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LETTERTO
SHAREHOLDERS

We are very pleased to present Flagstone's annual report
for 2007. Looking back, it becomes clear that one word
can accurately caprure the essence of both our performance
and our activities for the past year: growth. For Flagstone,
2007 was a year of confident expansion on all fronts.

Flagstone began the year as a privacely-
held company and went public in
April, making us one of the first of
the industry's 2005 start-ups co do so.
Over the course of 2007, the company
expanded its geographic presence ro
seven countries by opening regional
offices in Dubai and San Juan,

We experienced a concurrent growth
in human resources and now employ
270 diverse and talented individuals
worldwide. In addition, we've
continued to diversify our business
by incorporating Aviation, Marine
and Energy into our Specialey lines
and acquiring a controlling interest in
Istand Heritage — giving us improved
access to the Caribbean marker.

As a company, Flagscone is ahead
of where we imagined it would

be at chis point. We artribute this
ongoing success to our knowledgeable,
experienced staff and to the guiding
vision that continues to inform our
strategic direction. Our strong and
independent Board of Directors has
been a cremendous asset to us in
formulacing and implementing
our strategy.

Since the company's founding,
Flagstone has temained ¢committed

to offering the most comprehensive
analysis of risk available in the market.




To this end, we have builr an extensive
infrastructure that marries human
capital wich technological expertise,
managing our overall risk and enabling
us to provide efficient and informed
service to our clients. Furthermore,
the global placform Flagstone has
created and continues to expand,
resules in increased diversification
by geography and allows us to source
business that wouldn't cypically

be direcred co larger markets,

From a financial perspective, in 2007
Flagstone's asset base grew to

$2.1 billion — representing nearly
100% growth over 2006 — and che
company recurned a net profis of
$167.9 million, also up from lasc year.
Perhaps most imporrant, however,
are the impressive results we posted
in terms of diluted book value per
share, our primary financial metric.
In 2007, we met our growch target
of 17% = an extremely satisfying
resulc chat has contributed to the
19% growth on an annualized basis
in dilured book value that Flagstone
has achieved since inception. To have
achieved chis 17% goal, which is
well above induscry long-rerm averages,
while bearing che expenses of an IPO,
multiple office build-ours and a
tremendous R&D effort, is something

we at Flagscone are proud of.

From time to time, it could be argued
thac a higher annual recurn mighe
have been obrained by pursuing a
different, shorter-sighred scrategy.
For instance, in 2007 a popular tactic

In the year ahead, we also intend to
continue to diversify geographically —
through the Island Herirage business
and by strategic geographical expansion
—as well as in our lines of business.

Since the company's founding, Flagstone has remained committed to world

class analytics and challenging best practices in all areas of our business.

was o ‘place all bets’ on Florida and
the Gulf, And, in 2007 that strategy
worked! At Flagstone, we are not
swayed from our long-term approach
by the dazzle of a potential one-time
annual result, Instead, we rely on
our diversified and conservative
methodology, confident char our
strategy of creating 2 stable and
solid book of business backed by
impeccable analytics and service
will prevail vver the long term.

Thac's why we believe char Flagstone
is particularly well-positioned going
forward!. Despirte the softening prices
we've seen chirough 2007, we will
continue to benefic from our capical
markers expertise: we continue to
manage our successful sidecar business
and continue to see more business
through our Swiss offices. In addition,
we plan to create a shelf capability

for equity and debt to enhance our
financing flexibilicy.

In short, we expect to continue to
build on our successes of 2007 and
extend our gracitude and appreciation
to our shareholders, employees, directors,
management team and clients. Thank
you for your ongoeing confidence and
support. We look forward to another
profitable year ahead.

/5 3
M '@,::Q. .

Mark Byrne
M o L
Executive Chairman 'ﬂf ‘ DC

David Brown
Chief Execative Officer
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UNDERWRITERS TO RAPIDLY
RESPORD TO DEMAND

A combination of extensive experience
and technical ability with a commitment
to the highest standards of client service.




YEAR IN
REVIEW

The 12-month period
ending December 31, 2007
was extremely productive
and rewarding for
Flagstone. We succeeded
in increasing our business
and capital base while
simultaneously solidifying
and expanding our global
infrastructure.

Flagstone wrote $377.2 million
in gross premiums for the year,
up from $302.5 million in 2006,
While 71.3% of our premiums
were derived from our propercy
cacascrophe lines, we continue

to diversify and are particularly
proud of the growth in our

specialty book.

The increase in gross premiums
written can be acrributed to our
larger capital base and growth

in franchise as we increased

lines of business and added new
clients, The acquisition of our
controlling interest in Island
Heritage slso contributed to the
growth in our gress premiums
written, adding $32.9 miltion in
the second half of the year alone.
There was also a significant increase
in business through our Swiss office
in 2007, reflecting the investment
we made lase year in building

a highly skilled team for that

specialty underwriting centre.

We maintain a conservative level

of risk in our book of business, with
our ene-in- 100 PML ar $350 million
and our one-in-250 PML ac

$387 million as at year-end,

Flagstone’s gross losses for the
year were $192.9 million which
amounts to a loss ratio of
approximately 40.4%. There was
significanc catascrophe activity
outside of the U.S. this year and
this loss ratio confirmed the efficacy
of our diversified approach,

Our general and adminiserative
expenses of $72.5 million were
in line with our expectations and
reflece the increased cost associaced
with growing our global

infrasrructure and technology.

We closed the year with a combined
ratio of 72.8%, sharcholders’
equity of $1.2 billioa and rotal
assets of $2.1 billion.

A milestone event, Flagstone
went public in April and listed
on the New York Stock Exchange.
Through the Initial Public
Offering, we raised the capital
that will be instrumental in
helping us do more business with
key clients as we implement our
strategy. In December, we also
obtained z secondary liscing

on the Bermuda Stock Exchange.

FLAGSTONE ANNUAL REPORT 2007 05




HOURS OF SERVICE IN EVERY CORNER

Qperating from diverse locations and time
zones allows us to provide efficient service
10 our clients, 24 hours a day, as well as
accessing business in local markets.
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COMPANY
OVERVIEW

Flagstone Reinsurance Holdings Limirted (chrough its
operating subsidiaries) is a global reinsurance company
with a focus on specialty, property, property catastrophe
and short-tail casualty reinsurance. Since our launch in
December 2005, we have actively pursued our aim of
becoming the reinsurer of choice for our chosen lines and
strive to achieve this goal through a steadfast commirment
to satisfying our clients’ neceds while maximizing the

tnvestment of our shareholders.

Mar Apr May June July Aug Sept Oct Nov Dec

COMPARISON OF 2007 CUMULATIVE TOTAL RETURN SINCE IPO

NN FCR N SLP 500 DN S&PP/C

Flagstone has adopted a deliberate
approach in our bid to provide
the best possible cuscomer service,
an approach thac incorporates

a winning combination of an
extensive global infrastruccure,
the best human capital and

cutting-edge technology.

With underwriting offices in
Hamilton, Bermuda and Martigny,
Switzerland, Flagstone successfully
leverages our comprehensive
research and IT offices locaced

in Halifax, Canada and Hyderabad,
India. In addition, Flagstone

has representative offices in
Dubai, UAE; San Juan, Puerto
Rico; Zurich, Swiczerland; and

London, England.

Through this global infrastructure,
Flagstone is wetl-posicioned co
capitalize on regional advantages
and expertise. Because our local
presence enables us to excend our
reach into traditionally under-
serviced markers, we successfully
source business chat otherwise
might not make its way into
larger centers. The resule?

A truly diversified portfolio.
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PHD'S AND MASTER’S DEGREES

Mare PhD’s plus more Master's degrees
equals a more informed view of risk
and opportunity.




Company Overview (continued)

Flagstone’s global platform also
has a significant impact on our
human resources scrategy.

At year-end, Flagstone employed
270 people worldwide, including

a management team that is deeply
commicted to, and financially
invested in, the company, together
with a talented team of underwrirers,
accuaries, scientists, programmers,
modelers and finance professionals.
In roral, 79 of chese staff members

hold doccoraces or master'sdegrees.

Our worldwide presence has
allowed us ro efficiently increase
our headcount to chis extent and
to offer higher quality, more
comptehensive data and risk analysis
as well as faster service. This in turn
has enabled us to look at more risks
and to still be selective about che
business we write.

: ‘ g . ]
Al Flagstone, the primary bet we’re making is that by having rjnore
resources than other firms we will be able to make smarter decisions.
We think smarter people matter and more smart; people is bet

In addition, the company’s high
expert-to-client racio — combined
with our ability to work around
the clock — facilitates rapid,
informed responses to client
queries with submissions often
turned around within 48 hours.

Flagstone’s global infrascruccure
and in-house knowledge also mean
the company can dedicate more
time and expertise to improving
processes and technologies — which
enhances the quality and integrity

1

ter.
i

of the data we analyze. For example,
a number of our office locations

are specifically dedicated to research
and analysis, as well as to information
technology. Flagstone concinually
pushes the boundaries of existing
technology, searching for the

newest best practices and leveraging
solurions that have superior modeling
capabilities — all of which, we
believe, add up to a compelling
competitive advantage.

Ulcimately, the depth, speed

and accuracy of Flagstone’s client
service combine to create a key
differentiacor that arrraces a high
quality of business. For our clients,
this translaces inte more attentive
and responsive care. For our
invescors, this translates into the
customer loyalty that is central

to Flagstone’s ongoing success,

and a superior portfolio of risk

management capabilicies.

North America
51.6%

Worldwide
17.2%

GROSS PREMIUMS W
BY GEOCGRAPHIC ARE

AS AT 3157 DECEMBER 2007
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SCIENTISTS, ARCHITECTS
& PROGRAMMERS

Combining highly focused industry
leaders and cutting-edge analytics
enables us to accurately analyze more
risks and provide faster and more
efficient service to our clients.

i
3
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GCompany Overview (continued)

Flagstone's management
team possesses considerable
capital markets expertise
and has designed

and implemented a
differentiated investment
strategy to produce a better
risk adjusted return than
traditional portfolios —

a key differentiating

factor in the competitive

reinsurance industry.

This capital markets profciency
enables Flagstone to participare

in traditional markets and leverage
capital alternacives such as sidecars,
cat bonds, swaps and futures

and OTC contracts. As a resulr,
we can tune the portfolio, level
the eycle and build a diversifying
fee income base. This year we
were successful wich our capital
markecs scrategy, generating
significant fee income from our
sidecar vehicles and growing our

total assets under management.

Regarding our investment strategy,
our risk portfolio mix at year end
was 22.9% equities, 66.6% bonds
and cash and the balance in other
assets including alternatives and
commodities. The duracion of
our fixed income portfolio was
relatively low at approximately
3.2 years. For 2007, the US dollar
portfolio recurned 7.4% and the
overall portfolio, including cur
Swiss franc assets, returned 7.02%
composite versus 7.28% for our
index. We currently have no
exposure to subprime assets or
CDOs of subprime assets.

