfolio.

Open communication

is essential to our business.

Our commitment to openness was
particularly relevant in 2007. In
today's volatile market, we believe
it is especially important to have
clear lines of communication with
all of our constituents.

For investors and analysts, we strive
to provide clarity on our business
model as well as comprehensive
business and financial information.
To that end, we've created Ecenomic
Results, a non-GAAP financial tool,
which we believe provides investors
with a clearer picture of our financial
drivers and performance. In essence,
it's a cash-accrual based measure

of our financial performance,

We understand that the structured credit
market can be complicated. That’'s why
we’re committed to being open and clear

with investors, analysts and counterparties.

which better reflects the long-term
orientation we use in managing
our business.

Primus’ counterparties also receive
regular business and financial
information, as well as comprehensive
portfolio data. Our goal is to ensure
that these institutions have the
information they need to provide

us with the capacity to grow

our credit protection portfolio.

clarity
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The current counterparty base for
our credit protection business

is comprised of a diverse group
of 47 global credit swap dealers
and banks.

During 2007, we realized a number
of accomplishments. By leveraging
our strengths, we grew our credit
swap portfolio for the sixth year in a
row. By executing our diversification
strategy, we increased assets

under management to $1.6 billion.
And by adhering to our conservative,
disciplined approach to risk
management, we increased our
capital base. In addition, we're proud
to note that our credit protection
business continues to maintain the

highest possible ratings — AAA/Aaa
- from both Standard & Poor’s
and Moody's.

A positive outlook

with an eye on the challenges.
We continue to be optimistic about
the growth potential for the credit
swap market in the year ahead.
However, we also recognize that
these are turbulent times and there
will be challenges.




Throughout 2008, we will continue
to focus on growing our credit
protection and asset management
businesses in a disciplined manner.
Given the market’s volatility, we
believe credit spreads will continue
to be at attractive levels, which
should offer us the potential to
further grow our business. We are,
however, closely watching the
impact of a slowing global ecenomy
on corporate balance sheets

and credit quality, especially as
these issues have the potential to
impact our business. We will also
continue to woerk closely with

our counterparties on counterparty
line availability.

We believe that the large global
investment pools will return to the
structured credit market once these
markets stabilize. This should

present us with attractive
opportunities to expand our assets
under management.

Positioned and ready

for whatever the market brings.
Evan in the best years, there will be
challenges to face in the credit
markets. With a solid foundation

Cur solid track record provides a strong foundation
for the future. We are well positioned to capitalize
on the market opportunities that lie ahead in

the dynamic — and challenging — credit markets.

already in place, we believe we
are well positioned to capture the
opportunities and respond to the
challenges that may arise in 2008.

Our strong capital base — backed hy

our fiexible operating platform and
experienced team — will enable us
to leverage our core competency
in the credit markets as we work to
further build shareholder value.

13
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rounciation

In assessing our growth and profitability, we consider our results in terms of both U.S. GAAP requirements and

“Economic Results,” which is an alternative measure of our financial performance. The following table describes our

economic performance as reconciied from GAAP net income.

GAAP Recenciliation to Ecenomic Results 2002 2003 2004 2005 2006 2007
GAAP net income (3,069) 78,471 23,685 4,083 94,891 | (563,541)
Less unrealized (gain)/loss —credit swaps sold 214 (46,716) (1.957) 26,639 {48,701} | 614,551
Less realized gains—cradit swaps soid {3,145) {18,313) (5,533) (1,090} (2,002} {3,463}
Add amonrtization realized gains —credit swaps sold 53 2,893 6,175 6,783 7,098 6,044
Less provision for credit events — —_ — — — (40,880)
Net Ecenomic Results (5,947) 16,335 22,370 36,415 51,286 12,71

Note: 2004 includes a one-time expense of $3.3 million due to the accelerated vesting of employee stock and option expense as a result of cur initial public offering.

See 10-K for further discussion.
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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K contains forward-looking statemenis that involve substantial
risks and uncertainties. All statements, other than statemenis of historical facts, inciuded in this
document regarding our strategy, future operations, future financial position, future revenues, projected
costs, prospects, plans and objectives of management are forward-looking statements. The words
“anticipate,” “believe,” “estimate, Y e "

3 i » i [LINT]

expect,” “intend,” “may,” “plan,” “project,” “will,” “would” and
similar expressions are intended to identify forward-looking statements, although not all forward-looking
statements contain these identifying words. We may not actually achieve the plans, intentions or
expectations disclosed in our forward-looking statements and you should not place undue reliance on
our forward-looking statements. Actual results or events could differ materially from the plans,
intentions and expectations disclosed in the forward-looking statements we make. We have included
important factors in the cautionary statements included in this Annual Report on Form 10-K,
particularly in the “Risk Factors” section, that we believe could cause actual results or events to differ
materially from the forward-looking statements that we make. Our forward-looking statemenis do not
reflect the potential impact of any juture acquisitions, mergers, dispositions, joint ventures or investments
we may make. We do not assume any obligation to update any forward-looking statements.




Part 1.

Item 1. Business

FIINT

Unless otherwise indicated or the context requires otherwise, references to “we,” “us,” “our,”
“Company,” or “Primus” refer to the consolidated operations of Printus Guaranty, Ltd., or Primus
Guaraney, and references to a company name refer solely to such company.

Overview

Primus Guaranty, Ltd. is a holding company that conducts business through several operating
subsidiaries. Our principal business is acting as a seller of credit swaps through Primus Financial
Products, LLC, or Primus Financial, which is a Credit Derivative Product Company (“CDPC”) and
has “AAA/Aaa” counterparty ratings by Standard & Poor’s Ratings Group, or S&P, and Moody’s
Investors Service, Inc., or Moody’s, respectively. Primus Asset Management, Inc., or Primus Asset
Management, one of our other principal operating subsidiaries, acts as an investment manager to
affiliated companies and third party entitics. We also own two intermediate holding companies, Primus
(Bermuda), Ltd., or Primus Bermuda and Primus Group Holdings, Inc., or Primus Group Holdings.

We are a Bermuda company that was incorporated in 1998, Our registered office is at Clarendon
House, 2 Church Street, Hamilton HM 11, Bermuda and our telephone number is 441-296-0519. The
offices of our principal operating subsidiaries, Primus Financial and Primus Asset Management are
located at 360 Madison Avenue, New York, New York 10017 and their telephone number is
212-697-2227. Our common shares are listed on the New York Stock Exchange, or NYSE, under the
symbo] “PRS.”

Required financial information is set forth in the consolidated financial statements.




Legal Entity Structure

Primus Guaranty, Ltd.

Bermuda
Holding Company
yd AN
Harrier Credit Strategies Master Fund, LP * PRS Trading Strategies, LLC *
Cayman [slands Delaware
Trading Fund Trading Company

Primus (Bermuda}, Ltd.

Bermuda
Holding Company
Primus Group Holdings, LLC Primus Guaranty (UK), Ltd.
Delaware United Kingdom
Holding Company Services Company
Primus Financial Products, LLC Primus Asset Management, Inc.
Delaware Delaware
“AAA/Aga" Rated Credit Swap Provider [nvestment Manzgement / Services Company
]
Primus Re, Ltd.
Bermuda
Financial Guaranty Insurance Company
*  —  As of December 31, 2007, PRS Trading Strategies, L1.C was inactive. As of December 31, 2007, Harrier Credit

Strategies Master Fund, LP ceased trading activities and closed substantially all of its trading positions.

Primus Financial

Primus Financial Products, LL.C, or Primus Financial, is a AAA/Aaa (S&P/Moody’s) rated seller
of credit swaps to banks and credit swap dealers, referred to as counterparties, against primarily
investment grade credit obligations of corporate and sovereign issuers. In exchange for a fixed
quarterly premium Primus Financial agrees, upon the occurrence of a defined credit event (e.g.,
bankruptcy, failure to pay or restructuring) affecting a designated issuer, referred to as a Reference
Entity, to pay its counterparty an agreed upon notional amount against delivery to Primus Financial of
the Reference Entity’s debt obligation in the same notional amount. Credit swaps related to a single
specificd Reference Entity are referred to as “single name credit swaps.” Primus Financial seeks to
minimize the risk inherent in its credit swap portfolio by maintaining a high quality, diversified credit
swap portfolio across Reference Entities, industries and countries.

Primus Financial also sells credit swaps referencing portfolios containing obligations of multiple
Reference Entities, which are referred to as “tranches” and sells credit swaps referencing residential
mortgage-backed securities, which are referred to as ABS. Defined credit events related to ABS may
include any or all of the following: failure to pay principal, write-down in the reference obligation and
downgrade to CCC or below of the reference obligation.

As of December 31, 2007, Primus Financial had a credit swap portfolio with a total notional of
$23.0 billion with a weighted average rating of A+/A3 (S&P/Moody’s) and an average maturity of
3.7 years. Primus Financial had $749.5 million of capital resources to support its credit swap portfolio
and its AAA/Aaa counterparty ratings.

Credit Review and Approval Procedures

Primus Financial subjects each of the Reference Entities for which it is considering selling credit
protection to a comprehensive credit review and approval process that is designed to evaluate, assess

5



and document the underlying credit risk of the particular Reference Entity. Credit portfolio managers
are responsible for the credit review and transaction approvals. These are essential steps in
determining whether to sell protection on that Reference Entity. Each credit decision results in the
assignment of an internal rating, or a (“Primus Rating”), and position limit for each such entity.

Inputs that support Primus Financial's credit decisions generally include the following:
s S&P and Moody’s ratings and history,

¢ industry and company specific analyses and research by major investment and commercial
banks;

+ financial statement analysis of the Reference Entity;

* financial market indicators including bond spreads, share prices and credit swap premiums;
and

e current news on the Reference Entity and its industry.

Primus Financial’s credit approval process benefits from the fact that the typical Reference Entity
is a public company, which has a financial performance history and company and third-party
information on its financial status and future business prospects. It also has a current rating and rating
history from a Nationally Recognized Statistical Rating Organization (“NRSO”), such as S&P or
Moody’s. The credit review for Reference Entities is designed to generate a credit profile. This
iterative credit review process is also designed to take advantage of the available information in the
marketplace. After the initial review and approval, Reference Entities are monitored on an ongoing
basis. At least quarterly, the credit portfolic managers formally review the appropriateness of the
internal ratings and exposure limits.

Credit and Risk Management Policies and Oversight

Policies governing the credit and risk management processes are set by the board of directors of
Primus Financial. The responsibilities of the board include (1) reviewing and approving the
credit-related policies and procedures of Primus Financial, (2) reviewing changes to its operating
guidelines and capital models and (3) reviewing capital levels and portfolio optimization strategies.

Overall, the risk management policies of the Company are governed by the board of directors of
Primus Guaranty. The Finance and Investment Committee of the board reviews and approves the
Company’s risk management policies and the Audit Committee of the hoard oversees the Company’s
compliance with risk management policies.