Moderate volacility and diversification
are paramoune to our invesrment
strategy and Flagsrone also achieves

enterprise stabiliry cthrough
reinsurance portfolio diversification.
We diversify geographically, which
successfully limits potential losses
by zone and reduces our exposure
to single meaningful evencs.

We also diversify across our 1§ lines
of business and by urilising our
infrastruccure, we can scale quickly
into appropriate new lines as they
are identified.

To maximize shareholder value,
Flagstone’s primary fimancial metric
is diluted book value per share.
Our rarger is 17% annual growth
on average over three years and

we have implemented management
incencive programs ro reflect chis
commitment. Since inception,

we have surpassed this carger and
achieved annualized growth of 19%.

From a capital managemenc
perspective, our technological
capabilities provide us with ongoing
and meaningful assessment of our
capital adequacy. This allows us
to compare our capital adequacy
to multiple rating agency and
regulatory requirements and against
our internal risk preferences.

Our comprehensive analysis also
helps us optimize our portfolio
and lec us assess lines of business
on a marginal basis.
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DIVERSIFIED LINES OF BUSINESS

Flagstone is a mufti-line reinsurer and
writes a diversified, batanced portfolio
of business to offer our clients quality
capacity and greater security.




OPERATIONAL
OVERVIEW

Flagstone’s business focuses
on specialty, property,
property catastrophe

and short-tail casualey
reinsurance. Alchough
our largest line is currently
property catastrophe, our
long-term vision is to be
diversified across all
business lines, with property
catastrophe accounting

for 50% of exposure.

Property catastrophe
71.3%

GROSS PREMIUMS WRITTEN
BY LINE OF BUSINESS

AS AT 315" DECEMBER 2007

Flagstone does not set specific
premium targees; instead,

we write business based on the
attractiveness of the margin.
Our gross premiums written

for 2007 cotaled $577.2 million,
up $274.7 million from lase year.

In the category of property
catastrophe, we predominanely
write catastrophe excess of loss.
Gross premiums written for
property catascrophe in 2007
were $41 1.6 million, or 71.3%

of toral gross premiums wricten.

Under the property category,

the coverage we offer includes
primarily property risk excess,
and property pro rata, These risks
accounted for 16.4% of wowl gross

premiums written or $94.5 million.

Some of our specialty lines
include aviation, energy, satellite,
marine, accident and health and
warkers' compensation catastrophe.
For 200}7, gross premiwms written
for these specialey lines amounted
to £71.1 million or 12.3%.

Flagstone’s three internationally
recognized financial racings are

a testament to our prudenc
management and disciplined
underwriting approach, and are
critical to our past and future success.
We are proud to have achieved

an A- rating from A.M. Best,

an A- rating from Fitch Ratings
and an A3 rating from Moody’s

Investors Service.
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Through 2007, Flagstone posted
many significant financial achievements,
including the following highlights:

@ Gross premiums written grew to $577.2 million,
a full 90.8% increase over last year.

@ Net investment income for the year was
$73.8 million — portfolio total return of 7.02%.

@ Cash flow from operating activities rose by $154.6 million,
representing a gain of 89.7% over last year.

@ Diluted book value per share, rose from $11.94 in 2006
to $13.87 in 2007 - a 16.8% gain inclusive of dividends.

@ Annualized growth in diluted book value per share
of 19% since inception.

@ Total assets grew to $2.1 billion, up from $1.1 billion in 2006.

14



FLAGSTONE REINSURANCE HOLDINGS LIMITED

FINANCIAL HIGHLIGHTS (UNAUDITED)

HIGHLIGHTS Year ended Year ended
December 31,2007  December 31, 2006
Gross premiums written $ 577,150 $ 302,489
Net premiums written $ 527,031 3 282,498
Net premiums eamed $ 477,137 5 192,063
Net investment income $ 73,808 $ 34,212
Net income $ 167,922 $ 152,338
Comprehensive income $ 175,867 $ 147,810
Cash flow from operating activities $ 326,946 3 172,390
Reserve for losses and l0sS expenses $ 180,978 $ 22,516
Total shareholders' equity $ 1,210,485 3 864,519
PER COMMON SHARE AND
COMMON SHARE DATA
Basic earnings per common share $ 2.05 $ - 217
Qiluted earnings per commeon share $ 2405 5 2.16
Basic weighted average common shares outstanding 81,975,384 70,054,087
Diluted weighted average comman shares outstanding 82,111,590 70,393,821
Book value per common share $ 1417 3 12.08
Diluted book value per common share $ 13.87 3 11.94
Diluted book value per common share adjusted for dividends $ 13.95 3 11.94
Dividend per share $ 0.08 8 -
FINANGIAL RATIOS
Growth in diluted book vatue per share & 16.8% 21.1%
Loss ratio 40.4% 13.9%
Acquisition cost ratio 17.2% 15.6%
Genera! ang administrative expense ratio 15.2% 18.1%
Combined ratio 72.8% 47.6%
INVESTMENT DATA
Total assets $ 2,103,773 $ 1,144,502
Total cash and investments @ $ 1,831,089 $ 1,018,525

{1} Growth in difited book value per share represents the increase in diuted book vatue per share in the period plus dividendts dectared.

{2} Cash and investments represents the total cash and cash equivalents, fixed maturity investments, short term investments, equities.

nther investments, accrued interest receivable and net payable for Investments purchased.
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X Number of employees

Bermuda
Accounting
Actuarial

Cat Modeling
Legal
Management
Marketing
Underwriting
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BERMUDA

X3
PUERTO RICO

Canada

Accounting

Actuarial

Data Center

IT Infrastructure
Research & Development
Systems Implementation

Dubai
Cover-holder
Marketing

India

Cat Modeling
Programming

Research & Development
Systems Implementation

Island Heritage -
Cayman Islands
Primary Property Insurance

Puerto Rico
Marketing

Switzerland
Accounting
Actuarial
Legal
Management
Marketing
Undenrwriting

United Kingdom
Marketing
Research & Development




EXGERPTS FROWM
FINANCIAL STATEMENTS

Consolidated Balance Sheets I 18
Consolidated Statements of Operat_i(_)_n_s E __C__o__mp[ehensive Income (Loss) L
Consolidated Statements of Changes in Shareholders' Equity 2
Consolidated Statements of Cash Flows 2
investments . . N R 7 7 22
Derivative Instruments . -
Earnings (Loss) Per Common Share 30
Segment Reporting T ‘ 1

For complete financial statements including auditor’s opinion and notes please refer to our 2007 10-K which
can be found on our website at www.flagstonere.com
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FLAGSTONE REINSURANCE HOLDINGS LIMITED

CONSOLIDATED BALANCE SHEETS

As at December 31, 2007 and 2006
(Expressed in thousands of U.5. dollars, except share data)

2007 2006
ASSETS
Investments:
Fixed maturities, at fair value (Amortized cost: 2007 - $1,099,149; 2006 - $686,288) $ 1,109,105 $ 682,278
Short term investments, at fair value (Cost: 2007 - $23,660; 2006 - $nil) 23,616 -
Equity investments, at fair vatue (Cost: 2007 - $73,603; 2006 - $nil) 74,357 -
Other investments 293,166 74,496
Total Investments 1,500,244 756,774
Cash and cash equivalents 362,680 261,352
Reinsurance premium balances receivable, net 136,555 68,940
Unearned premiums ceded 14,608 8,224
Accrued interest receivable 9,915 6,331
Receivable for investments sold - 3,599
Deterred acquisition costs 30,607 11,909
Funds withheld 6,666 -
Goodwill 10,781 5,624
Other assets 31,7117 18,659
Due from related parties - 3_.@5
Total Assets $ 2103773 $ 1,144,502
LIABILITIES
Loss and |0ss adjustment expense reserves $ 180,978 & 22516
Unearned premiums 175,607 98,659
Insurance and reinsurance balances payable 12,088 -
Payable for investments purchased 41,750 9,531
Long-term debt 264,889 137,159
QOther liabilities 33,198 11,866
Due to retated parties - 252
Total Liabilities 708,510 279,983
Minority Interest 184,778 -
SHAREHOLDERS' EQUITY
Commen voting shares, 150,000,000 authorized, $0.01 par value,
issued and outstanding (2007 - 85,309,107; 2006 - 71,547,891) 853 715
Additional paid-in capital 905,316 728,378
Accumulated other comprehensive income (Joss) 7,426 (4,528)
Retained earnings 296,890 139,954
Tota! Shareholders’ Equity 1,210,485 864,519
Tota! Liabilities, Minority Interest and Sharehoiders' Equity $ 2,103,773 $  1,144502

For complete finangial statements including auditor's opirion and notes please refer to our 2007 10-K which can be found on cur website at www.flagstonere.com
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FLAGSTONE REINSURANCE HOLDINGS LIMITED

CONSOLIDATED STATEMENTS OF OPERATIONS

AND COMPREHENSIVE INCOME (LOSS)

For the Years Ended December 31, 2007, 2006, and the Period from October 4, 2005 through December 31, 2005

{Expressed in thousands of U.S. doilars, except share and per share data}

2007 2006 2005
REVENUES
Gross premiums written H 577,150 $ 302,489 3 -
Reinsurance premiums ceded (related party: 2007 - $nil;
2006 - $15,095; 2005 - $nil) {(50,119) {19,991) -
Net premiums written 527,01 282,498 -
Change in net unearned premiums {49,894) {90,435) -
Net premiums earned 477,137 192,063 -
Net investment income 73,808 34,212 629
Net realized and unrealized gains - investments 17,174 10,304 -
Net realized and unrealized (losses) gains - other (9,821) 1,943 -
Other income {related party: 2007 - $nil; 2006 - $5,143; 2005 - $ail) 5811 6,099 -
Total revenues 564,109 244 621 629
EXPENSES
Loss and loss adjustment expenses 192,859 26,660 -
Acquisition costs 82,292 29,939 -
General and administrative expenses 72,461 4741 13.013
Interest expense 18,677 4,648 -
Net foreign exchange gains {5,289) {2,079} -
Total expenses 361,000 93,909 13,013
income (loss) before income taxes, minority interest and interest in
earnings of equity investments 203,100 150,712 {12,384)
Provision for income tax (783) (128} -
Minority interest {35,794) - -
Interest in earings of equity investrtents 1,390 1,754 -
NET INCOME (LOSS) $ 167,922 $ 152,338 $ (12,384)
Change in net unrealized fosses - {4,008) -
Change in currency translation adjustment 7,945 (520) -
GCOMPREHENSIVE INCOME {LOSS) $ 175,867 $ 147,810 L (12,384)
Weighted average common shares outstanding—Basic 81,975,384 70,054,087 55,239,401
Weighted average common shares outstanding—Diluted 82,111,590 70,393,821 55,239,491
Net income {loss) per common share gutstanding—=Basic $ 2.05 $ 217 $ {0.22)
Met income (loss) per comman share outstanding—Diluted $ 2.05 s 2.16 $ {0.22}
Dividends declared per common share $ 0.08 3 - $ -

For complets financial statements including auditor's opinion and nates please refer to our 2007 10-K which can be found an our website at www.flagstonere.com
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FLAGSTONE REINSURANCE HOLDINGS LIMITED

CONSOLIDATED STATEMENTS OF CHANGES
IN SHAREHOLDERS’ EQUITY

For the Years Ended December 31, 2007, 2006, and the Period from October 4, 2005 through December 31, 2005
(Expressed in thousands of (.S, dollars, except share data)

2007 2006 2005
Common voting shares:
Balance at beginning of period 71,547,891 55,239,491 -
Issued during the period 13,761,216 16,308,400 55,239,491
Balance at end of period 85,309,107 71,547,891 55,239,401
Share capital:
Comman voting shares
Balance at beginning of period $ 715 $ 552 $ -
Issued during period 138 163 552
Balance at end of period 853 715 552
Additional paid-in capital
Balance at beginning of period 728,378 559,466 -
Issue of shares 185,488 162,921 551,843
Issuance costs (related party: 2007 - $3,430; 2006 - $nil; 2005 - $2,972) {16,839) (251) {4,590
Fair value of issue warrant - 3,372 12,213
Share based compensation expense 8,289 2,870 -
Balance at end of period 905,316 728,378 559,466
Accumulated other comprehensive {income) loss
Balance at beginning of period {4,528) - -
Change in net unrealized losses ’ - {4,008) -
Change in currency translafion adjustment 7,945 {520) -
Cumutative effect adjustment from adoption of new accounting principle 4,009 - -
Balance at end of period 7,426 (4,528) -
Retained earnings (accumulated deficit)
Balance at beginning of period 139,954 (12,384) -
Cumulative effect adjustment from adoption of new accounting principle {4,009) - -
Dividend declared (6,977) - -
Net income (loss) for the period 167,922 152,338 (12,384}
Balance at end of period 296,890 139,954 {12,384)
Total Shareholders’ Equity $ 1,210,485 $ 864,519 $ 547,634

For complete financial statements including auditor’s opinion and noltes please refer to our 2007 10-K which can be fourd on our website at www.fiagstonere.com
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FLAGSTONE REINSURANCE HOLDINGS LIMITED

CONSOLIDATED STATEMENTS OF CASH FLOWS

For the Years Ended December 31, 2007, 2006, and the Period from QOctober 4, 2005 through December 31, 2005

{Expressed in thousands of 1.S. dolfars)

2007 2008 2005
Cash flows provided by (used in) operating activities:
Net income $ 167,922 $ 152,338 $ (12,384)
Adjustments to reconcile net income to net cash
provided by operating activities:
Net realized and unrealized gains {7,353) (12,247) -
Minority interest 35,794 - -
Depreciation expense 2,647 1,18 -
Share based compensation expense 8,136 6,208 12,247
Interest in eamings of equily investments (1,390} {1,754) -
Accretionfamortization on fixed maturities (8,196) 156 -
Changes in assets and liabilities, excluding net assets acquired:
Reinsurance premium receivable (53,278) {68,940) -
Unearned premiums ceded (9,619) {8,224) -
Deferred acquisition costs {13,549) (11,909 -
Funds withheld (6,666) - -
Loss and loss adjustment expense reserves 158,078 22,516 -
Uneamed premiums 57,942 98,659 -
Insurance and reinsurance balances payable {8,474) - -
Cther changes in assets and liabilities, net 4,952 (5,431) 587
Net cash provided by operating activities 326,946 172,390 450
Cash flows provided by (used in) investing activities:
Met cash received {paid) in acquisitions of subsidiaries 2,643 {12,702) -
Purchases of fixed income securities (1,699,537) (1,712,280) -
Sales and maturities of fixed income securities 1,391,198 1,030,738 -
Purchases of equity securities (98,774) {99,682) -
Sales of equity securities 34,533 101,889 -
Purchases of other investments (225,156) (57,117} -
Sales of other investments 13,872 - -
Purchases of fixed assets {9,668) {6,023} -
Sale of fixed asset under a sale lease-back transaction 18,500 - -
Net cash used in investing activities (572,389) {755,177} -
Cash flows provided by (used in) financing activities:
Issue of common shares, net of issuance costs paid 171,644 162,833 547,805
Issue of notes, net of issuance costs paid 123,673 132,810 -
Contribution of minority interest 84,322 - -
Repurchase of minority interest {14,353} - -
Dividend paid on common shares (6,823) - -
Repayment of ioan under a sate lease-back transaction {17,063) - -
Qther (5,166) 725 -
Net cash provided by financing activities 336,234 296,368 547,805
Effect of foreign exchange rate on cash and cash equivalents 10,537 {484) -
Increase (decrease) in cash and cash equivalents 101,328 (286,903) 548,255
Cash and cash equivalents - beginning of period 261,352 548,255 -
Cash and cash equivalents - end of period $ 362,680 $ 261,352 3 548,255
Supplemental cash flow information:
Payable for investments purchased $ 41,750 g 9,531 $ -
Receivable for investments sold $ - $ 3,509 $ -
Interest paid $ 16,211 g 3,861 $ -

For complete financial statements including auditor's apinion and notes please refer to owr 2007 10-K which can be found on our websile at www.flagstonere.com
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FLAGSTONE REINSURANCE HOLDINGS LIMITED

INVESTMENTS

{Amounts in tables expressed in thousands of U.S. doltars, except for ratios, share and per share amounts)

Fixed maturity, shovt term and equity investments

The cost of amottized cost, gross unrealized gains and losses, and carrying values of the Company's fixed maturity, shore term

and equiry investmenss as ac December 31, 2007 and 2006 are as follows:

As at December 31, 2007

Gross Gross

Amaortized unrealized unrealized
cost or cost losses gains Fair value

Fixed maturities
U.S. gavernment and government agency 5 479,462 $ {n $ 14,508 § 493,969
QOther foreign governments 545 {2) 15 558
Corporates 265,569 (5,786) a09 260,692
Mortgage-backed securities 198,242 (2,315) 2,807 198,734
Asset-backed securities 195,331 (468) 289 155,152
Total fixed maturities $ 1,099,149 $ (8,572) $ 18,528 $ 1,109,105
Short term investments $ 23,660 $ (49} $ 5 $ 23,616
Equity investments s 73,603 $ - $ 754 $ 74,357
As at December 31, 2006

Gross Gross

Amortized unrealized unrealized
cost or cost losses gains Fair value

Fixed maturities

U.S. government and government agency $ 252,775 3 4319 $ g 3 248,465
Corporates 188,080 - 28 188,108
Mortgage-backed securities 97,112 - 263 97,375
Asset-backed securities 136,575 - 5 136,580
Qther debt securities 11,746 - 4 11,750
Total fixed maturities $ 686,288 $ {4,319) $ 309 $ 682,278

Proceeds from che sale of fixed maturity, short term and equity investments during the year ended December 31, 2007 and

2006 amounted ro $1.4 billion and $1.1 billion, respectively.

The contractual maturity daces of fixed maturicy and short term investments as ar December 31, 2007 and 2006 are as follows:

As at December 31, 2007

Amortized Cost Fair Value
Due within one year $ 57,039 3 57,033
Due after 1 through 5 years 373,643 372,338
Que after 5 through 10 years 202,990 209,821
Due after 10 vears 135,564 139,643
Mortgage and asset-backed securities 353,573 353,886
Total $ 1122809 $  1,132,11

For complete financial statements including auditor's apinion and notes please refer to our 2007 10-K which can be found on our website at www.flagstonere.com
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As at December 31, 2006

Amortized Cost Fair Value
Due within one year $ 5,496 $ 5,496
Due after 1 through 5 years 257,328 256,965
Due after 5 through 10 years 88,447 86,748
Due after 10 years 101,330 89,114
Mortgage and asset-backed securities 233,687 233,955
Total $ 686,288 H 582,278

Actual maturities may differ from contraccual maturities because certain borrowers have the righe co prepay cerrain obligacions

with or withour prepayment penalcies.

As at December 31, 2007 and 2006, 100% of the Company’s fixed maturity investment portfolio was invested in securities
which were invescment grade. As ac December 31, 2007, the Company did not hold any securicy with direct exposure to the
sub-prime markets.

Otber investments

The Company’s other investrments include:

As at Asat

Dacember 31,2007  December 31, 2006

Island Heritage $ - $ 8,826
Mont Fort - 1,445
investment funds 31,249 28,378
Catastrophe bonds 36,619 35,847
Real estate investment trusts 12,204 -
Fixed income fund 212,982 -
Cther investments 112 -
Total other investments $ 293,166 $ 74,49

Flagstone's share of Island Heritage's results from operations was recorded in the Company’s consolidated financial statements
under the equity method of accounting from April 1, 2006 (date of initial investment) through June 30, 2007. As a result of
the acquisition of the controlling interest in July 2007, che results of operations of Island Heritage have been included in the
Company's consolidated financial staterents from July 1, 2007, with the portions of Island Heritage's net income and
shareholders’ equity attributable to minority shareholders recorded as minority interest in che Company’s consolidated
financial stacements. (See Note 3 for additional discussion on Island Heritage)

See Note 4 for a discussion of Mont Fort.

Catastrophe bonds held pay a variable interest coupon and their return, from interest and return of principal, is contingent
upon climatological and geological events. The carastrophe bonds are recorded at fair value and as at December 31, 2007 and
December 31, 2006 they had net realized gains of $0.8 and $0.9 million for the years then ended, respectively.

The investment funds consist of investments in a hedge fund and private equity funds. The Company accounts for its other
investments at fair value based on the mose recent financial information available from fund managers and chird parcy
adminiscrators.

For complele financial statements including auditor's opinion and noles please refer to our 2007 10-K witich can be found on our website at www.flagstonere.com
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Fair value disclosure

Priot to January 1, 2007, investments were consicdered available-for-sale in accordance with SFAS 115, and were carried at fair
value wich unrealized gains and losses recorded in accumulated other comprehensive income. Following the issuance by the FASB
of SFAS 159, the Company elected to early adopt the fair value option for all fixed maturity investments, equity investments
(excluding investments accounted for under the equity merhed of accouncing), REITs, investment funds, cacascrophe bonds, and
fixed income funds commencing January 1, 2007. This election requites the Company to adopt SFAS 157 regarding fair value
measurements. The valuation techrique used to fair value the financial instruments is the market approach which uses prices and

other relevant information generared by market transactions invelving identical or comparable assers.

The election of SFAS 159 will not change che cartying value of our fixed macurity investments, equity investments, REITs,
investmene funds, catasccophe bonds, fixed income funds and derivacive inscruments as chey were previously carried ac fair value.
In accordance with SFAS 157, the Company determined that its investments in U.S. government securities, equity securities and
fixed income fund are stated ac Level 1 fair value. [nvestments in corporate bonds, mortgage-backed securicies, hedge fund,
asset backed securities and REITS are stated ar Level 2 whereas investment funds that are private placement investments and

catastrophe bonds are stared ac Level 3 fuir value.