Transaction Pricing and Execution

The credit portfolio managers work closely with the credit swap traders and agree to sell
protection for credit swap premiums that reflect in their view the most attractive risk-adjusted returns
available in the market at that time.

Primus Financial’s counterparties are primarily major global financial institutions that include
credit swap dealers and bank credit portfolio managers. Under normal market conditions, Primus
Financial receives bids for the purchase of credit swaps on a daily basis that indicate the premium a
counterparty is willing to pay in order to buy credit protection. These bids are communicated directly
by its counterparties, or indirectly through Primus Financial’s access to messages broadcast by brokers
to such brokers’ subscribers. Primus Financial may also initiate transactions with counterparties
directly,

The premiums that Primus Financial receives in connection with its transactions are largely
determined by market conditions affecting the credit markets, and particularly the credit swap
markets, both generally and with respect to particular Reference Entities. Primus Financial’s decision
to sell a credit swap at a particular premium is determined by a number of considerations, including a
comparative analysis of risk-adjusted returns for different Reference Entities, availability of capacity
for particular Reference Entities and for particular counterparties, and the level of credit swap
premiums.




Credit Swap Portfolio

Single Name Credit Swaps

As of December 31, 2007, Primus Financial’s portfolio of single name credit swaps sold was
$18.2 billion (in notional amount}. This portfolio had a weighted average credit rating of A/Baal
(S&P/Moody’s), and included 591 corporate Reference Entities spread across 40 industries in
27 countries. Reference Entities that were domiciled in the United States and outside of the United
States comprised 48% and 52%, respectively, of our credit swap portfolio at December 31, 2007. The
percentages of our single name credit swaps that were denominated in United States dollars and euros
at December 31, 2007 were 59% and 41%, respectively. The percentage of credit swaps in the portfolio
relating to investment grade Reference Entities (at the time of execution) was approximately 9% at
December 31, 2007.

The following chart provides a summary of our single name credit swap portfolio by S&P Industry as
of December 31, 2007:

Portfalio Distribsution by S&P Industry
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As of December 31, 2007, Primus Financial’s portfolio of credit swap tranches sold was
$4.7 billion (in notional amount). This portfolio had a weighted average credit rating of AA+/Aal
(S&P/Moody’s) and an average tenor of 6.2 years. Primus Financial’s portfolio of credit swap tranches
sold was entirely denominated in 1J.S. dollars and includes only corporate Reference Entities.

Credit Swaps on Asset Backed Securities (ABS)

As of December 31, 2007, Primus Financial’s portfolio of credit swaps sold on ABS was
$80.0 million (in notional amount) and had a weighted average rating of A-/Baa3 (S&P/Moody’s) and
weighted average tenor of 5.2 years. Primus Financial’s portfolio of credit swaps sold on ABS was
entirely denominated in U.S. dollars. See Subsequent Event—2008 caption in the “Management’s
Discussion and Analysis of Financial Condition and Results of Operations” section for further
discussion.




Risk Management

Primus Financial monitors the Reference Entities in its credit swap portfolio on an ongoing basis.
As part of the risk management process, there is a regular review of the Reference Entities’ corporate
disclosures, credit ratings and financial reporting and market-based measures of credit risk including
credit swap spreads and bond spreads. Additionally, each Reference Entity in Primus Financial’s credit
swap portfolio is rcassessed at least quarterly, at which point its Primus Rating and limit is
re-evaluated. If Primus Financial determines that the risk of a default or other defined credit event of
a Reference Entity exceeds acceptable levels, Primus Financial may reduce or eliminate its credit
exposure by buying credit protection against that Reference Entity or by terminating its credit swaps
referencing that Reference Entity.

Operating Guidelines

Primus Financial’s operating guidelines have been approved by S&P and Moody’s and specify
various struciural, portfolio and capital constraints which Primus Financial must comply with in order
to maintain its credit ratings, including, among others, (1) maximum exposures to industries, countries
and Reference Entities, (2) credit ratings requirements of Reference Entities and (3) maximum tenors.

* As stipulated in Primus Financial’s operating guidelines, upon the occurrence of certain events, as
noted below, Primus Financial must temporarily cease entering into new credit swaps until such event
is cured. Events that would cause Primus Financial to cease entering into new credit swaps include the
bankruptcy or other analogous event of Primus Financial, a violation of the operating guidelines that
is not cured within ten days upon the occurrence of a capital shortfall and within 30 days in all other
circumstances, or a downgrade of Primus Financial’s counterparty rating to A (“strong”) or A2 (“good
financial security”) or below by S&P or Moody’s, respectively. If an event causing the cessation of new
credit swaps is not cured, Primus Financial will not enter into new credit swaps and will hire a
contingent manager to run off its outstanding portfolio of credit swaps.

Capital Models and Verification Process

Primus Financial has developed two customized capital models that have been approved by
S&P and Moody’s, respectively. The models are cash flow-based simulations of Primus Financial’s
portfolio performance. Each model is unique and reflects the different approaches by S&P and
Moody’s in evaluating the performance of credit portfolios.

Primus Financial uses its customized capital models to determine tLhe sufficiency of its capital
resources to meet the AAA/Aaa requirements of S&P and Moody’s, respectively. The sufficiency of
capital resources within its capital models is in part determined by: (1) the notional amount of each
credit swap in the portfolio; (2) the tenor of each credit swap; (3) the ratings implied credit risk of
each underlying Reference Entity; (4) credit swap premiums; (5) industry concentrations within the
portfolio; (6) dividend policy; (7) cost of capital; and (8) Primus Financial’s operating expenses and tax
status. Primus Financial intends to continue to hold sufficient capital resources to maintain its
AAA/Aaa (S&P/Moody’s) ratings. Under its operating guidelines, Primus Financial is required to have
an external auditor (currently Ernst & Young LLP) provide to S&P and Moody’s an
agreed-upon-procedures report on a monthly basis. The procedures, which are specified by the rating
agencies, consist of testing the application of Primus Financial’s operating guidelines with respect to its
credit swap portfolio.

Counterparties

Primus Financial had credit swap agreements in place with 47 counterparties at December 31,
2007. These counterparties primarily consisted of global financial institutions and major credit swap
dealcrs. At December 31, 2007, Primus Financial had outstanding transactions with 34 counterparties.
Primus Financial’s top counterparty, and top five counterparties, represented approximately 13% and
41% of its credit swap portfolio in notional amounts outstanding at December 31, 2007, respectively.
No individual counterparty accounted for more than 10% of consolidated net premiums earned for the
year ended December 31, 2007. Primus Financial does not provide collateral to its counterparties nor
are there any ratings triggers or other conditions, which would require provisions for collateral.
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Primus Financial transacts credit swaps under contracts with each counterparty that incorporate
standard market terms and conditions as defined by the International Swaps and Derivatives
Association, or ISDA. These agreements include a Master Agreement and trade confirmations that
govern the terms of its credit swap transactions. The ISDA Master Agreement allows Primus
Financial to conduct many separate transactions with a counterparty on an efficient basis, each subject
to a specific confirmation.

Bankrupicy Remoteness and Governance of Primus Financial

Primus Financial has been structured so that it should not be consolidated with Primus Guaranty
or any of its affiliates in the event of its or their bankruptcy. This is an important element in the
maintenance of Primus Financial’s AAA/Aaa ratings. Components of this bankruptcy remote structure
include (1) a board of directors that includes at least two independent directors who are neither
employees of Primus Financial or its affiliates nor directors of those affiliates and (2) a requirement
that all agreements with any affiliated company are effected on an arm’s-length basis.

Primus Asset Management

Primus Asset Management, Inc., or Primus Asset Management, acts as an investment manager (o
affiliated companies and third party entities. It currently manages the credit swap and cash investment
portfolios of its affiliate, Primus Financial. On July 10, 2007, the offering of Primus CLO II, Ltd on
behalf of third parties was completed. Primus Asset Management added approximately $400 million to
its existing assets under management. With the completion of this new CLO, Primus Asset
Management now manages two CLO’s. A CLO issues securities backed by a diversified pool of
primarily below investment grade rated senior secured loans of corporations. Additionally, Primus
Asset Management manages threz investment grade Collateralized Swap Obiigations or C50% on
behalf of third parties. A CSO issues securities backed by one or more credit swaps sold against a
diversified pool of investment grade corporate or sovereign reference entities. Primus Assct
Management receives fees from third party entities for its investment management services on the five
transactions totaling $1.6 billion of assets under management at December 31, 2007.

Primus Asset Management also has entered into a Services Agreement with its affiliates, whereby
it provides services to its affiliates including management, consulting and information technology.

PRS Trading Strategies/Harrier

In January 2006, PRS Trading Strategies, LLC (“PRS Trading Strategies”) commenced operations
to trade in a broad range of fixed income products, including credit default swaps, investment grade
and high yield bonds, as well as leveraged loans. This was part of Primus Asset Management’s strategy
to expand its asset management business. In April 2007, Primus Guaranty formed Harrier Credit
Strategies Master Fund, LP (“Harrier”), a Cayman Islands excmpted limited partnership to enable it
to more efficiently raise capital from third party investors. During the second guarter of 2007, Primus
Guaranty transferred the trading portfolio of its subsidiary, PRS Trading Strategies to Harrier. Harrier
traded in an expanded range of fixed income products, including credit swaps, total return swap on
loan transactions, CDS Indices, leveraged loans and investment grade and non-investment grade
securities.

During the fourth quarter of 2007, the Company decided to discontinue Harrier, due in part to
Harrier’s performance and difficulty in raising third-party capital, given the market environment at
that time. See Management’s Discussion and Analysis of Financial Condition and Results of
Operations section for further discussion.

Primus Guaranty (UK)

Primus Guaranty (UK), Ltd., or PGUK, was established in the fourth quarter of 2005 in London
to provide a base of operations to support the expansion of the group’s business in Europe and
elsewhere. PGUK supplies services to affiliated companies, including Primus Financial, that encompass
marketing to counterparties and introducing other business opportunities, On January 9, 2008,

PGUK was authorized by the United Kingdom’s Financial Services Authority.
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Primus Re

Primus Re, Ltd., or Primus Re, is a Bermuda company registered as a Class 3 insurer under the
Bermuda Insurance Act 1978, as amended, and related regulations, or the Bermuda Insurance Act,
and operates as a financial guaranty insurance company. Primus Re’s business is to act as a conduit, or
transformer, between parties interested in buying or selling protection in insurance form and other
parties interested in assuming the opposite risk position in the form of credit swaps. Primus Re was
inactive during the year ended December 31, 2007. On December 31, 2006, the three-year financial
guarantee insurance contracts written by Primus Re expired.

Investments and Investment Policy

Our cash balances have been primarily invested in high quality short-term securities and
money-market instruments. Primus Financial has engaged an investment manager to assist in the
management of its fixed income investment portfolio and a custodian to hold its securities portfolio.
The operating guidelines limit Primus Financial’s investments primarily to United States government
and agency securities, which mature within three years from purchase date. At December 31, 2007,
Primus Financial’s investment portfolio had a duration of approximately 4 months.