As at December 31, 2007, the Company's investmencs are allocated between levels as follows:

Fair Value Measurement at December 31, 2007, using:

Quoted Prices in Significant Other Significant Other
Fair Value Active Markets Observable Inputs  Unobservable Inputs
Measurements {Level 1) {Level 2) (Level 3)
Description

Fixed maturity investments $ 1,109,105 $ 471,811 $ 637,294 $ -
Short term investments 23,616 4914 18,702 -
Equity investments 74,357 74,357 - -
1,207,078 551,082 655,996 -

Other Investments
Real estate invastment trusts 12,204 - 12,204 -
Investment funds 31,249 - 20,01 11,208
Catastrophe bonds 36,619 - - 36,619
Fixed income fund 212,082 212,982 - -
293,054 212,982 32,245 47 827
Totals $ 1,500,132 $ 764,064 $ 688,241 $ 47,827

The table above does not include an equity investment of $112,000 in which the Company is deemed to have a significant
influence and as such, is not accounted for ac fair value under SFAS 159.

The reconciliation of the fair value for the Level 3 investments, including net purchases and sales, realized gains and change
in unrealized gains, is set out below:

Investment Catastrophe
funds bonds

Description
Beginning balance $ 8,378 $ 35,847
Total realized and unrealized gains included in earnings 1,124 772
Net purchases and sales 1,706 -
Closing fair value $ 11,208 $ 36,619

For complate financial stalements including auditor’s opinion and roles please refer to our 2007 10-K which can be found on our welisite at www.flagstonere.com
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Net investment income

Net investment income for the years ended December 31, 2007 and 2006, and the period from October 4, 2005 through
December 31, 2005 was $73.8 million, $34.2 million, and $0.6 million, respeccively. The components are set out below:

Period October 4,
Year Ended Year Ended, 2005 through
December 31,2007  December 31,2006  December 31, 2005

Interest and dividend income

Cash and cash equivalents $ 12,911 3 18,176 5 629
Fixed maturities 45,830 13,380 -
Short term 150 3,440 -
Equity investments 308 Hal -
Other investments 7,456 - -
Amortization income

Cash and cash equivalents - 1 -
Fixed maturities 8,128 {155) -
Short term 102 - -
Other investments - 27 -
Investment expenses {1,077) (1,048) -
Net investment income $ 73,808 $ 34,212 $ 629

Net realized and unrealized gains and losses

The analysis of the change in net enrealized gains (losses) on investments reflected in accumulared ocher comprehensive income
(loss) for the years ended December 31, 2007 and 2006 and the period from October 4, 2005 through December 31, 2005
is as follows:

Period October 4,
Year Ended Year Ended 2005 through
December 31,2007  December 31,2006  December 31, 2005

Fixed maturities $ - $ {4,008) $ -

Realized investment gains and losses on the sate of fixed marurity, shorr term and equity tnvestments for the years ended
December 31, 2007 and 2006 and the period from October 4, 2005 through December 31, 2005 are as follows:

Net Realized Gains (Losses)
Period October 4,
Year Ended Year Ended 2005 through
December 31,2007  December 31,2006  December 31, 2005

Fixed maturity and short term investments

Gross realized gains $ 5,854 3 2,529 3 -
Gross realized losses (13,106) (3,803) -
Equities

Gross realized gains 9,362 2,207 -
Net realized gains $ 2,110 $ 933 $ -

For complete financial statements including auditor's opinion and noles please refer to our 2007 10-K which can be found on our website at www.flagstonere.com
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The following table is a breakdown of the net realized and unrealized gains recorded in the consolidated stacements of operations:

Net Realized and Unrealized Gains (Losses)

Period October 4,

Year Ended Year Ended 2005 thrgugh

Dacember 31,2007  December 31,2006  December 31, 2005

Net realized lpsses on fixed maturities $ (7,252 5 {1,274) 5 -
Net unrealized gains on fixed maturities 15,069 - -
Net realized gains on equities 9,362 2,207 -
Net unrealized gains on equities 346 - -
Net realized and unrealized (losses) gains on derivative instruments - investments {983) 8,382 -
Net realized and unrealized (losses) gains on derivative instruments - other (9,821) 1,943 -
Net realized and unrealized gains on other investments 632 989 -
Total net realized and unrealized gains s 7,353 $ 12,247 $ -

The following table presents an analysis of the available for sale fixed maturity investment positions which were carried at an
unrealized loss as at December 31, 2006:

As at December 31, 2006

Gross Unrealized
Amortized Cost Losses Fair Value
Fixed maturities
U.S. government and government agency 5 181,665 5 (4,319) $ 177,346

For the year ended December 31, 2006 (prior to the adeption of SFAS 159), the Company considered several factors and
circumstances in the determination of other-chan-temporary impairment, including the issuer's overall financial condicion,
che issuer’s credit and financial strength ratings, che general market conditions in the industry or geographic region in which
the issuer operates, the length of time cthe fair value of an issuer’s securities remains below cost, ability and intent to hold
the security and any other factors that may raise doubt about the issuer’s ability to continue as a going concern. Other-than-
temporary impairment were recorded as a realized loss which reduced net income and earnings per share. Temporary losses
were recorded as unrealized losses which did not impact net income and earnings per share but reduced other comprehensive
income. The Company recorded other-than-remporary impairment charges of $1.2 million relating to its portfolio of invescment
securities during the year ended December 31, 2006 as the Company did not have che ability nor intent to hold these

SeCurities o recovery.

Pledged Assets

In accordance with the terms of the letter of credit facility, the Company is required to maincain assets on deposit to secure
the drawn portion of the facilicy. As at December 31, 2007 and 2006, approximacely $82.0 million and $75.4 million,

respectively, of fixed maturicy securities were pledged in favor of ceding companies and other counterparties 1o comply
with reinsurance contract provisions and insurance laws,

For complete financial statements including auditor's opinion and notes please refer to our 2007 10-K which can be found an our website at www.flagstonere.com
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The Company writes certain feinsurance contracts that are classified as derivatives under SFAS 133. In addition, the Company
encers into derivative instruments such as interest rate futures contracts, interest rate swaps, foreign currency forward contracs
and foreign currency swaps in order to manage portfolio duration and interesct rare risk, borrewing costs and foreign currency
exposure, The Company enters into index futures contraces and total return swaps to gain or reduce its exposure to the underlying
asset or index. The Company also purchases TBAs as pare of its investing accivities. The Company manages the exposure to
these instruments based on guidelines established by management and approved by the Board of Directors.

The Company has entered into certain foreign currency forward contracts that it has designared as hedges in order to hedge
its ner invesrmencs in foreign subsidiaries. The accounting for the gains and losses associated with changes in fair value

of the designared hedge instruments will be recorded in other comprehensive income as parz of the cumulative translation
adjusement, to the extent thac it is effective as a hedge. All other derivatives are noc designated as hedges, and accordingly,
these instruments are carried at fair value, with the fair value recorded in other assets or liabilities with the ¢orresponding
realized and unrealized gains and losses included in net realized and unrealized gains and losses in che consolidated financial
staternents. There were no derivatives designated as hedges as of December 31, 2006.

Interest rate swaps

The Company uses interest rate swap contracts in the portfolio as protection against unexpected shifts in incerest rates,
which would affect the fair value of the fixed maturicy portfolio. By using inrerest rate swaps, the overall duration or incerest
rate sensitivity of the portfolio can be altered. The Company also uses interest rate swaps to manage its borrowing costs on
long-term debr. As of December 31, 2007, chere were 2 toral of $389.9 million of interest rate swaps in the portfolio with

a oral fair value of $2.3 million. During the year ended December 3t, 2007, the Company recorded $0.5 million of realized
and unrealized gains on interest rate swaps. As ar December 31, 2006, there were no interest rate swaps in the portfolio.

To convert the interest on long-term debt from floating 1o fixed, the Company encered into incerest rate swaps. On December 7,
2007, the Company entered into interest rate swap agreements with Lehman Broethers Special Financing Inc, Under the terms
of these agreements, the Company exchanged interest on notional amounts of $120.0 million and $25.0 million, respectively,
will receive interest at three month London Interbank Oftered Rate ("LIBOR™) and pay 3.962% and 4.096% interest,
respectively. The agreements will terminate on September 15, 2011 and September 13, 2012, respectively. On December 7,
2007, the Company entered into an interest rate swap agreement with Citibank N.A. Under the rerms of the agreement, che
Company exchanged interest on the notional amount of $100.0 million, and will receive three month LIBOR and pay 4.095%
incerest. The agreement will terminate on July 30, 2012, As of December 31, 2007, the fair value of these swaps was $0.4
million and the Company recorded $0.4 million of unrealized gains on these swaps.

Foreign curvency swaps

The Company periodically uses foreign currency swaps to minimize the effect of fluctuating foreign currencies or to gain exposure
to interest rate differentials between differing market rates. In September 2006, the Company entered into a foreign currency
swap in relation to the euro-denominaced Deferrable Interest Debentures. Under the terms of the foreign currency swap, che
Company exchanged €13.0 million for $16.7 million, will receive Euro interbank Offered Rate ("Euribor™) plus 354 basis
points and pay LIBOR plus 371 basis points. The swap expires on September 15, 2011 and had a fair value of $2.5 million

and $0.4 million as at December 31, 2007 and 2006, respectively. During the years ended December 31, 2007 and 2006, che
Company recorded $2.0 millton and $0.4 million, tespectively, of realized and unrealized gains on foreign currency swaps.

For complete financial statements including auditor’s opinion and notes please refer to pur 2007 10-K which can ba found on our website at www.flagstonere.com
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.

Fareign curvency foruvards

The Company and its subsidiaries use foreign currency forward contracts to manage currency exposure, The contractual
amount of chese contracts as ac December 31, 2007 and 2006 was $311.1 million and $84.9 million, and had a fair value
of $(7.1) million and $0.5 million, respectively. The Company designated $264.4 million of foreign currency forwards
contractual value as hedges, which had a fair value of $(3.4} million as of December 31, 2007, During the years ended
December 31, 2007 and 2006, the Company recorded $14.0 million and $1.0 million respectively of realized and
unrealized losses on foreign currency forward cuntracts. The Company recorded $3.5 million of unzealized losses directly
into comprehensive income as part of the cumulacive cranslation adjustment for the effective portion of the hedge.
There were no foreign currency forwards designated as hedges as of December 31, 2006.

Total return swaps

The Company uses total recurn equiry swaps to gain exposure to the equity markets. The toral return swaps allow the company
o earn che recurn of the underlying index while paying floating interest plus a spread co cthe counterparty. As of December 31,
2007 cthe notional amount of the toral return swaps were $14.2 million and had a fair value of $(4.9) million. During the year
ended December 31, 2007, the Company recorded $4.7 million of realized and unrealized losses on total recurn swaps. As of
December 31, 2006, there were no toral recutns swaps in the portfolio.

To be annownced mortgage backed secarities

By acquiring a TBA, the Cempany makes a commitment to purchase a future issuance of morrgage-backed securities.