Technology

We are dependent on our technology infrastructure to manage our business. Major systems
include the Primus Trading System and Primus Financial's capital models. Our technology is designed
to provide risk management, rating agency compliance, financial and operational support for our
credit swap portfolios and the third party CSQ% and CLO portfolios managed by Primus Asset
Management. The technology platform was developed and is maintained by a third party software
development company on our behalf; we retain all intellectual and proprietary rights to the system.
The platform is programmed using industry standard and contemporary software tools. We have a
business confinuity plan that includes redundant power sources, fault tolerant hardware, backups and
capabilities to reach our technology from multiple locations. Our security plan includes firewall
protection, password controls, individual logins, audit log and user reviews,

Certain Bermuda Law Considerations

As a holding company, Primus Guaranty is not subject to Bermuda insurance regulations.
However, the Bermuda Insurance Act regulates the insurance business of Primus Re, which is
registered under that Act. In this discussion of Bermuda law, when we refer to Primus Guaranty, we
are referring solely to Primus Guaranty, Ltd. and not to aay of its consolidated operations. Certain
significant aspects of the Bermuda insurance regulatory framework and other relevant matters of
Bermuda law are set forth below.

Primus Guaranty, Primus Bermuda and Primus Re have been designated as non-residents for
exchange control purposes by the Bermuda Monetary Authority, or BMA, Common shares of a
Bermuda company may be offered or sold in Bermuda only in compliance with the provisions of the
Invesiment Business Act, which regulates the sale of securities in Bermuda. All three companies are
required to obtain the prior permission of the BMA for the issuance and transferability of their
shares. We have received consent from the BMA for the issue and free transferability of the common
shares of Primus Guaranty, as long as the shares of Primus Guaranty are listed on an appointed stock
exchange (including the NYSE), to and among persons who are non-residents of Bermuda for
exchange contro! purposes.

Primus Guaranty, Primus Bermuda and Primus Re have each been incorporated in Bermuda as
an “exempted company.” Under Bermuda law, exempted companies are companies formed for the
purpose of conducting business outside Bermuda from a principal place in Bermuda. As a result, they
are exempt from Bermuda laws restricting the percentage of share capital that may be held by
non-Bermudians, but they may not participate in certain transactions, including (1) the acquisition or
holding of land in Bermuda {except as may be required for their business and held by way of lease or
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tenancy for terms of not more than 50 years or which is used to provide accommodation or
recreational facilities for their officers and employees and held with the consent of the Bermuda
Minister of Finance, for a term not exceeding 21 years) without the express authorization of the
Bermuda legislature, (2) the taking of mortgages on land in Bermuda to secure an amount in ¢xcess
of BD$50,000 without the consent of the Bermuda Minister of Finance, (3) the acquisition of any
bonds or debentures secured by any land in Bermuda, other than certain types of Bermuda
government securities or (4) the carrying on of business of any kind in Bermuda, except in
furtherance of their business carried on outside Bermuda (and certain other limited circumstances) or
under license granted by the Berruda Minister of Finance.

We must comply with the provisions of the Bermuda Companies Act regulating the payment of
dividends, and making distributions from contributed surplus and repurchases of shares. A Bermuda
company may not declare or pay a dividend, or make a distribution out of contributed surplus, if
there are reasonable grounds for believing that: (a} the company is, or would after the payment be,
unable to pay its liabilities as they become due; or (b) the realizable value of the company’s assets
would thereby be less than the aggregate of its liabilities and its issued share capital and share
premium accounts. Under the Bermuda Companies Act, when a Bermuda company issues shares at a
premium (that is for a price above the par value), whether for cash or otherwise, a sum equal to the
aggregate amount or value of the premium on those shares must be transferred to an account called
“the share premium account.” The provisions of the Bermuda Companies Act relating to the
reduction of the share capital of a company apply as if the share premium account were paid-up share
capital of that company, except for certain matters such as premium arising on a particular class of
shares which may be used in paying up unissued shares to be issued to shareholders as fully paid
bonus shares. The paid-up share capital may not be reduced if on the date the reduction is to be
effected there are reasonable grounds for believing that the company is, or after the reduction would
be, unable to pay its liabilities as they become due. Similarly, no purchase by a company of its own
shares may be effected if, on the date on which the purchase is to be effected, there are reasonable
grounds for believing that the company is, or after the purchase would be, unable to pay its habilities
as they become due.

Exempted companies, such as Primus Guaranty, Primus Bermuda and Primus Re, must comply
with Bermuda resident representation provisions under the Bermuda Companies Act. Under Bermuda
Jaw, non-Bermudians (other than spouses of Bermudians, or holders of a permanent resident’s
certificate, or holders of a working resident’s certificate) may not engage in any gainful occupation in
Bermuda without an appropriate governmental work permit. A work permit may be granted or
extended upon showing that, after proper public advertisement, no Bermudian (or spouse of a
Bermudian, or holder of a permanent resident’s certificate, or holder of a working resident’s
certificate) is available who meets the minimum standards reasonably required by the employer. The
current policy of the Bermuda government is to place a six-year term limit on individuals with work
permits, subject to certain exemptions for key employees. There are employee protection laws and
social security laws in Bermuda that will apply if we ever have employees based in Bermuda.

The Bermuda Insurance Act. The Bermuda Insurance Act imposes on insurance companies
certain solvency and liquidity standards, certain restrictions on the declaration and payment of
dividends and distributions, certain restrictions on the reduction of statutory capital, and certain
auditing and reporting requirements and also the need to have a principal representative and a
principal office (as understood under the Bermuda Insurance Act) in Bermuda. Primus Re’s principal
representative is currently Marsh Management Services (Bermuda) Ltd. The Bermuda Insurance Act
grants to the BMA the power to cancel licenses, supervise, investigate and intervene in the affairs of
insurance companies and in certain circumstances share information with foreign regulators. The
Bermuda Insurance Act distinguishes between insurers carrying on long-term business and insurers
carrying on general business. There are four classifications of insurers carrying on general business,
with Class 4 insurers subject to the strictest regulation and Class 3 insurers subject to the next strictest
regulation. Primus Re is registered as a Class 3 insurer and is regulated as such under the Bermuda
Insurance Act. Class 3 insurers are authorized to carry on general insurance business (as understood
under the Bermuda Insurance Act), subject to conditions attached to their license and to compliance
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with minimum capital and surplus requirements, solvency margin, liquidity ratios and other
requirements imposed by the Bermuda Insurance Act.

As a Class 3 insurer: (1) Primus Re is required to maintain the general business solvency margin
which is a minimum solvency margin equal to the greatest of: (A) $1,000,000; (B) 20% of net
premiums written up to $6,000,000 plus 15% of net premiums written over $6,000,000; or (C) 15% of
loss and other insurance reserves; (2) if at any time Primus Re fails to meet its general business
solvency margin it must, within 30 days after becoming aware of that failure or having reason to
believe that such failure has accurred, file with the BMA a written report containing particulars of the
circumstances leading to the failure and of the manner and time within which it intends to rectify the
failure; (3) Primus Re is prohibited from declaring or paying any dividends at any time it is in breach
of its general business solvency margin or the required minimum liquidity ratio, or if the declaration
or payment of such dividends would cause it to fail to meet such margin or ratio, and if it has failed to
meet its minimum solvency margin or minimum liquidity ratio on the last day of any financial year,
Primus Re will be prohibited, without the approval of the BMA, from declaring or paying any
dividends during the next financial year; and (4) Primus Re is prohibited, without the prior approval
of the BMA, from reducing by 15% or more its total statutory capital (which includes contributed
surplus, paid in capital and share premium) as set out in its previous year’s financial statements.
Primus Re is required annually to file statutorily mandated financial statements and returns, audited
by an independent auditor approved by the BMA, together with an annual loss reserve opinion of a
BMA approved loss reserve specialist.

Primus Re, Ltd. Act 2000. Primus Re has obtained private Bermuda legislation, entitled the
“Primus Re, Ltd. Act 2000,” or the Private Act, from the Bermuda Legislature that enables it to
operate separate accounts (as defined in the Private Act), subject to the provisions of the Private Act.
The expected result is that the assets of one separate account are protected from the liabilities of
other accounts, with the result that only the assets of a particular separate account may be applied to
the liabilities of that separate account. Pursuant to the Private Act, the assets and liabilities of a
separate account are treated as a separate fund from Primus Re’s own general assets and liabilities or
the assets and liabilities arising from any other separate accounts and, in an insolvency proceeding
pursuant to Bermuda law, it is expected that a liquidator will be bound to respect the sanctity of such
separate accounts. There are no Bermuda court decisions on the efficacy of separate accounts.

Competition

The business of selling credit protection in the form of credit swaps is highly competitive. Major
sellers of credit protection include banks, insurance companies and investment managers, including
hedge funds. Competition is based on many factors, including the general reputation, service and
perceived financial strength of the protection seller, the pricing of the credit swap protection (i.e., the
premium to be paid by the protection buyer for the credit swap) and other terms and conditions of
the credit swap.

Primus Financial is a CDPC that was formed to be a seller of credit protection. We believe
Primus Financial is well positioned to compete in the credit swap market with its AAA/Aaa ratings
and buy and hold strategy. During 2007, new CDPC’s were formed and we understand obtained
AAA/Aaa credit ratings, At this lime, we do not believe these CDPC’s will have any material impact
on Primus Financial’s ability to compete in the credit proteciion market.

The market for asset management services is also highly competitive with low barriers to entry.
Many participants in the asset management business are large financial institutions and asset
management companies. Despite the greater asset base and size of these competitors, we believe
Primus Asset Management is well positioned as a conservative asset manager.

Counterparty Credit Ratings

Ratings by independent rating agencics are an important factor in participating in the credit swap
market and are important to our ability to sell credit swaps. S&P maintains a letter scale rating system
ranging from “AAA” (“extremely strong™) to “CC” (“currently highly vulnerable”). Moody’s
mainlains a letter scale rating system ranging from “Aaa” (“exceptional™) to “C” (“lowest rated™).

12




Primus Financial, as a swap counterparty, has been rated “AAA” (“extremely strong”) by S&P,
which is the highest of twenty-one rating levels, and “Aaa” (“exceptional”) by Moody’s, which is also
the highest of twenty-one rating levels. These ratings refiect S&P’s and Moody’s opinions of Primus
Financial’s ability to pay a counterparty upon a defined credit event.

Capital

We have grown our capital resources over a number of years through the issuance of common
equity and long-term debt by Primus Guaranty and from the issuance of long-term debt and perpetual
preferred securities by Primus Financial. The cash derived from these issuances has been
supplemented by the retention of cash earnings in the period since we have been in business.

Primus Debt and Preferred Securities Credit Ratings

Primus Financial issued $100 million of perpetual preferred securitics on December 19, 2002.
These preferred securities were placed into a Trust, which in turn issued money market custodial
receipts in the auction rate market and have a A/A2 rating from S3&P and Moody’s, respectively.