For the period between purchase of the TBA and issuance of the underlying security, che Company’s position is accounted
for as a derivative in the consolidated financial scatemenss. At December 31, 2007 and 2006, the notional principal amount
of TBAs was $18.2 million and $35.9 million and the fair vatue was $0.2 million and $(0.1) miltion, respectively. During the
years ended December 31, 2007 and 2006, the Company recorded ${0.8) million and $1.6 million respectively of realized and
unrealized gains (losses) on TBAs.

Futures

The Company has entered into index and interest rate fucures. At December 31, 2007 and 2006, the notional amount of index
and interest rate futures were $421.0 million and $178.5 million respectively. The net fair value of futures contracts was ($2.2)
million and $1.9 million as at December 31, 2007 and 2006, respectively. During the years ended December 31, 2007 and
2006, the Company recorded $4.4 million and $8.3 million, respectively, of realized and unrealized gains on futures,

Tudustry loss warranties
The Company hzs entered into industry loss warranty (“ILW") transactions that are structured as reinsurance or derivatives.
For those transactions determined to be derivatives, the fair value was $(1.3) million and $(0.2) million at December 31, 2007

and 2000, respectively. During the years ended December 31, 2007 and 2006, the Company recorded $1.7 million and
$0.4 million respectively of realized gains on ILWs determined o be derivatives.

For complete financial statements inciuding audilor's opinion and notes pleasa rafer to our 2007 10-K which can be found on our websile 2t www.flagsfonare.com
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Fair value disclosure

In accordance wich SFAS 157, the fair value of derivarive instruments held as of December 31, 2007 is allocated becween levels
as follows:

Fair Value Measurement at December 31, 2007, using:

Quoted Prices in Significant Other Significant Other
Fair Value Active Markets Observable Unabservable
Measurements {Level 1} (Level 2) {Level 3)

Derivatives
Futures contracts $ (2,228) 3 (2,228) 5 - 3 -
Swaps (153) - (153} -
Forward currency contracts (7,067) - (7,067) -
Mortgage backed securities TBA 173 - 173 -
Other reinsurance derivatives {1,305) - - {1,305)
Total derivatives $ (10,580) $ {2,228) $ (7,047) $ (1,305}

The reconciliation of the fair value for the Level 3 derivarive instruments, including net purchases and sales, realized gains and
changes in unrealized gains, is as follows:

Other reinsurance

derivatives
Description
Opening fair vatue $ (197)
Total realized and unrealized gains included in earnings 1,749
Net purchases and sales (2,857)
Closing fair value $ (1,305)

For complete financial statements including auditor's opinion and notes please refer to our 2007 10-K which can be found on our websila at www.flagstonere.com
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The compuration of basic and diluted earnings per common share for the year ended December 31, 2007 and 2006, and the
period from October 4, 2005 through December 31, 2005 is as follows:

Period October 4,
Year Ended Year Ended 2005 through
December 31,2007  December 31,2006  December 31, 2005

Basic earnings per common share

Net income (loss) $ 167,922 $ 152,338 3 (12,384)
Weighted average common shares outstanding 81,882,866 70,027,100 55,239,491
Weighted average vested restricted share units 92,518 26,987 -
Weighted average common shares outstanding—Basic . 81,975,384 70,054,087 55,239,491
Basic earnings {loss) per common share 3 2.05 $ 217 3 (0.22)

Diluted earnings per commoen share

Netincome {loss) 3 167,922 5 152,338 $ {12,384)
Weighted average common shares outstanding 81,882,866 70,027,100 55,239,491
Weighted average vested restricted share units cutstanding 92,518 26,987 o
81,975,384 70,054,087 55,239,401
Share equivalents:
Weighted unvested restricted share units 136,206 - -
Weighted unvested performance share units - 339,734 -
Weighted average common shares outstanding—Diluted 82,111,580 70,393,821 55,239,491
Dituted earnings (loss) per common share $ 205 $ 2.16 $ 0.22)

As ar December 31, 2007, 2006, and 2005, there were securicies which would resule in che issuance of common shares that
were excluded in the computarion of diluted earnings (loss) per common share because the effect would be anti-dilutive,
These securities were as follows:

Period October 4,

Year Ended Year Ended 2005 through

December 31, 2007  December 31,2006  December 31, 2005

Warrant 8,585,747 8,585,747 6,628,739
Unvested performance share units » - 321,000
Unvested restricted share units 221,550 63,900 -
Total 8,807,297 8,649,647 6,949,739

In addition, because the number of shares contingently issuable under the PSU Plan depends on the average DROE over a
three year period, commencing in 2007, che PSUs are excluded from the calculation of diluted earnings {loss) per common
share until the end of the performance period, at which time the number of shares issuable under the PSU Plan wilt be known.

For complete financial statements including auditor's opinion and nates please refer 1o our 2007 10-K which can be found on our website at www.flagstonere.com
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The Company's management views the operations and management of the Company as one operating segment. The Company

is primarily focused on writing global property, property catastrophe and shorr tail specialty and casualty reinsurance. The

Commpany regularly reviews the financial results and assesses its performance on a single segment basis. As the Company commenced

operations on December 20, 2005, the Company did not underwrite any risks for che period ended December 31, 20035.

The following tables set forth a breakdown of the Company's gross premiums written by line of business and geographic area

of risks insured for the periods indicated:

Year Ended December 31, 2007

Year Ended December 31, 2006

Gross premiums Percentage Gross premiums Percentage
written of total written of total

Line of business
Property catastrophe $ 411,566 71.3% 219,102 72.4%
Property 94,503 16.4% 56,417 18.7%
Short-tail specialty and casualty 71,081 12.3% 26,970 8.9%
Total $ 577,150 100.0% 302,489 100.0%

Year Ended December 31, 2007

Year Ended December 31, 2006

Gross premiums Percentage Gross premiums Percentage
written of total written of total

Geographic area of risk insured'
North America 3 297,928 51.6% 160,384 53.0%
Worldwide risks? 99,365 17.2% 37,815 12.5%
Europe 79,894 11.8% 45,737 15.1%
Caribbean 48,103 8.3% 10,291 3.4%
Japan and Australasia 39,547 6.9% 31,690 10.5%
Other 12,313 22% 16,572 55%
Total $ 577,150 100.0% 302,489 100.0%

Y Except as otherwise noted, each of chese cacegories includes contracts that cover risks located primarily in che designaced

geographic area.

2This geographic area includes contracts that cover risks primarily in two or more geographic zones.

For the years ended December 31, 2007 and 2006, premiums produced by brokers were as follows:

Year Ended December 31, 2007

Year Ended December 31, 2006

Gross premiums Percentage Gross premiums Percentage
written of total written of total

Name of broker
Guy Carpenter $ 153,781 26.6% 49,845 16.5%
Benfield 149,651 25.9% 78,217 25.9%
Aon Re Worldwide 96,013 16.6% 63675 21.1%
Willis Group 77,030 13.3% 72,424 23.9%
Other brokers 100,675 17.6% 38,328 12.6%
Total s 577,150 100.0% 302,489 100.0%

For complete financial statements including auditor's opinion and notes please refer ta ur 2007 10-K which can be found on cur websile at www.flagsfonere.com

FLAGSTONE ANNUAL REPORT 2007 31






SHAREHOLDER
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NYSE: FSR
BSX: FSR

Transfer Agent

BNY Meilon Shareowner Services
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29th Floor

Jersey City, NJ 07310

Phone: 1 (201) 680 2464
Fax: 1(201) 680 4606

shrrelations@bnymetlon.com
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Shareholder Inquiries

Shareholder Services

Flagsrone Reinsurance Limited
Crawford House

23 Church Street

Hamilton HM 11

Bermuda

Phone: | (441) 278 4300
Fax: 1(441) 296 9879

shareholders@Hfagstonere. bm

Compliance with NYSE Governance Requirements

Investor Relacions
Inquiries

Invescor Relations

Flagstone Reinsurance Limited
Crawford House

23 Church Streer

Hamilton HM 11

Bermuda

Phone: 1 (441) 278 4300
Fasx: 1 (441) 296 9879

ir@flagsconere.bm

The Company expects to file the Annual CEO Certification regarding the Company’s compliance with the New York
Stock Exchange's ("NYSE") Corporate Governance listing standards as required by Section 303A-12(a) of the NYSE
Listed Company Manual with che NYSE on or before April 30}, 2008. In addition, the Company has filed as exhibits
to the annual report on Form 10-K for the year ended December 31, 2007, the applicable certifications of its Chief
Executive Officer and its Chief Financial Officer required under Section 302 of che Sarbanes-Oxley Act of 2002,
regarding che quality of the Company’s public disclosures.
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PROXY STATEMENT
Flagstone Reinsurance Holdings Limited
Crawford House
23 Church Street
Hamilton HM 11, Bermuda
ANNUAL GENERAL MEETING—May 16, 2008
April 16, 2008
To the Shareholders of Flagstone Reinsurance Holdings Limited:

You are cordially invited to attend the Annual General Meeting of your company to be held at 8:30 a.m. local
time on Friday, May 16, 2008 at The Pink Beach Club, South Shore Road, Smith’s, Bermuda.

A report of the current affairs of Flagstone Reinsurance Holdings Limited will be presented at the Annual General
Meeting and shareholders will have an opportunity for questions and comments.

We request that you complete, sign, and mail the enclosed form of proxy in the enclosed business reply envelope,
whether or not you plan to physically attend the Annual General Meeting.

The attached proxy statement (the “Proxy Statement”), the attached Notice of Annual General Meeting and the
accompanying proxy card are first being mailed to shareholders on or about April 16, 2008,

Sincerely yours,

David A. Brown
Chief Executive Officer

SEC
Malil Pragessing
Section

APR 177008

Washington, DC
1013




Flagstone Reinsurance Holdings Limited
Crawford House
23 Church Street
Hamilton HM 11, Bermuda

NOTICE OF ANNUAL GENERAL MEETING
To be held on May 16, 2008

NOTICE 15 HEREBY GIVEN that the Annval General Meeting of shareholders of Flagstone Reinsurance
Holdings Limited (the “Company” or “we”) will be held on Friday, May 16, 2008, at 8:30 a.m. local time for the
following purposes:

1. To elect four (4) Class B directors to hold office until the 2011 Annual General Meeting of shareholders
or until their respective successors have been duly elected.

2. To approve the appointment of Deloitte & Touche to serve as the Company’s independent auditor for the
fiscal year 2008 until our 2009 Annua!l General Meeting and to refer the determination of the auditor’s
remuneration to the Board of Directors.

3. To approve amendments to the Performance Share Unit Plan.
4. To approve the list of Designated Company Directors for certain subsidiaries of the Company.

In addition, we will consider any other business as may properly come before the 2008 Annual General Meeting
or any adjournment(s) thereof. The Company’s audited financial statements for the fiscal year ended
December 31, 2007 will be presented at the 2008 Annual General Meeting. At the Annual General Meeting,
shareholders may also be asked to consider and take action with respect to such other matters as may properly
come before the Annual General Meeting or any adjournment(s) thereof.