Primus Financial issued $75 million of subordinated deferrable interest notes on July 23, 2004,
which mature in July 2034. These subordinated deferrable interest notes issued in the auction rate
market, have a AAA/Aaa rating from S&P and Moody’s, respectively.

Primus Financial issued $125 million of subordinated deferrable interest notes on December 19,
2005, which mature in June 2021, These subordinated deferrable interest notes issued in the auction
rate market, have a AA/Aa2 rating from S&P and Moody’s, respectively.

Primus Guaranty completed an offering of $125 million, 7% senior notes on December 27, 2006,
which mature in December 2036. These senior notes have a BBB+/Baal senior debt rating from
S&P and Moody’s, respectively and are quoted on the NYSE, under the symbol “PRD.”

Beginning in August 2007, there was limited investor demand for our preferred securities and our
subordinated deferrable interest notes issued in the auction rate market. As a result of the insufficient
demand, the auctions did not clear and the rates on these preferred securities and deferrable notes
were set at the maximum spread rates, as specified in the respective security agreements. These
maximum rates are subject to increase if the credit ratings on these securities are downgraded.

Employees

As of December 31, 2007, we had 58 employees. None of our employees is party to a collective
bargaining agreement or representzd by any labor organization. We consider our relations with our
employees to be good.

Additional Information

We make available, free of charge, access to our Annual Report on Form 10-K, Quarterly
Reports on Form 10-Q, Current Reports on Form 8-K, Section 16(a) filings, our Proxy Statement, and
all amendments to those reports as soon as reasonably practicable after such reports are electronically
fited with, or furnished to, the Securities and Exchange Commission, or SEC, through our home page
at www.primusguaranty.com.

As required by Section 303A.12(a) of the New York Stock Exchange Corporate Government
Standards, our Chief Executive Officer has filed the required certification.
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TAX CONSIDERATIONS

The following summary of the taxation of holders of commeon shares of Primus Guaranty and the
taxation of Primus Guaranty and its subsidiaries describes the material Bermuda and United States
federal income tax considerations as of the date of this document. The summary is for general
information only and does not purport to be a complete analysis or listing of all tax considerations
that may be applicable, nor does it address the effect of any potentially applicable United States state
or local tax laws, or the tax laws of any jurisdiction outside the United States or Bermuda. The tax
ireatment of a holder of common shares for United States federal, state, local, and non-United States
tax purposes may vary depending on the holder’s particular status. Legislative, judicial, or
administrative changes may be forthcoming, including changes that could have a retroactive effect that
could affect this summary. Primus Guaranty does not intend to seek a tax ruling with respect to any of
the issues described below. All statements herein, with respect to facts, determinations, or conclusions
relating to the business or activities of Primus Guaranty and its subsidiaries, have been provided by
us. All references in the following summary with regard to Bermuda taxation to Primus Guaranty do
not include its combined operations.

Prospective investors are urged to consult their own tax advisors concerning their particular
circumstances and the United States federal, state, local, and non-United States tax consequences to
theim of owning and disposing of our common shares.

Taxation of Shareholders

Bermuda Taxation

Under current Bermuda law, dividends paid by Primus Guaranty to holders of common shares
will not be subject to Bermuda withholding tax.

United States Taxation

Except as noted in this sentence, the following summary addresses the material United States
federal income tax consequences with respect to common shares held as capital assets and does not
deal with the tax consequences applicable to all categories of investors, some of which (such as
broker-dealers; banks; insurance companies; tax-exempt entities; investors who own, or are deemed to
own, 10% or more of the total combined voting power or value of Primus Guaranty; investors who
hold or will hold common shares as part of hedging or conversion transactions; investors subject to the
United States federal alternative minimum tax; investors that have a principal place of business or
“tax home” outside the United States; and investors whose funclional currency is not the
United States dollar) may be subject to special rules. Prospective investors in common shares are
advised to consult their own tax advisors with respect to their particular circumstances and with
respect to the effects of United States federal, state, local, or other countries’ tax laws to which they
may be subject.

United States Holders

Except as noted in the first sentence of the preceding paragraph, the following discussion
summarizes the material United States federal income tax consequences relating to the ownership and
disposition of our common shares by a beneficial owner thereof that is for United States federal
income tax purposes (i) an individual citizen or resident of the United States, (ii) a corporation, or
other entity taxable as a corporation, created or organized in or under the taws of the United States
or any political subdivision thereof, or (iii) an estate or trust the income of which is subject 10
United States federal income taxation regardless of its source.

As discussed in greater detail below under “—Passive Foreign Investment Companies” and
“Taxation of Primus Guaranty and its Subsidiaries—United States Taxation—Primus Guaranty,
Primus Bermuda, Primus Financial, PGUK, PRS Trading Strategies and Harrier,” subject to the
limitations and caveats described below, we believe that (1) neither Primus Guaranty nor
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Primus Bermuda should be treated as engaged in a trade or business within the United States and
(2) Primus Guaranty and Primus Bermuda should be and continue to be passive foreign investment
companies, or PFICs, for United States federal income tax purposes. This discussion assumes both of
these conclusions, unless otherwise stated.

Passive Foreign Investment Companies. Special and adverse United States federal income tax
rules apply to shareholders who are direct or indirect owners of foreign corporations that are PFICs.
In general, a foreign corporation wilt be a PFIC if 75% or more of its gross income constitutes
“passive income” or 50% or more of its assets produce passive income. Various rules require that a
foreign corporation look through its ownership interest in lower-tier subsidiaries in determining
whether it satisfies the “asset” or the “income” test. Based on the operations, assets and income of
our entire group, and in particular the operations, assets and income of Primus Financial, PRS Trading
Strategies and Harrier, Primus Guaranty believes that both Primus Guaranty and Primus Bermuda
should satisfy either or both of the “income” or “asset” tests and as a result should be and continue to
be PFICs. If it were determined that Primus Financial’s activities with respect to credit swaps
constituted a United States trade or business, Primus Guaranty and Primus Bermuda might as a result
not be PFICs.

Holders of common shares are urged to consult with their tax advisors as to the tax consequences
of holding shares directly and indirectly (in the case of Primus Bermuda) of PFICs and the possible
advisability of electing to have each of Primus Guaranty and Primus Bermuda treated as a “qualified
electing fund,” or QEF, or of making a mark-to-market election with respect to Primus Guaranty.

If Primus Guaranty and Primus Bermuda are treated as PFICs during your holding period and
you have not made a QEF clection or a mark-to-market election (as described below) with respect to
each of Primus Guaranty and Primus Bermuda, you will be subject to the following adverse tax
consequences. Upon a disposition. of common shares of Primus Guaranty (or the sale of Primus
Bermuda shares by Primus Guaranty), including, under certain circumstances, pursuant to an
otherwise tax-free transaction, gain recognized by you would be allocated ratably over your holding
period for the common shares. The amounts allocated to the taxable year of the sale or other
exchange would be taxed as ordinary income. The amount allocated to each other taxable year would
be subject to tax at the highest marginal federal income tax rate in effect for individuals or
corporations, as appropriate, and an interest charge would be imposed on the tax attributable to such
allocated amounts. Further, any distribution in respect of common shares of Primus Guaranty (or to
Primus Guaranty in respect of shares of Primus Bermuda) will be taxed as above if the amount of the
distribution is more than 125% of the average distribution with respect to the common shares received
by you (or by Primus Guaranty in the case of a distribution in respect of Primus Bermuda shares)
during the preceding three years or your holding period, whichever is shorter. Distributions by a
PFIC are not eligible for the reduced tax rate of 15% that applies to certain dividends paid to
non-corporate United States shargholders.

If Primus Guaranty and Primus Bermuda are PFICs and you do not make a QEF election or a
mark-to-market election (as described below) at the time you purchase the common shares, the
corporations will continue to be treated as PFICs with respect to the common shares held directly or
indirectly by you, even if they subsequently cease to qualify as PFICs, unless an election as described
below is made to “purge” the PFIC taint. A “purging” election would itself accelerate PFIC tax
treatment but would avoid PFIC tax treatment for subsequent years when Primus Guaranty and
Primus Bermuda are not PFICs and for years in which a QEF election as discussed below is in effect.
Different methods of “purging” the PFIC taint are available depending on whether the corporation is
a PFIC at the time the election is made and certain other facts.

Under the Internal Revenue Code of 1986, as amended, or the Code, a direct or indirect
shareholder of a PFIC may elect to have the PFIC treated as a qualified electing fund with respect to
such shareholder (a QEF election). If during your holding period you have always had a QEF election
in effect for both Primus Guaranty and Primus Bermuda while they were PFICs, you will not be
subject to the PFIC tax treatmen! described in the preceding paragraphs. Instead, you will be required
to include in your income each year your pro rata share of their capital gain and ordinary earnings for
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that year, and any excess obtained with respect to the common shares by disposition is generally
treated as capital gain. If you make the election, your basis in your PFIC shares will be increased by
the earnings included in gross income and decreased by a distribution to the extent of previously
taxed amounts. For this purpose, a corporation owning an interest in an entity which is a partnership
for United States federal income tax purposes, such as Primus Bermuda owning an interest in Primus
Financial, would be allocated the share of the capital gain and ordinary earnings of the partnership
attributabie to the interest it owns. Thus, if you make a QEF election with respect to Primus
Bermuda, as well as Primus Guaranty, you will be required to include a portion of the capital gain and
ordinary income of Primus Financial in your income. As a result, you may be subject to current tax
based on the income of Primus Guaranty or Primus Bermuda without any distribution of cash to
enable such tax to be paid. If you have made a QEF election for both Primus Guaranty and Primus
Bermuda, you may elect to defer the payment of the tax on such income items, subject to an interest
charge, until the corresponding amounts are distributed, or until you dispose of your common shares.

As discussed in more detail below, we have determined that the credit swaps sold by Primus
Financial, and the credit swaps bought and sold by PRS Trading and Harrier, are best treated as the
sale or purchase of options for United States federal income tax purposes. Accordingly, Primus
Financial will recognize income or loss as a protection seller, and PRS Trading and Harrier will
recoghize income or loss as a protection seller or buyer, only upon default or expiration of the credit
swaps. There is no definitive authority in support of the treatment by each of Primus Financial, PRS
Trading and Harrier of its credit swaps as options for United States federal income tax purposes, and
we do not intend to seek a ruling from the Internal Revenue Service, or IRS, on this point. In
addition, the IRS has been studying the treatment of derivative transactions generally, including credit
swaps and has issued a notice requesting submissions from taxpayers regarding the manner in which
they conduct their credit swap activities and indicating that the United States Department of the
Treasury and the IRS are contemplating issuing specific guidance in this area. No assurance can be
given as to whether or when such guidance may be issued, whether it would be applied retroactively
or whether it will be adverse to Primus Financial. The notice describes numerous potential alternative
characterizations of credit swaps, including a characterization consistent with the treatment adopted by
Primus Financial and other characterizations that would have adverse 1ax consequences for Primus
Financial. If the IRS were to assert successfully that the credit swaps sold by Primus Financial should
be treated other than as the sale of options, the timing of the income recognized by Primus Financial
could be accelerated, which would accelerate the inclusion of taxable income by you if you make QEF
elections. In addition, because the option treatment adopted by Primus Financial for the tax treatment
of credit swaps differs from the treatment used for financial accounting purposes, the amount of
taxable income that you would include in a particular year as a result of a QEF election may differ
significantly from, and in particular years may be significantly greater than, the amount that you would
have included were taxable income calculated in the manner used for financial accounting purposes.

Primus Guaranty intends to comply, and to cause Primus Bermuda to comply, with all
record-keeping, reporting and other requirements so that you may maintain a QEF election with
respect to Primus Guaranty and Primus Bermuda. If you desire to make and maintain a QEF election,
you may contact us for the PFIC annual information statement, which may be used to complete your
annual QEF c¢lection filings, You may also obtain this information on our website at
httpA/www.primusguaranty.com. You will need to rely on the information provided by us in the annual
information statement in preparing your income tax filings.

A QEF election is made on a sharcholder-by-shareholder basis and can be revoked only with the
consent of the IRS. A QEF election is made by attaching a completed IRS Form 8621 (using the
information provided in the PFIC annual information statement) to your timely filed United States
federal income tax return. Even if a QEF election is not made, you must file a completed
[RS Form 8621 every year.

Alternatively, if shares of a PFIC are “regularly traded” on a “qualified exchange” (which
includes certain United States exchanges and other exchanges designated by the United States
Treasury Department), or marketable shares, a United States holder of such shares may make a
mark-to-market election. In general, a class of shares is treated as regularly traded for a calendar year
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if it is traded, other than in de minimis amounts, for at least 15 days during cach calendar year
quarter. The common shares of Primus Guaranty trade on the NYSE, a “qualified exchange,” and it is
anticipated that they qualify as “regularly traded” on that exchange for this purpose, although there
can be no assurance that they actually so qualify.

If you make a valid mark-to-market election with respect to Primus Guaranty, you will not be
subject to the PFIC rules described above with respect to Primus Guaranty, and instead will include
each year in ordinary income the excess, if any, of the fair market value of its PFIC shares at the end
of the taxable year over its adjusted basis in such shares. The excess, if any, of the adjusted basis over
the fair market value at the end of the taxable year will be permitted as an ordinary loss (but only to
the extent of the net amount previously included in income as a result of the mark-to-market
election). If you make the electicn, your basis in your PFIC shares will be adjusted to reflect any such
income or loss amounts.

Even if the common shares of Primus Guaranty qualify as “marketable shares” for this purpose,
the shares of Primus Bermuda, which is expected to be a PFIC, will not be “marketable shares” for
these purposes. There is no authority on how a mark-to-market election for a corporation which is a
PFIC affects that holders’ treatment of a subsidiary of that corporation which is also a PFIC. If you
make a mark-to-market election with respect to Primus Guaranty, you may continue to be subject to
PFIC tax treatment with respect to Primus Bermuda, in the absence of a QEF election with respect to
Primus Bermuda, and to additional inclusions of taxable income, if such a QEF election is made. You
should consult your tax advisor as to the possibility of making a QEF election with respect to your
indirect ownership of the shares of Primus Bermuda, which shares will not qualify as “marketable
shares.”

You are urged to consult with your tax advisors regarding the likely classification of Primus
Guaranty and Primus Bermuda as PFICs and the advisability of making QEF elections with respect to
Primus Guaranty and Primus Bermuda.

Alternative Characterizations. 1f Primus Guaranty and Primus Bermuda were not PFICs,
distributions with respect 1o the common shares would be treated as ordinary dividend income to the
extent of Primus Guaranty’s current or accumulated earnings and profits as determined for
United States federal income tax purposes. Dividends paid by Primus Guaranty to United States
corporations are not eligible for the dividends-received deduction and dividends paid on its common
shares to non-corporate United States shareholders would be eligible for the reduced tax on dividends
at a maximum rate of 15%, as our common shares are listed on the NYSE and therefore readily
tradeable on an established securities market in the United States for purposes of Section 1(h)(11) of
the Code. Distributions in excess of Primus Guaranty’s current and accumulated earnings and profits
would first be applied to reduce your tax basis in the common shares, and any amounts distributed in
excess of such tax basis would be treated as gain from the sale or exchange of the common shares.

If Primus Guaranty and Primius Bermuda were not PFICs, you would, upon the sale or exchange
of common shares, generally recognize gain or loss for federal income tax purposes equal to the
excess of the amount realized upon such sale or exchange over your federal income tax basis for such
common shares. Such long-term capital gain is currently generally subject to a reduced rate of
United States federal income tax if recognized by non-corporate United States holders, which rate is
currently a maximum of 15% for years prior to 2011. Limitations apply to the deduction of capital
losses.

Non-United States Holders

Subject to certain exceptions, persons that are not United States persons will be subject 10
United States federal income tax on dividend distributions with respect to, and gain realized from, the
sale or exchange of common shares only if such dividends or gains are effectively connected with the
conduct of a trade or business within the United States.
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Taxation of Primus Guaranty and lts Subsidiaries

Bermuda Taxation

Primus Guaranty, Primus Bermuda and Primus Re. Each of Primus Guaranty, Primus Bermuda
and Primus Re has received an assurance under the Exempted Undertakings Tax Protection Act 1966
of Bermuda, or the Tax Protection Act, to the effect that in the event of any legislation imposing tax
computed on profits or income, or computed on any capital asset, gain, or appreciation, or any tax in
the nature of estate duty or inheritance tax being enacted in Bermuda, then the imposition of any
such tax shall not be applicable 10 Primus Guaranty, Primus Bermuda or Primus Re, or 10 any of their
operations, or the shares, debentures, or other obligations of Primus Guaranty, Primus Bermuda and
Primus Re until March 28, 2016. This assurance does not prevent the application of any such tax or
duty to such persons who are ordinarily resident in Bermuda or the application of any tax payable in
accordance with the provisions of the Land Tax Act 1967 of Bermuda or otherwise payable in relation
to the property leased to Primus Guaranty, Primus Bermuda or Primus Re. Primus Re is required to
pay annual insurance license fees, and each of Primus Guaranty, Primus Bermuda and Primus Re is
required to pay certain annual Bermuda government fees. In addition, all entities employing
individuals in Bermuda are required to pay a payroll tax to the Bermuda government. Currently, there
is no Bermuda withholding tax on dividends paid by Primus Guaranty, Primus Bermuda or Primus Re.

United States Taxation

Primus Guaranty, Primus Bermuda, Primus Financial, PGUK, PRS Trading Strategies and
Harrier. Based on how Primus Guaranty and Primus Bermuda operate and will continue to operate
their businesses, Primus Guaranty believes that Primus Guaranty and Primus Bermuda should not be
treated as engaged in a trade or business within the United States. Primus Guaranty also believes that
Primus Guaranty should not be treated as engaged in a United States trade or business through its
ownership interest in PRS Trading Strategies or Harrier and that Primus Bermuda should not be
treated as engaged in a United States trade or business through its ownership interest in PGUK or its
indirect ownership interest in Primus Financial. In reaching this view, Primus Guaranty has concluded
that, although the matter is not free from doubt and there is no governing authority on the point,
Primus Financial’s activity of selling credit swaps, and PRS Trading Strategies’ and Harrier’s activity of
buying and selling credit swaps, respectively, together with its other activities (including in the case of
PRS Trading Strategies and Harrier, the acquisition, holding and disposition of direct or derivative
interests in debt instruments), are best viewed as transactions in securities or commodities as an
investor or trader (rather than as a dealer or as part of a financing business) for Primus Financial’s,
PRS Trading Strategies’ and Harrier’s own account, respectively, in the United States under
Section 864(b)(2) of the Code, and thus PRS Trading Strategies and Harrier (and thus Primus
Guaranty, with respect to which PRS Trading Strategies and Harrier are disregarded entities for
United States federal income tax purposes) and Primus Financial {and Primus Bermuda, as a
non-United States partner in Primus Financial for United States federal income tax purposes) should
not be viewed as engaged in a United States trade or business. In reaching this conclusion, Primus
Guaranty is relying on statements by the IRS that taxpayers engaged in derivative transactions may
take any reasonable position pending the adoption of final regulations regarding the treatment of
derivative transactions for purposes of Section 864(b}(2) of the Code. These IRS statements do not
have the force of Code provisions or adopted regulations and may be revoked or amended
retroactively, subject only to review for abuse of discretion. Because the determination of whether a
foreign corporation is engaged in a trade or business in the United States is inherently factual and
there are no definitive standards for making such determination, and the treatment in particular of
credit swaps and Primus Financial’s, PRS Trading Strategies’ and Harrier’s current and anticipated
activities is unsettled, there can be no assurance that the IRS will not contend successfully that Primus
Guaranty, Primus Bermuda, Primus Financial, PRS Trading Strategies or Harrier is engaged in a trade
or business in the United States.
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If the IRS successfully asserts that Primus Guaranty (either directly or through its interest in
PRS Trading Strategies or its interest in Harrier) or Primus Bermuda (either directly or through its
interest in Primus Financial or its interest in PGUK, which has elected to be treated as a disregarded
entity, or branch, of Primus Bermuda for United States federal income tax purposes) is engaged in a
trade or business in the United States, it will be subject to United States federal income tax, as well
as, potentially, the branch profits tax, on its net income that is effectively connected with the conduct
of the trade or business, unless the corporation is entitled to relief under an income tax treaty. Such
income tax would be imposed on effectively connected net income, which is computed in a manner
generally analogous to that applied to the net income of a domestic corporation. However, if a foreign
corporation does not timely file a United States federal income tax return, even if its failure to do so
is based upon a good faith determination that it was not engaged in a trade or business in the United
States, it is not entitled to deductions and credits allocable to its effectively connected income.
Moreover, penalties may be assessed for failure to file such tax returns. Primus Guaranty and Primus
Bermuda file “protective” United States federal income tax returns so that if they are held to be
engaged in a trade or business in the United States, they would be allowed to deduct expenses and
utilize credits allocable to income determined to be effectively connected with such trade or business
and would not be subject to a failure to file penalty.

The maximum United States corporate income tax rate currently is 35% for a corporation’s
effectively connected net income. In addition, if Primus Financial is found to be engaged in a United
States trade or business, as a partnership for United States federal income tax purposes, it will be
required to perform United States federal income tax withholding, at the rate of 35%, in respect of
Primus Bermuda’s allocable share of Primus Financial’s income that is effectively connected with such
United States trade or business under Section 1446 of the Code, regardless of whether distributions
are actually made by Primus Financial to Primus Bermuda or Primus Group Holdings. In such a
circumstance, Primus Bermuda, will be entitled to credit any such withholding tax against its liability
for United States federal income tax.