The Board of Directors has fixed the close of business April 1, 2008 as the record date for the determination of
shareholders entitled to notice of, and to vote at, the Annual General Meeting. This Proxy Statement, the Notice
of Annual General Meeting, the accompanying proxy card, the Annual Report and Form 10-K for year ended
December 31, 2007 are first being mailed to shareholders on or about April 16, 2008. Although the Annual
Report and Proxy Statement are being mailed together, the Annual Report should not be deemed to be part of the
Proxy Statement.

Shareholders are encouraged to complete, sign, date and return the enclosed proxy card in the return
envelepe furnished for that purpose. Please sign the accompanying proxy card exactly as your name
appears on your share certificate(s). Signing and returning a proxy card will not prohibit you from
attending the 2008 Annual General Meeting, If you later decide to revoke your proxy for any reason, you
may do so in the manner described in the attached Proxy Statement.

By order of the Board of Directors.

1 SN0

Jean-Paul Dyer
Corporate Secretary
Hamilton, Bermuda
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GENERAL INFORMATION
Persons Making the Solicitation

Proxies in the form enclosed are being solicited by the Board of Directors. The persons named in the
accompanying proxy card have been designated as proxies by the Board. Such persons designated as proxies
serve as officers of the Company.

Persons Entitled to Vote and Voting Procedures

The Board of Directors has set April 1, 2008 as the record date for the Annual General Meeting. If you were an
owner of our common shares at the close of business on that date, you are entitled to notice of, and may vote at,
the Annual General Meeting.

As of April 1, 2008, 85,316,924 common shares were issued and outstanding. The presence, in person or by
proxy, of holders of more than 50% of the common shares outstanding and entitled to vole on the matters to be
considered at the Annual General Meeting is required to constitute a quorum for the transaction of business at the
Annual General Meeting. Holders of common shares are entitled to vote on each matter to be voted upon by the
shareholders at the Annual General Meeting in accordance with the voting rights afforded under bye-laws 4 and
30 of the Company.

If you are entitled to vote at the Annual General Meeting, you may do so in person at the Annual General Meeting
or by proxy without attending the meeting. To vote by proxy, you must fill out the enclosed proxy card, date and
sign it, and return it in the enclosed postage-paid envelope. If you receive more than one proxy card, sign and
return each proxy card in order to ensure that all of your shares are voted.

If no instructions are provided in an executed proxy, it will be voted “FOR” each of the proposals, and, as to any
other business as may properly come before the Annual General Meeting, in accordance with the proxyholder’s
judgment as to such business.

Broker non-votes occur when nominees, such as banks and brokers holding shares on behalf of beneficial owners,
do not receive voting instructions from the beneficial holders at least ten days before the Annual General
Meeting. Member brokerage firms of The New York Stock Exchange, Inc. that hold shares in street name for
beneficial owners may, to the extent that such beneficial owners do not furnish voting instructions with respect to
any or all proposals submitted for shareholder action, vote in their discretion upon all of the proposals. Any
broker non-votes and abstentions will not be counted as shares present in connection with proposals with respect
to which they are not voted.

The Board of Directors has not proposed for consideration at the Annual General Meeting any transaction for
which the laws of Bermuda entitle shareholders to appraisal rights.

Solicitation and Revocation

In accordance with our bye-laws the nominees for election as directors at the Annual Generai Meeting who
receive the highest number of “FOR” votes will be elected as directors. This is called plurality voting. All
common shares represented by properly executed proxies that are returned and not revoked will be voted in
accordance with the instructions, if any, given thereon. Unless you indicate otherwise on your proxy card, or if
no instructions are given, the persons named as your proxies will vote your shares “FOR” all the nominees for
director named in this Proxy Statement. All other proposals require the affirmative “FOR” vote of a majority of
those shares present at the meeting and entitled to vote on the proposal. A hand vote will be taken unless a poll
is requested pursuant to the bye-laws. You may revoke your voted proxy at any time prior to the Annual General
Meeting or vote in person if you attend.

The Company will bear the cost of this solicitation of proxies. Solicitation may be made by our directors, officers
and employees personally, by telephone, internet or otherwise, but such persons will not be specifically
compensated for such services. We may also make, through bankers, brokers or other persons, a solicitation of
proxies of beneficial holders of the common shares. Upon request, we will reimburse brokers, dealers, banks or
similar entities acting as nominees for reasonable expenses incurred in forwarding copies of the proxy materials
relating to the Annual General Meeting to the beneficial owners of common shares which such persons hold
of record.




OUR DIRECTORS AND EXECUTIVE OFFICERS

The table below sets forth the names, ages and positions of the curmrent directors and executive officers of
the Company:

Name Age Positions

Mark J. Byrne 46 Executive Chairman of the Board of Directors
David A. Brown 50 Chief Executive Officer, Deputy Chairman and Director
James O’Shaughnessy 44 Chief Financial Officer

Gary Prestia 46 Chief Underwriting Officer—North America
Guy Swayne 44 Chief Underwriting Officer—International
Gary Black 62 Director

Stephen Coley 63 Director

Thomas Dickson 45 Director

Stewart Gross 48 Director

E. Daniel James 43 Director

Dr. Anthony Knap 58 Director

Marc Roston 39 Director

Jan Spiering 56 Director

Wray T. Thomn 42 Director

Peter F. Watson 65 Director

The Board of Directors consists of twelve (12) directors and is divided into three equal classes (A, B and C). At
each Annual General Meeting, certain directors shall be elected or appointed for a full three-year term to succeed
those whose terms expire at such meeting. Each director shall hold office for the term for which he is elected or
until his successor is elected or appointed or until his office is otherwise vacated.

Class B Directors with terms expiring at the 2008 Annual General Meeting

Gary Black has been a director since June 2006. He was Chief Claims Executive and Senior Vice President of
OneBeacon Insurance Company, a subsidiary of White Mountains Insurance Group, until his retirement in 2006.
Prior to joining OneBeacon in January of 2004, Mr. Black spent 35 years with Fireman's Fund Insurance
Companies where he was an Executive Vice President and President of the Claims Divisien. At Fireman’s Fund
his responsibilities included claims, corporate administration, general counsel, staff counsel and systems. He
received his B.A. degree from Southwest Baptist University and is a Chartered Property Casualty Underwriter.

Thomas Dickson has been a director since December 2005. Mr. Dickson is Chief Executive Officer and Founder
of Meetinghouse LLLC, a private firm that provides investment advisory and management services and advice and
support to management for underwriting, ratings, capital management and actuarial functions. Mr. Dickson
currently serves as President and Chief Executive Officer of Haverford Capital Partners (Cayman) Limited
(“HCP™). a private equity fund specializing in investments in insurance, reinsurance and specialty finance started
in August 2005. Mr. Dickson served as President and Chief Executive Officer of The Centre Group and as its
Chief Underwriting Officer. At the time, The Centre Group held assets in excess of $9 billion and capital in
excess of $1 billion. He joined The Centre Group at the time of its establishment in 1988 and, prior to assuming
responsibilities as Chief Underwriting Officer, served in a variety of business production and underwriting
capacities in Bermuda and New York. Mr. Dickson holds a bachelor’s degree with honors from Stanford
University and a Masters Degree from the Johns Hopkins School of Advanced International Studies.

Jan Spiering has been a director since December 2005. From February 1979 to June 2002, Mr. Spiering served
as a member of Ernst & Young, becoming the Chairman and Managing Partner of Emst & Young Bermuda.
During his tenure at Ernst & Young, Mr. Spiering was a member of the firm's Global Advisory Counsel, founding
member of the International Investment Committee, and was Chairman of the firm’s Offshore Fund’s Group. He
retired from Ernst & Young in 2002, and currently serves on the board of directors for WP Stewart & Co Ltd. and
various private companies. Mr. Spiering is a Fellow of the Institute of Chartered Accountants in England & Wales
and the Institute of Chartered Accountants of Bermuda and is a Member of the Canadian Institute of
Chartered Accountants.




Wray T. Thorn has been a director since October 2006. Mr. Thorn is the Managing Director of Private Equity at
Marathon Asset Management, LLC, a global alternative investment and asset management company with over
$7.5 billion in capital, where he has worked since June 2005. In his current role, Mr. Thorn provides private
equily capital to companies to support management buyoutl transactions, acquisition and expansion strategies,
growth programs, shareholder transitions and financial restructurings. Prior to joining Marathon, Mr. Thorn spent
a total of 12 years working on, sponsoring, and financing private equity transactions, acquisitions and capital
markets transactions at Fox Paine & Company, Dubilier & Company, where he was a principal and founding
member, and the Acquisition Finance Group of Chemical Bank. He is a graduate of Harvard University with an
A.B. in Government, cum laude.

Class A Directors with terms expiring at the 2009 Annual General Meeting

Mark J. Byrne has been our Executive Chairman since Octlober 2005. Mr. Byrne also serves as Chairman
of Haverford (Bermuda) Lid. (*“Haverford”), an affiliate of the Company due to commeon ownership (see “Certain
Retationships and Related Transactions” below), and Chairman of Island Heritage Holdings Ltd. (“Island
Heritage™), an indirect majonty-owned subsidiary of the Company. Mr. Byme founded Flagstone Capital
Management (Bermuda) Limited (formerly known as West End Capital Management {Bermuda) Limited and
referred to herein as “Flagstone Capital Management™), a wholly-owned subsidiary of the Company, in 1998.
Prior to starting Flagstone Capital Management, Mr. Byrne served as Managing Director at Credit Suisse First
Boston, responsible for Global Fixed Income Arbitrage in London and Tokyo. Mr. Byrne also held management
positions at PIMCO and Salomon Brothers and has 20 years experience in the fixed income and derivative
business. Mr. Byrne has invested at early stages in several insurance companies and has served on the boards of
directors of several insurance companies, including three public companies: White Mountains Insurance Group
Ltd., Terra Nova Bermuda Holding Ltd. and Markel Corp. He holds a Bachelors degree from Dartmouth College
and an MBA from the Tuck School of Business at Dartmouth.

Stewart Gross has been a director since January 2006. Mr. Gross is a Managing Director and member of the
Investment Committee of Lightyear Capital, a private equity firm investing in companies in the financial services
industry. Prior to joining Lightyear in April 2005, Mr, Gross spent 17 years at Warburg Pincus where he was a
Managing Director and member of the Executive Management Group. Mr. Gross has been a primary investor in
many highly successful companies, including RenaissanceRe Holdings Ltd. Mr. Gross is currently a director of
BEA Systems, Inc., SkillSoft Corporation, and several private companies. Mr. Gross received an A.B., magna
cum laude, from Harvard College and an M.B.A. from Columbia Business School where he was elected to Beta
Gamma Sigma.