The United States branch profits tax rate currently is 30%, subject to reduction by applicable tax
treaties. The branch profits tax, which is based on net income after subtracting the regular corporate
tax and making certain other adjustments, is imposed on the amount of net income deemed to have
been withdrawn from the United States. If Primus Financial, or PRS Trading Strategies or Harrier, is
found to be engaged in a United States trade or business, and as a result the United States branch
profits tax applies to Primus Bermuda, or Primus Guaranty, the branch profits tax may be imposed at
a rate of 30%.

As discussed above, we have determined that the credit swaps sold by Primus Financial, and
bought and sold by PRS Trading Strategies and Harrier, are best treated as the sale (or purchase, in
the case of PRS Trading Strategies and Harrier) of options for United States federal income tax
purposes, such that Primus Financial, PRS Trading Strategies and Harrier wil recognize income or
loss as a protection seller or buyer only upon default ‘or expiration of the credit swaps. There is no
definitive authority in support of the treatment by each of Primus Financial, PRS Trading Strategies
and Harrier of its credit swaps as options for United States federal income tax purposes. We do not
intend to seek a ruling from the 1RS on this point. In addition, the IRS has been studying the
treatment of derivative transactions generally, including credit swaps and has recently issued a notice
requesting submissions from taxpayers regarding the manner in which they conduct their credit swap
activities and indicating that the United States Department of the Treasury and the IRS are
contemplating issuing specific guidance in this area. No assurance can be given as to whether or when
such guidance may be issued, whether it would be applied retroactively or whether it will be adverse
to Primus Financial, PRS Trading Strategies and Harrier. The notice describes numerous potential
alternative characlerizations of credit swaps, including a characterization consistent with the treatment
adopted by Primus Financial, PR Trading Strategies and Harrier, and other characterizations that
would have adverse tax consequences for Primus Financial, PRS Trading Strategies and Harrier. If the
IRS were to assert successfully that the credit swaps sold by Primus Financial, and bought and sold by
PRS Trading Strategies and Harrier, should be treated other than as an option, (i) the timing of the
income recognized by Primus Financial, PRS Trading Strategics and Harrier could be accelerated,
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(ii) the character of this income could be altered and (iii} Primus Bermuda and Primus Guaranty, as
non-United States persons, could be subject to United States income or withholding tax at the rate of
30% on its FDAP income (discussed below). In addition, were these changes in character to apply and
were Primus Bermuda (through its investment in Primus Financial) and Primus Guaranty (through its
investment in PRS Trading Strategies or Harrier) found to be engaged in a United States trade or
business, Primus Bermuda's and Primus Guaranty’s recognition of taxable income would be
accelerated.

A foreign corporation not engaged in a trade or business in the United States is generally subject
to United States income tax at the rate of 30% on its “fixed or determinable annual or periodic gains,
profits and income,” or FDAP income, derived from sources within the United States (for example,
dividends and certain interest income). Thus, even if Primus Guaranty and Primus Bermuda are not
engaged in a trade or business in the United States, they could be subject to the 30% tax on certain
FDAP income, depending upon the types of instruments in which they invest. Premium income from
credit swap sales does not constitute FDAP income, assuming as discussed above that the credit swaps
sold by Primus Financial, PRS Trading Strategies and Harrier are treated as the sale of options for
United States federal income tax purposes.

The above analysis generally assumes that Primus Financial is and continues to be a partnership
other than a publicly traded partnership for United States federal income tax purposes. Generally, a
partnership with fewer than 100 partners at all times is treated as a partnership that is not a publicly
traded partnership. Because of restrictions on the ownership composition of Primus Financial, we
believe that Primus Financial is not and will not become a publicly traded partnership and thus will
not be required to pay United States federal income tax on its income. However, there can be no
assurance that Primus Financial is not or will not become a publicly traded partnership, which could
have a materially adverse effect on our financial condition and results of operations. Were Primus
Financial to be a publicly-traded partnership for United States federal income tax purposes, it could
be required to pay United States federal income tax on its income (without regard to whether it is
engaged in a United States trade or business), instead of passing through its income and loss to its
partners, and it will be required to perform United States federal income tax withholding, at the rate
of 30%, in respect of amounts paid to Primus Bermuda.

Primus Asset Management. Primus Asset Management is a United States corporation which
owns 100% of the shares of Primus Re and is owned by Primus Bermuda through Primus Group
Holdings, a disregarded entity for United States federal income tax purposes. Primus Asset
Management is expected to be subject to United States federal income tax on a net basis on its
income. At present the principal activity of Primus Asset Management is providing management
services to Primus Guaranty and its subsidiaries, principally Primus Financial, under a services
agreement. Beginning in 2004, Primus Asset Management has entered into agreements to act as a
portfolio manager for third parties.

Primus Asset Management has reported on its United States federal income tax returns a net
operating loss carryforward and other tax attributes reflecting various items of loss and deduction,
including with respect to predecessor companies. Various restrictions may apply to these tax attributes,
including under Section 382 of the Code, and no assurance can be given that the availability of some
or all of these tax attributes will not be successfully challenged by the IRS.

Any dividends paid by Primus Asset Management to Primus Bermuda through Primus Group
Holdings from its earnings or from distributions received from Primus Re, will be subject to United
States federal income tax withholding at a rate of 30%.

Primus Re. Primus Re has to date conducted only limited operations. Depending on the nature
of Primus Re’s operations, it may be treated as an insurance company, in which case it may elect
under Section 953(d) of the Code to be treated as a United States corporation for United States
federal income tax purposes, or as engaged in investment activities, which could require the inclusion
of taxable income by its parent, Primus Asset Management, each year. In addition, if Primus Re is
treated for United States federal income tax purposes as an insurance company and a
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non-United States person, United States insurance excise tax could apply to premiums it receives with
respect to its policies covering United States risks.

Personal Holding Company Tax and Accumulated Earnings Tax. A personal holding company
tax is imposed at a current rate of 15% on the undistributed personal holding company income
(subject to certain adjustments) of a personal holding company. The accumulated earnings tax is
imposed on corporations (including foreign corporations with direct or indirect shareholders subject to
United States tax) that accumulate earnings in excess of the reasonably anticipated needs of the
business, generally at a current rate of 15% on a corporation’s €xcess accumulated earnings. These
taxes only apply in certain circunmstances, but, in any case, neither tax applies to a corporation that is
a PFIC. Because Primus Guaranty and Primus Bermuda likely are and will continue to be PFICs,
these taxes should not apply to them.

Backup Withholding. Payment of dividends and sales proceeds that are made within the
United States or through certain U.S.-related financial intermediaries generally are subject to backup
withholding unless you (i) are a corporation or come within certain other exempt categories and,
when required, demonstrate this fact, or (ii) provide a taxpayer identification number, certify as to no
loss of exemption from backup withholding and otherwise comply with applicable requirements of the
backup withholding rules. The backup withholding tax is not an additional tax and may be credited
against your regular United States federal income tax liability.

Item 1A. Risk Factors

Risks Related to our Business and Operations

We are experiencing unusual conditions in the global credit markets which create a greater level
of risk to our business.

Currently, we are experiencing very unusual conditions in the global credit markets. These
conditions are characterized by greater volatility, less liquidity, wider credit spreads, a lack of price
transparency and a flight to quality among others. Initially, these conditions were triggered by
deteriorating conditions in the subprime mortgage market including higher than expected
delinquencies. This has now spread beyond the subprime mortgage market to a broader market
contagion impacting a number of financial markets, global financial institutions and certain rating
dependent investment vehicles. The deteriorating market environment has resulted in significant
reductions in the market values of several asset classes and changes in the criteria applied by the
rating agencies in determining expected losses for certain asset classes, particularly asset-backed
securities referencing subprime mortgages. A number of financial institutions have been forced to
raise large amounts of new capital at very expensive levels. Additionally, a number of financial
institutions and financial guaranty companies have experienced rating downgrades with a negative
outlook. The market illiquidity and unwillingness of investors to make investments in certain
short-term debt instruments has resulted in the liquidation of certain ratings dependent market value
investment companies, particularly structured investment vehicles. 1t is difficult to predict how long
these conditions may continue. If these conditions persist or worsen during the remainder of 2008, the
company may face a very challenging business environment in terms of the potential for higher risk of
default by reference entities, our ability to grow our business, raise capital or access counterparty
capacity.

General economic and market factors may materially adversely affect our loss experience, the
demand for our services and our financial results.

In addition to the risks presented by the current conditions in the global credit markets, we could
incur losses due to adverse changes in overall economic and market conditions. Changes in these
conditions may include extended economic downturns, business failures, interest rate changes or
volatility, credit spread volatility, capital markets volatility or changes in investor or counterparty
perception about the value of credit derivatives or the credit markets in general, or a combination of
any of such factors. Further, the market for the sale of credit protection using credit default swaps
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and, consequently, related premiums are affected by a number of economic and market factors not
within our control. The occurrence of credit events with respect to Reference Entities, such as
bankruptcy or the failure to pay indebtedness, for instance, may be caused by cyclicality of the
economy, in general, or cychcality within the industry or geographic location of the Reference Entity.

The failure to manage effectively the risk of credit losses could have a material adverse effect on
our financial condition, results of operations and credit ratings,

We cannot assure you that any of the loss mitigation methods we use in managing our credit swap
portfolio will be effective. If, for example, multiple credit defaults or other defined credit events that
exceed our expectations occur within a short time period, the payments we would be required to
make under the related credit swaps could materially and adversely affect our financiai condition,
results of operations and credit ratings. Moreover, even though we may identify a heightened risk of
default with respect to a particular Reference Entity, our ability to limit our losses, through hedging or
terminating the credit swap, before a default or other defined credit event actually occurs could be
limited by conditions of inadequate liquidity in the credit swap market or conditions which render
terminations or hedging economically impractical. As we assume other types of exposure, such as
credit swaps referencing obligations of Reference Entities that are below investment grade and credit
swaps on ABS, we may not have access to the same or similar loss limitation methods. There can be
no assurance that we will be able to manage higher risks of credit losses effectively or that any of our
loss mitigation methods will be effective in any of these new areas. On January 30, 2008, Primus
Financial experienced a defined credit event for credit swaps sold on ABS, due to a downgrade to
CCC (S&P) or below of the underlying ABS securities. See Subsequent Event—2008 caption in the
“Management’s Discussion and Analysis of Financial Condition and Results of Operations” section for
further discussion.

Primus Financial’s operating guidelines and S&P’s and Moody’ capital requirements are subject
to change and may limit our growth. Additionally, a decline in our current counterparty credit ratings
from S&P and Moody’s would likely have a material adverse impact on our credit swap business and
cause our revenues and earnings to decrease.