E. Daniel James has been a director since December 2005. Mr. James is a senior manager of the Merchant
Banking Group and a managing director of Lehman Brothers Inc, He joined the Lehman Brothers Merchant
Banking Group in 1993. Prior to joining the Merchant Banking Group, he was a member of the Lehman Brothers
Mé& A Group, based in London and New York. In 1988, Mr. James joined Lehman Brothers’ Financial Institutions
Group. He is currently a director of Blount International, Inc. and Phoenix Brands LLC. He holds a B.A. in
chemistry, with honors, from the College of the Holy Cross,

Marc Roston, Ph.D)., has been a director since December 2005. Mr. Roston has been a Senior Portfolio Manager,
Chair of the Investment Committee and head of the New York office at Silver Creek Capital Management since
2004. His responsibilities include portfolio strategy, investment research and due diligence. From 2000 to 2004,
Mr. Roston was an investment manager with McKinsey & Company in New York and, prior to that, an equity
portfolio manager at J.P. Morgan Investment Management. Mr, Roston holds a Ph.D, in economics from the
University of Chicago and a B.S. from Carnegie Mellon University.

Class C Directors with terms expiring at the 2010 Annual General Meeting

David Brown has served as Chief Executive Officer of Flagstone since October 2005. Mr. Brown is also a
director of Island Heritage, an indirect majority-owned subsidiary of the Company. From September 2003 unul
October 2005, Mr. Brown served as the Chief Executive Officer of Haverford and as the Chief Operating Officer
of Flagstone Capital Management, a wholly-owned subsidiary of the Company, Mr. Brown joined Centre
Solutions {Bermuda) Limited (“Centre Solutions”) in 1993, and was its President and Chief Executive Officer at
the time of his retirement in 1998, Prior to joining Centre Solutions, Mr. Brown was a Partner with Ernst &




Young in Bermuda. Mr. Brown is the non-executive Chairman of the Bermuda Stock Exchange and a Director
and Trustee for the Schroder Family Trusts, Mr, Brown led the team which analyzed, structured and negotiated
the acquisition of Merastar Insurance Company in 2004. As Chairman of Merastar, Mr. Brown led the board’s
oversight of the successful turn-around strategy. At Centre Solutions, Mr. Brown was responsible for the global
operations of a group with over $7 billion in assets and offices in several countries. During his ten years with
Ernst & Young, Mr. Brown specialized in insurance and was involved in the liquidation of numercus insurance
companies in Bermuda, the UK. and the U.5. Mr. Brown is a Fellow of the Institute of Chartered Accountants
in England & Wales and a Member of both the Institute of Chartered Accountants of Bermuda and the Canadian
Institute of Chartered Accountants.

Stephen Coley has been a director since January 2006. Mr. Coley is a Director Emeritus of McKinsey
& Company. During his 28+ years of active client service with McKinsey, Mr. Coley led a wide variety
of successful business strategy and organization efforts, principally serving technology and basic industrial
clients, and led the Firm’s corporate growth practice. In addition, Mr. Coley served for 10 years on McKinsey’s
Investment Committee, which oversees employee profit sharing investments and partner alternative investment
vehicles, and served as the committee’s chairman from 2000 1o 2004, Mr. Coley received an M.B.A., with
distinction, from Harvard Business Schoot, where he was named a Loeb Feliow in finance. Mr. Coley has a B.S.
in electrical engineering from Duke University. Mr. Coley currently serves on the boards of directors of Dycom
Industries and Underwriters Laboratories. He also serves on the Duke University Pratt School of Engineering
Board of Visitors and as a Board Advisor 1o Havell Capital Management, a money management firm in New
York, New York.

Dr. Anthony Knap, Ph.D., has been a director since December 2005. Dr. Knap serves as President, Director and
Senior Research Scientist of the Bermuda Institute of Ocean Sciences, which he joined in 1978. In 1994, Dr.
Knap founded the Risk Prediction Initiative, a partnership between the science community and the reinsurance
industry providing essential information between natural disasters and changing climate. Dr. Knap's principal
research interests are climate change, environmental science, atmosphere/ocean interactions, effects of chemicals
on the marine environment as well as relationships between ocean health and human health. Dr. Knap holds a
number of professorships, and serves on numerous expert panels and committees in his field, Dr. Knap received
his Ph.D. in oceanography in 1978 from the University of Southampton, U.K.

Peter F. Watson was appointed director in September 2007. Mr. Watson is currently a consultant to Attorney’s
Liability Assurance Society (Bermuda) Ltd. (“ALAS™), a mutval insurance company formed in Bermuda 1o
provide professional liability insurance for large U.S. law firms. Mr. Watson served as President and Chief
Executive Officer of ALAS from 2002 to December 31, 2007. Prior to joining ALAS in 1998, Mr. Watson’s
career was with Price Waterhouse, initially in London and Montreal and, since 1975, in Bermuda where he also
served as senior partner of the firm, In his latter years with Price Waterhouse, Mr. Watson was responsible for
managing the worldwide professional indemnity program for the firm. Mr. Watson is a past president of the
Institute of Chartered Accountants of Bermuda and a Fellow of the Institute of Chartered Accountants and the
Quebec Order of Chartered Accountants.

Other Executive Officers

James O'Shaughnessy joined the Company as Chief Financial Officer in May 2006. Prior to joining the
Company, he was the Chief Accounting Officer and Senior Vice President at Scottish Reinsurance Group Limited
where he was responsible for group internal and external reporting as well as various finance functions and
research into accounting issues, Prior to joining Scottish Re in 2005, Mr. O’Shaughnessy was Chief Financial
Officer and Senior Vice President at XL Re Lid., and before that he served for four years at Centre Solutions as
Controller and Vice President. Before joining Centre Solutions, he spent four years at ACE Tempest Reinsurance
Ltd., where his last position was Vice President of Finance. He began his career in Ireland at
PricewaterhouseCoopers before moving to KPMG Peat Marwick in Bermuda. Mr. O’Shaughnessy holds a
Bachelor of Commerce degree from University College, Cork, Ireland and is both a Fellow of the Institute of
Chartered Accountants of Ireland and an Associate Member of the Chartered Insurance Institute of the U.K.

Gary Prestia has served as our Chief Underwriting Officer—North America since December 2005. Mr. Prestia
has more than 21 years’ experience in the insurance and reinsurance industry in senior underwriting and
executive management positions successfully navigating across the underwriting cycles. From 1998 through




2004, Mr. Prestia served as an executive officer of Converinm AG, becoming President of Converium North
America, with responsibility for all legal entities and staff in the U.S. and Canada. As Senior Vice President and
Chief Underwriting Officer, he was responsible for property catastrophe, property non-catastrophe, motor, marine
and third-party liability {excluding professional liability and workers’ compensation). In early 20035, Mr. Prestia
joined Alea North America as Chief Executive Officer of the North American Reinsurance Division. Prior to
1998, Mr. Prestia held senior underwriting positions at Transatlantic Re. Mr. Prestia received his CPCU and ARe
professional designations from the American Institute for Chartered Property and Casualty Underwriters and
Bachelor of Business Administration undergraduate degree and graduate work at St. Johns University School of
Risk Management and Insurance in New York.

Guy Swayne has been our Chief Underwriting Officer—International since December 2005 and on September 1,
2007 was appointed as the Chief Executive Officer of Flagstone Réassurance Suisse S.A., an indirect wholly-
owned subsidiary of the Company. Mr. Swayne has extensive experience in the industry worldwide and brings a
depth of expertise in underwriting, business development, and leadership to the Company. Prior to joining the
Company, Mr. Swayne was Chief Underwriting Officer—International with ACE Tempest Reinsurance Lid.
where he managed the International Catastrophe underwriting unit. Mr. Swayne joined Ace in January 2000 and
has held senior positions including Executive Vice President, ACE Financial Solutions International (AFSI)—
Bermuda where he managed AFSI offices in London, Dublin, and Melbourne. In London he became President of
ACE Financial Solutions Europe (AFSE) where he established and developed the European office reporting
directly to the President and Chief Executive Officer in Bermuda. Mr, Swayne was instrumental in many key
elements associated with a start-up operation, including business plan and budget development, hiring
underwriting teams, business production and program completion.




CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

We describe below the transactions we entered into with parties that are related to our Company during the year
ended December 31, 2007. We believe that each of the transactions described below was on terms no less favorable
to us than we could have obtained from unrelated parties.

The Company has extensively used two aircraft owned and operated by entities previously controlled by Mark
Bymne, the Company’s Executive Chairman. Given the Company’s worldwide operations, in July 2007 the Com-
pany’s Board of Directors voted unanimously that it was in the Company’s best interest to acquire from Mr. Byme
each aircraft and the operating company that supported each aircraft.

On August 22, 2007, the Company, through its wholly-owned subsidiary, Flagstone Leasing Services Limited
(“*Flagstone Leasing™) entered into a Share Purchase Agreement (“King Air Agreement”) with Mr, Byrne, owner
of 100% of the issued and outstanding common voting shares of IAL King Air Limited (“IAL King Air”). Pursuant
to the terms of the King Air Agreement, Flagstone Leasing, on August 28, 2007, acquired all of the issued and
outstanding common voting shares of IAL King Air for a cash purchase price of $1.6 million. The purchase price
equaled the value of the net assets acquired, inclusive of debt of $0.9 million, and Mr. Byrne received 100% of
the purchase price. 1AL King Air owned, as its principal asset, a King Air B-200 aircrafi. The value attributed to
the aircraft for the purpose of this transaction was determined by the average of two independent appraisals.

On August 23, 2007, Flagstone Leasing entered into a Share Purchase Agreement (“lAL Agreement”} with
Mr. Byrne, Haverford and Flagstone Capital Management to acquire 100% of the issued and outstanding common
voting shares of [AL Leasing Limited (“[AL"). Mr. Byme, Haverford and Flagstone Capital Management, a wholly-
owned subsidiary of the Company, owned 90%, 5% and 5%, respectively, of the issued and outstanding common
voting shares of [AL. Pursuant to the terms of the [AL Agreement, Flagstone Leasing, on August 28, 2007, acquired
atl of the issued and outstanding common voting shares of [AL for a cash purchase price of $1.4 million. The pur-
chase price equalled the value of the net assets acquired, inclusive of debt of $17.1 million due to Banc of America
Leasing and Capital, LLC (“BoA™). IAL owned, as its principal asset, a Dassault Falcon 900B aircraft (“the Fal-
con™). In consideration of Mr. Byrne forgiving debt due to him from IAL, and his undertaking with respect to the
indemnities contained in the IAL Agreement, Mr. Byrne received 100% of the purchase price. The value attributed
1o the aircraft for the purpose of this transaction was determined by the average of two independent appraisals.
On September 25, 2007, 1AL concluded a sale lease-back transaction with BoA in relation to the Falcon. With this
transaction, AL sold the Falcon and the related debt financing to BoA for a cash consideration of $1.4 million and
entered into an operating lease with BoA to lease the Falcon for a term of 1G years.

Effective August 29, 2007, Longtail Aviation Limited (“Longtail”), an entity controlled by Mr. Byrne, entered into
an Amalgamation Agreement (Agreement™) with a wholly-owned subsidiary of the Company, Longtail Aviation
International Limited (“Longtail International”). Longtail provides support, maintenance and pilot services for the
aircrafit utilized by the Company in its worldwide operations. Pursuant to the terms of the Agreement, Longtail was,
subject to certain regulatory approvals required by the Bermuda Registrar of Companies, amalgamated (merged)
into Longtail International in consideration of payment for agreed net assets in Longtail as of July 31, 2007 and
forgiveness of debt owed 1o Mr. Byrne by Longtail. Mr. Byrne, as Longtail’s principal shareholder, received $1.9
miliion from Longtail International. The consideration paid to Mr. Byrne was equal to the net assets received by
Longtail International, Prior to the acquisition of Longtail in August 2007, the Company participated in a charter
agreement with Longtail which permitted the Company to charter private aircraft. The Company incurred an
expense of $1.1 million, in relation to this agreement during the year ended December 31, 2007.