Primus Financial has “AAA” and “Aaa” counterparty ratings from S&P and Moody’s
respectively. These ratings are crucial in supporting the growth of Primus Financial’s business. In order
to obtain and maintain its counterparty credit ratings, Primus Financial has adopted operating
guidelines, the terms of which have been agreed upon with S&P and Moody’s. We cannot assure you
that S&P and Moody’s will not require changes to Primus Financial's operating guidelines or that, if
such changes are made, Primus Financial will be able to comply with them. For example, if S&P or
Moody’s were to require Primus Financial to maintain additional capital to retain its AAA/Aaa
ratings, we cannot be certain that we could raise additional capital when needed. Moreover, if Primus
Financial suffers losses to such an extent that it is not in compliance with the capital criteria of its
operating guidelines and it is not able to cure the capital deficiency in a timely manner, its operating
guidelines require it to cease entering into new credit swaps (except for limited hedging transactions,
as described in the operating guidelines). If the foregoing occurs, S&P or Moody’s could reduce or
withdraw their “AAA/Aaa” credit ratings of Primus Financial which, in turn, would likely have a
material adverse effect on our credit swap business and our financial performance.

We may require additional capital in the future which may not be available on favorable terms or
at all.

If we require additional capital, we may need to raise funds through financings or curtail our
growth and reduce our assets. Any equity or debt financing, if available at all, may be on terms that
are not favorable to us. Further, rating agencies could change their criteria relating to the ratings of
debt instruments making it extremely difficult for us 1o raise capital at an economically feasible cost. If
we cannot obtain adequate capital, our business, results of operations and financial condition could be
adversely affected. Our ability to raise capital is highly dependent upon the conditions of the capital
markets among other things. The current credit market contagion has adversely impacted the capital
markets, there is no assurance that we will be able to raise additional capital in the immediate future.
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We are dependent upon counterparties’ perception of our creditworthiness and their willingness
to transact with us.

In establishing relationships, Primus Financial’s counterparties generally analyze our financial
condition prior to entering into a credit swap, establish credit limits, and monitor the appropriateness
of these limits on an ongoing basis in order to limit their risk that Primus Financial will not be able to
meet its obligations. Once a counlerparty reaches its credit exposure limit to Primus Financial, the
counterparty will likely not enter into any additional transactions with Primus Financial until the
counterparty’s credit limit is increased. In the event these counterparty credit limits are not increased
or decrease as credit swaps betwean Primus Financial and the counterparty runoff and are not
replaced, our financial performance could suffer. The growth of our credit protection business will be
materially impacted if we cannot maintain and increase the lines of credit with our existing
counterparties or increase the number of counterparties willing to contract with us, or a combination
of both. In the future, additional counterparties may require collateral to be posted, which may
restrict the number of counterparties available to Primus Financial.

In addition, while there are buyers of credit swaps, such as our existing counterparties, that do
not require us to post collateral, there are some buyers, including a small number of the leading
participants in the credit swap market, that require even the highest rated counterparties from which
they purchase credit swaps to post collateral. Under its operating guidelines, Primus Financial cannot
enter into credit swaps with any counterparty that would require it to post collateral nor can it
provide any ratings triggers, which upon a downgrade would provide for collateral. There is no
assurance that, in the future, counterparties will require collateral, thereby limiting, the counterparties
available to us.

We face risks in our credit protection business from our credit swaps sold on financial
intermediaries, brokers/dealers/investment houses and insurance companies.

At December 31, 2007, 13.3% of our single name credit swap portfolio in notional amounts
references financial intermediaries; 2.6% references brokers/dealers/investment houses and 9.6%
references insurance companies. In aggregate, these reference entities represented 25.5% in notional
amounts of our total single name credit swap portfolio. As part of our portfolio of credit swaps
referencing insurance companies we have sold protection on five financial guaranty companies in a
total aggregate notional amount of approximately $501 million. In the current market contagion a
number of the reference entities are under ratings pressure and have had to raise significant amounts
of new capital. We also have exposure 10 a number of financial intermediaries and banks as
counterparties to our credit swap agreements. If these sectors continue to suffer in the midst of the
global credit crisis, we may sustain losses if credit events occur.

We depend on a limited number of key executives.

The loss of any of our key personnel, including Thomas Jasper, our chief executive officer, other
directors, executive officers, or other key employces, many of whom have long-standing relationships
with our counterparties, could have a material adverse effect on us. As our business develops and
expands, we believe that our success will depend greatly on our continued ability to attract and retain
highly skilled and qualified personnel. We cannot assure you that we will continue to be able to
employ key personnel or that we will be able to attract and retain qualified personnel in the future.
We do not have “key person” life insurance to cover our executive officers. We do not have
employment contracts with all of our executive officers and key employees. Failure to retain or attract
key personnel could have a material adverse effect on us.

Our financial results depend on certain market conditions and growth in the credit swap market,
which are not within our control.

Our financial results depend to a significant degree upon the premiums that we receive on credit
swaps in our portfolio. Historically, these premiums are agreed upon at origination of the swap and
generally reflect the market credit swap premium levels prevalent at the time the swap is written.
Market premium levels are a function of a variety of factors that we do not control, including changes
in the overall economy, supply and demand conditions in the credit swap market and other factors
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affecting the corporate credit markets in general. In addition, there can be no assurance that the credit
swap market will continue to grow as it has historically, or at all, or that it will not decline. Any such
decline could have a material adverse effect on our business and financial condition.

Variations in market credit swap premium levels could cause our U.S. GAAP earnings to be
volatile,

Any event causing market credit swap premium levels to widen or tighten significantly on
underlying Reference Entities in our portfolio will affect the fair value of related credit swaps and
may increase the volatility of our financial results reported under U.S. generally accepted accounting
principles, or U.S. GAAP. In accordance with U.S. GAAP, we are required to report credit swaps at
their fair value, with changes in fair value during periods recorded as unrealized gains or losses in our
consolidated statements of operations. The principal determinant of the fair value of a credit swap is
the prevailing market premium associated with the underlying Reference Entity at the time the
valuation is derived. Generally, valuations for our credit swaps in our portfolio rely upon market
pricing quotations from dealers and third party pricing providers. We cannot assure there will be a
broadly based and liquid market to provide reliable market quotations in the future, particularly in
circumstances where there is abnormal volatility or lack of liquidity in the market. Common events
that may cause our credit swap premiums to fluctuate include changes in national or regional
economic conditions, industry cyclicality, credit events within an industry, changes in a2 Reference
Entity’s operating results, credit rating, cost of funds, management or any other factors leading
investors to revise expectations about a Reference Entity’s ability to pay principal and interest on its
debt obligations when due. Volatility in our reported U.S. GAAP earnings may cause our share price
to fluctuate significantly. '

Certain of our principal shareholders have the ability to exercise significant influence on our
business.

At December 31, 2007, our principal shareholders (by which we mean those institutions that
owned shares prior to our initial public offering in October 2004), directors and executive officers and
entities affiliated with them own approximately 49% of our outstanding common shares. As a result,
these shareholders, collectively, are able to significantly influence the election of our directors,
determine our corporate and management policies and determine, without the consent of our other
shareholders, the outcome of any corporate action submitted to our shareholders for approval,
including potential mergers, amalgamations or acquisitions, asset sales and other significant corporate
transactions. These shareholders also have sufficient voting power to amend our organizational
documents. We cannot assure you that the interests of our principal sharecholders will coincide with
the interests of other holders of our common shares. This concentration of ownership may discourage,
delay or prevent a change in control of our company, which could deprive our shareholders of an
opportunity to receive a premium for their common shares as part of a sale of our company and might
reduce our share price.

The commercial and investment activities of some of our principal shareholders may compete
with our business.

Certain of our principal shareholders or their affiliates engage in commercial activities and enter
into transactions or agreements with us or in direct or indirect competition with us. Some of our
principal shareholders or their affiliates may in the future sponsor other entities engaged in the credit
swap business or asset management business, some of which may compete with us. Certain of our
shareholders and their affiliates have also entered into agreements with and made investments in
numerous companies that may compete with us. Our shareholders may also pursue acquisition
opportunities that may be complementary to our business, and as a result, those acquisition
opportunities may not be available to us. So long as our principal shareholders continue to own a
significant amount of our outstanding common shares, they will continue to be able to influence
strongly or effectively control our business decisions.

We do not intend to pay cash dividends on our common shares for the foreseeable future,

We do not intend to pay cash dividends on our common shares for the foreseeable future.
Currently we retain all available funds for use in the operation and expansion of our business.
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Additionally, we are a holding cornpany with no operations or significant assets other than our
ownership of all of our subsidiaries. There are certain restrictions on Primus Financial contained in its
operating guidelines, which may affect its ability to pay dividends in future years. Further, the
payment of dividends and making of distributions by each of Primus Guaranty, Primus Bermuda and
Primus Re is limited under Bermuda law and regulations. Any determination to pay cash dividends
will be at the discretion of our board of directors and will be dependent upon our results of
operations and cash flows, our financial position and capital requirements, general business conditions,
legal, tax, regulatory and any contractual restrictions on the payment of dividends and any other
factors our board of directors deeins relevant.

We may not be able to continue to compete in the credit swap market.

The credit swap market is highly competitive. We face competition from providers of similar
products, including credit swap dealers of commercial and investment banks. Many of these
competitors are more established, have substantially greater resources than we do and have
established ongoing relationships with market participants giving them ready and better access to the
credit swap marketplace. In addition, while there are significant business obstacles to overcome in
establishing a similar enterprise to ours, there are currently no regulatory impediments for any new
entrants to the credit swap market. As new participants enter the credit swap market, competition
may intensify. While we believe we have a number of competitive advantages over new entrants, there
can be no assurance that increased competition will not have a material adverse effect on our business
and financial condition.

We may fail to execute our strategy in our newer lines of business, which could impair our future
financial results.

Since our initial public offering, we have added a number of new lines of business, including
writing credit swaps with respect to ABS, participating in warehouse loan financing arrangements with
respect to CLO transactions under our management and managing portfolios of various debt
obligations including, among others, leveraged loans and high yield debt securities.

We, through Primus Financial sell credit swaps referencing ABS. ABS is a relatively new asset
class for us and our experience with issuing credit default swaps against this type of fixed income
security is therefore limited. Although we intend to issue credit swaps against investment grade ABS,
an investment grade rating of an ABS does not guarantee that defaults and other credit events will
not occur. Some of the loans collateralizing the ABS may be sub-prime mortgages, second lien
mortgages or other loans that do not conform to the standards of the Federal National Mortgage
Association, or Fannie Mae, the primary purchaser of residential mortgage obligations. 1f defaults or
downgrades, were to occur with respect to the underlying reference bonds, such bonds may not be
readily marketable. Moreover, credit swaps on ABS, unlike our credit swaps on corporate reference
entities, include a credit event trigger based on a ratings downgrade on the underlying reference bond
to CCC or below. Accordingly, in our ABS portfolios, there is an additional risk of a credit event to
us, as a result of a credit rating downgrade.

In recent months there have been reports of significant increases in the default level of sub-prime
and second lien mortgage loans. ABS require a different type of credit analysis, and present different
types of credit risk than do the corporate debt obligations. If we fail to evaluate properly the risks
posed by ABS on which we issue credit defauit swaps, we may incur losses which, if significant, could
have a material adverse effect on our consolidated results of operations. See Subsequent Event-2008
caption in the section “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” for further discussion.

There can be no assurance thai our diversification strategy will be effective or profitable.

We plan to further diversify through the development and marketing of ancillary businesses, such
as asset management and, in select instances, potentially by acquisition. Each new business line may
require the investment of additional capital and the significant involvement of our senior management
to acquire or develop a new line of business and integrate it with our operations which would
potentially place a strain on our management, other personnel, resources and systems. As a result, our
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business and results of operations could be materially and adversely affected. We may experience
delays, regulatory impediments and other complications in implementing our diversification strategy
that could reduce our profitability and ultimately cause the strategy to fail. Some of these
complications may include obtaining rating agency approvals and required licenses and registrations,
adapting our technology platform, hiring personnel and raising capital. There is no assurance that we
will accurately anticipate resource requirements. The expansion of our asset management business
may require working capital as we build teams of portfolio managers, and supporting resources, prior
to receipt of asset management fees. Also, we may be expected to co-invest in vehicles we manage,
possibly in a junior or first loss position, and the capital so invested may be exposed to the risk of
significant losses if the vehicles perform poorly. The growth of our asset management business is
highly dependent on investor demand, marketing considerations and pricing considerations, which are
beyond our control. Accordingly, we can give no assurances regarding the levels of anticipated
transactions. In addition if we produce poor performance on our asset management business, our
management agreements could be terminated.

Our operations may become subject to increased regulation under federal and state law or
existing regulations may change, which may result in administrative burdens, increased costs or other
adverse consequences for us.

There can be no assurance that new legal or administrative interpretations or regulations under
the United States commodities and securities laws, or other applicable legislation on the federal or
state levels, or in Bermuda, or in the United Kingdom, or other applicable jurisdictions, will not result
in administrative burdens, increased costs, or other adverse consequences for us. Periodically,
proposals have been made in Congress to enact legislation that would increase regulation of the credit
swap market. We cannot predict what restrictions any such legislation, if adopted, would impose and
the effect those restrictions would have on our business. In addition, federal statutes allocate
responsibility for insurance regulation to the states and state insurance regulators may seck to assert
jurisdiction over our credit swaps. Again, we cannot predict what effect any such regulation would
have on our business.

Credit swap buyers typically use credit swaps to manage risk and regulatory capital requirements
that limit their credit exposure to a Reference Entity. Regulatory changes that modify the permissible
limits of credit risk exposure, or affect the use of credit swaps to reduce risk, may have a material
adverse effect on our business.

We believe that we are not required to be registered as an “investment company” under the
Investment Company Act of 1940. If we are required to so register as an investment company, we
would have to comply with a variety of restrictions, including limitations on our capital structure,
restrictions on our investments, prohibitions on transactions with affiliates and compliance
requirements that could limit our growth and increase our costs. There is no assurance that we could
function effectively if we are required to register as an investment company.

Our share price may fall below the minimum share price requirements of the NYSE

Our common shares have been trading between $7.06 and $3.64 per share since the beginning of
2008. For as long as our share price remains below $5.00 per share, our common shares will not be
marginable, which may reduce the liquidity of our common shares. Many institutional investors will
not invest in companies whose common shares trade at less than $5.00 per share, meaning that there
may be less demand for our shares as long as the trading price of our common shares remains below
$5.00. This could result in further decreases in our share price. In addition, if our share price falls
below the required $1.00 minimum share price requirement for stock listed on the New York Stock
Exchange, or NYSE, or we fail to satisfy any other listing requirements, our common shares could be
delisted from the NYSE.
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We are exposed to significant credit market risk related to changes in foreign exchange rates
which may adversely affect our results of operations, financial condition or cash flows.

We transact credit swaps denominated in both U.S. dollars and euros. Approximately 33% of our
total credit swap portfolio of $23 billion (in notional amount) at December 31, 2007, was denominated
in euros. The notional principal of the credit swap is denominated in euros and the premiums are
payable in euros, therefore our credit exposure is affected by changes in the foreign exchange rate
between euros and U.S. dollars. We translate euros into U.S. dollars at the current market foreign
exchange rates for the purpose of recognizing credit swap premium income and the computation of
fair values in our consolidated statements of operations. Changes in the exchange between euros and
U.S. dollars may have an adverse affect on the fair value of credit swaps and our premium income in
our consolidated statements of operations. Foreign exchange rate risk is reviewed as part of our risk
management process. We do not hedge against foreign exchange rate risk.

We are highly dependent on information systems and third party service providers,

Our businesses are highly dependent on communications and information systems. Any failure or
interruption of our systems could cause delays or other problems in our business activities and our
ongoing credit analysis and risk management assessments. This could have a material adverse cffect
on our operating results.

Risks Related to Taxation

Our status as a PFIC may result in significant additional tax costs for shareholders who are
United States taxpayers.

Primus Guaranty and Primus Bermuda are likely to be and remain passive foreign investment
companies, or PFICs, for United States federal income tax purposes. There are potentially adverse
United States federal income tax consequences of investing in a PFIC for a shareholder who is a
United States taxpayer. These consequences include the following: (1) if a sharcholder makes a
“qualified electing fund,” or QEF, election with respect to Primus Guaranty and Primus Bermuda, the
shareholder will have to include annually in his or her taxable income an amount reflecting an
allocable share of the income of Primus Guaranty or Primus Bermuda, regardless of whether
dividends are paid by Primus Guaranty to the shareholder, (2) if a shareholder makes a
mark-to-market election with respect to Primus Guaranty, the shareholder will have to include
annually in his or her taxable income an amount reflecting any year-end increases in the price of our
common shares, regardless of whether dividends are paid by Primus Guaranty to the shareholder
(moreover, it is unclear how such an election would affect the shareholder with respect to Primus
Bermuda), and (3) if a sharcholder does not make a QEF election or a mark-to-market election, he or
she may incur significant additional United States federal income taxes with respect to dividends on,
or gain from, the sale or other disposition of, our common shares, or with respect to dividends from
Primus Bermuda to us, or with respect to our gain on any sale or other disposition of Primus
Bermuda shares.

If we are found to be engaged in a United States business, we may be liable for significant
United States taxes.

We believe that Primus Guaranty and Primus Bermuda, both directly and through Primus
Guaranty’s ownership interest in PRS Trading Strategies (which for U.S. federal income tax purposcs
is treated as a disregarded entity, or branch, of Primus Guaranty), Primus Guaranty’s ownership
interest in Harrier (which, for U.S. federal income tax purposes will be treated as a disregarded entity,
or branch, of Primus Guaranty), Primus Bermuda’s indirect ownership interest in Primus Financial
(which, for U.S. federal income tax purposes, is treated as a partnership interest), and Primus
Bermuda’s ownership interest in PGUK (which for U.S. federal income tax purposes is treated as a
disregarded entity, or branch, of Primus Bermuda), will operate their businesses in a manner that
should not result in their being treated as engaged in a trade or business within the United States for
U.S. federal income tax purposes. Consequently, we do not expect to pay U.S. corporate income or
branch profits tax on Primus Financial’'s, PRS Trading Strategies’, Harrier’s or PGUK’s income.
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However, because the determination of whether a foreign corporation is engaged in a trade or
business in the United States is fact-based and there are no definitive standards for making such a
determination, there can be no assurance that the IRS, will not contend successfully that Primus
Guaranty, Primus Bermuda, Primus Financial, PRS Trading Strategies, Harrier or PGUK are engaged
in a trade or business in the United States. The maximum combined rate of U.S. corporate federal,
state and local income tax that could apply to Primus Financial, Primus Bermuda, Primus Guaranty,
PRS Trading Strategies, Harrier or PGUK, were they found to be engaged in a United States business
in New York City and subject to income tax, is currently approximately 46%. This combined income
tax rate does not include U.S, branch profits tax that would be imposed on Primus Bermuda, were
Primus Financial or PGUK, found to be engaged in a U.S. business and deemed to be making
distributions to Primus Bermuda, or that would be imposed on Primus Guaranty were PRS Trading
Strategies or Harrier found to be engaged in a U.S. business and deemed to be making distributions
to Primus Guaranty. The branch profits tax, were it to apply, would apply at the rate of 30% on
amounts deemed distributed. Primus Guaranty and certain of its subsidiaries are currently undergoing
federal tax audits, but no audit has yet been completed.

If the IRS successfully challenges the treatment Primus Financial, PRS Trading Strategies and
Harrier have adopted for its credit swap transactions, the timing and character of taxable income
recognized by Primus Financial, PRS Trading Strategies and Harrier could be adversely affected.

Consistent with its treatment of the credit swaps sold by Primus Financial, and bought and sold
by PRS Trading Strategies and Harrier, as the sale (or purchase, in the case of PRS Trading Strategies
and Harrier) of options for United States federal income tax purposes, we have determined that in
general Primus Financial, PRS Trading Strategies and Harrier will recognize income or loss as a
protection seller or buyer only upon occurrence of a credit event under or termination of the credit
swaps. There is no definitive authority in support of the treatment by Primnus Financial, PRS Trading
Strategies and Harrier of its credit swaps as options for United States federal income tax purposes,
and we do not intend to seek a ruling from the IRS on this point. In addition, the IRS has been
studying the treatment of derivative transactions generally, including credit swaps, and has issued a
notice requesting submissions from taxpayers regarding the manner in which they conduct their credit
swap activities and indicating that the United States Department of the Treasury and the IRS are
contemplating issuing specific guidance in this area. No assurance can be given as to whether or when
such guidance may be issued, whether it would be applied retroactively or whether it will be adverse
to Primus Financial, PRS Trading Strategies and Harrier. Certain proposals under discussion could be
inconsistent with the tax treatment adopted by Primus Financial, PRS Trading Strategies and Harrier.
If the IRS were to assert successfully that the credit swaps sold by Primus Financial, and bought and
sold by PRS Trading Strategies and Harrier, should be treated differently or these proposals were
adopted, (1) the timing of the income recognized by Primus Financial, PRS Trading Strategies and
Harrier could be accelerated, (2) the character of this income could be altered and (3) Primus
Bermuda and Primus Guaranty, as non-United States persons, could be subject to United States
income tax, or withholding tax at the rate of 30%. In addition, were these changes in character to
apply and were Primus Bermuda (through its investment in Primus Financia!) and Primus Guaranty
(through its investment in PRS Trading Strategies or Harrier) found to be engaged in a United States
trade or business, Primus Bermuda’s and Primus Guaranty’s recognition of taxable income would be
accelerated.

Risks Related to our Sratus as a Bermuda Company

It may be difficult to effect service of process and enforcement of judgments against us and our
officers and directors.

Because Primus Guaranty is organized under the laws of Bermuda, it may not be possible 1o
enforce court judgments obtained in the United States against Primus Guaranty based on the civil
tiability provisions of the federal or state securities ilaws of the United States in Bermuda or in
countries other than the United States where Primus Guaranty has assets. In addition, there is s