During the year ended December 31, 2007, the Company made lease payments of $0.3 million to Eyepatch Holdings
Limited, a company in which Haverford has a 40.0% stake and from which the Company leases office space.

Haverford sponsored the Company’s formation in Qctober 2005 and invested $100.0 million in its initial private
placement. Mr. Byrne and Mr. Brown, the Company’s Chief Executive Officer, serve as directors of Haverford.
As at December 31, 2007, Haverford directly owned 10.0 million common shares, or 11.7%, of the Company’s
outstanding shares and is the holder of a Warrant which will entitle it to purchase up to an additional 8,585,747
common shares of the Company in December 2010 (the “Warrant™). The impact of the conversion of the Warrant
would increase Haverford’s ownership interest to 19.8% of the outstanding voting common shares at December 31,




2007. The Company paid $1.0 millicen to Haverford in relation to services performed in respect of the initial pri-
vate placement.

Haverford also owns all of the share capital of Haverford Investment Holdings Ltd., which owns 6.0% of the voting
common shares of Haverford Capital Partners (Cayman) Limited (“HCP™). The Chief Executive Officer of HCP,
Thomas Dickson, is also a director of the Company. HCP directly owns 2.5 million common shares, or 2.9%, of
the outstanding common shares of the Company at December 31, 2007.

On December 7, 2007, the Company entered into an interest rate swap agreement with Lehman Brothers Special
Financing Inc. Under the terms of the agreement, the Company exchanged interest on a notional amount of $25.0
million, will receive interest at three-month LIBOR and will pay 4.096% interest. The agreement will terminate
on September 15, 2012. On December 7, 2007, the Company entered into an interest rate swap agreement with
Lehman Brothers Special Financing Inc. Under the terms of the agreement, the Company exchanged interest on
a notional amount of $120.0 million, will receive interest at three-month LIBOR and will pay 3.962% interest. The
agreement will terminate on September 15, 2011, The fair value of the two swaps was $0.2 million as at
December 31, 2007. Affilaates of Lehman Brothers Inc. are shareholders of the Company and preferred shareholders
of Mont Fort Re Ltd. (see “Corporate Governance—The Board of Directors and its Committees” below), and E.
Daniel James, a director of the Company, is a managing director at Lehman Brothers Inc. Lehman Brothers Inc.
acted as an underwriter of the Company’s initial public offering (the “IPO”) and provided additional investment
banking services to the Company in connection with the IPO. The total fee received by Lehman Brothers Inc. in
connection with our IPQ was $3.4 million.

Policies and Procedures for Related Party Transactions

The Company adopted a written Code of Conduct and Ethics on June 16, 2006 which specifies the Company’s
policy relating to conflicts of interest. The Code of Conduct and Ethics defines a “conflict of interest” as any
situation in which the private interest of any director, board observer or employee of the Company interferes in
any way (or even appears 1o interfere) with the interests of the Company as a whole. Under the Code of Conduct
and Ethics, an individual who becomes aware of a potential conflict of interest must report this conflict to the
Chairman of the Audit Committee for consideration by the Audit Committee. The Audit Committee will
determine whether a conflict of interest exists on a case-by-case basis and will memorialize its determinations and
the reasons behind such determinations. The Audit Committee will ensure that the directors voting on an issue are
informed, disinterested and independent with respect to that issue. If the Audit Commitiee determines that a
conflict of interest exists, then the director, board observer or employee shall not participate, directly or indirectly,
in the matter or activity that has given rise to such conflict of interest unless expressly approved by the Audit
Committee, The Audit Committee Charter requires the Audit Committee to review and discuss with management
the reasonableness of the price, terms and conditions for all related party transactions. Each of the transactions
described above has been reviewed by Audit Committee in accordance with this mandate.




COMPENSATION DISCUSSION AND ANALYSIS
Overview

The current executive officers, Messrs. Byme, Brown, O’Shaughnessy, Prestia and Swayne, are
compensated according to the terms of their employment contracts, which are described below. The
Compensation Committee of the Board of Directors has determined that these five officers are the “Named
Executive Officers.”

Our executive compensation programs are designed (o encourage our execulive officers to think and act like, and
over time to themselves become, sharcholders of the Company. We want our executive officers to take
appropriate risks with our capital in order to generate returns for our shareholders but at the same time to share
the downside risk if those risks cause poor performance or even loss. Through our performance management and
rewards processes and programs, we endeavor to create an environment that fosters and rewards:

finding and assuming attractively priced risk;
managing our overall risk exposure to mitigate loss;
ensuring we have optimal capital to run our business;
working hard and cooperating with colleagues; and
providing excellent service to clients and colleagues.

* & o & &

We foster an attitude of shared risk-taking between our executive officers and our shareholders by providing
a significant portion of our executive officers’ incentive compensation through equity-based awards. We
emphasize “at risk™ pay tied to performance as the majority of total compensation potential. We evaluate and
reward our executive officers based on dynamic factors such as whether they are willing and able to challenge
existing processes, adapt to sudden or frequent changes in priorities and capitalize on “windows of opportunity.”

Our Compensation Committee reviews and approves all of our compensation policies.

Executive Compensation Policy

Overview

The Company’s performance-driven compensation policy consists of the following three components:

s base salary (and, in some cases, housing allowance or mortgage subsidy);
s annual cash bonuses; and
* long-term incentive awards {in the form of Performance Share Units or “PSUs™).

We use short-term compensation (base salaries and annual cash bonuses) and long-term compensation (PSUs) to
achieve our goal of driving long-term growth in diluted book value per share. The long-term compensation
element, the PSUs, are designed to emphasize the performance measures our executive officers need to address
in order 1o deliver shareholder value. Currently, the PSUs awarded to our Named Executive Officers (other than
our Executive Chairman, who does not participate in the Performance Share Unit Plan (the “PSU Plan”)) vest
over three years. Each PSU converts into a quantity of shares ranging from zero to two based upon the
Company’s achievement of diluted return on equity goals over the three-year period. In the future, the Company
may award to Named Executive Officers PSUs which have a different index with a portion of the award tied
more closely to the performance of a specific business unit for which a Named Executive Officer is responsible.
However, a portion would also remain tied to the Company’s achieving diluted return on equity goals. During
2007, the Company issued PSUs of the 2007-2009 and 2008-2010 series whose diluted return on equity goals
are different from those issued for 2006-2008. See “—Long-Term Incentive Awards” below. The Company may
also issue PSUs whose diluted return on equity goals are different from those issued for each of the 2006-2008,
2007-2009 and 2008-2010 series,

We carefully determine the percentage mix of compensation structures we think is appropriate for each of our
executive officers. This is not a mechanical process, and we use our judgment and experience and work with our
Named Executive Officers to determine the appropriate mix of compensation for each individual. The number of
PSUs each Named Executive Officer (other than our Executive Chairman) receives is based on the expectations
we have for the individual and, over time, on their performance against those expectations. The mix of short-term
and long-term compensation may sometimes be adjusted to reflect an individval’s need for current cash
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compensation. While we expect all Named Executive Officers to receive the majority of their compensation in
PSUs, family size or geographical location could mean an executive officer needs a larger and more predictable
amount of current cash compensation than a peer. In such circumstances, instead of issuing PSUs the Company
typically pays cash compensation equal to approximately one-third to two-thirds of the product of the number of
PSUs foregone and the fair value per share of the Company’s common shares at the time of the grant, Thls
practice is designed to reward the executive officer for shared risk-taking.

During fiscal 2007, none of the Named Executive Officers participated in the Restricted Share Unit Plan (the
“RSU Pian™).

Base salary typically will constitute a minority portion of the total compensation of our Named Executive
Officers. We set salary to provide adequate cash compensation to support a reasonable standard of living, so that
our Named Executive Officers are prepared to have “at risk” the portion of their compensation received in PSUs.
We anticipate that if the Company meets its diluted return on equity goals the Named Executive Officers will
receive significantly more long-term value (in some cases a multiple) from their PSUs than from their annual
cash bonuses.

Base salary

Base salary is used to recognize particularly the experience, skills, knowledge and responsibilities required of the
executive officers in their roles. When establishing the 2007 base salaries of the Named Executive Officers, the
Compensation Committee and management considered a number of factors, including the seniority of the
individual, the functional role of the individual’s position, the level of the individual’s responsibility, the ability
to replace the individual, the base salary of the individual at his prior employment and the limited number of
well-qualified candidates available in Bermuda and Switzerland. For purposes of determining competitive
compensation levels for our Named Executive Officers in Bermuda, we subscribed to the
PricewaterhouseCoopers Bermuda International Compensation Survey in 2007, an independent local market
annual survey. In addition, we informally consider competitive market practices with respect to the salaries of our
Named Executive Officers. We speak with recruitment agencies and review annual reports on Form 10-K, proxy
statements or similar information of other Bermuda and Swiss reinsurance companies with market capitalizations
greater than $500.0 million and less than $3.0 billion, in particular Aspen Insurance Holdings Lid., Endurance
Specialty Holdings Ltd., Allied World Assurance Company Holdings, Ltd, Montpelier Re Holdings Ltd. and
Platinum Underwriters Holding Ltd. We do not use compensation consultants at this time, however, in the future
we may seek such advice.

The salaries of the Named Executive Officers are reviewed on an annual basis, as well as at the time of promotion
or other changes in responsibilities. The leading factor in determining increases in salary level is the employment
market in Bermuda and, solely in respect of Mr. Swayne, Switzerland for senior executives of insurance and
reinsurance companies. We expect the salaries of our Named Executive Officers to stay relatively constant,
increasing when the insurance and reinsurance market moves or when an executive officer assumes a larger role
within the Company.

Annual cash bonuses

Annual cash bonuses are intended to reward individual performance during the year and can therefore be highly
variable from year to year. These bonuses are determined on a discretionary basis. Our Executive Chairman and
our Chief Executive Officer agree with each of the other executive officers upon short-term and long-term goals
as part of an evaluation process, and then subsequently rate each executive officer in writing against those goals
before deciding the bonus. Such goals include but are not limited to finding and assuming attractively-priced risk;
managing our overall risk exposure to mitigate loss; ensuring we have optimal capital to run our business;
working hard and cooperating with colleagues; and providing excellent service to clients and colieagues. In the
case of the Chief Executive Officer, these goals are established by the Compensation Committee in consultation
with the Executive Chairman, and in the case of the Executive Chairman, these goals are established by the
Compensation Committee. The Named Executive Officer’s performance of non-goal specific items is also taken
into account in determining the Named Executive Officer’s bonus. Awards for the subject year are based on the
financial statements for that year, and are based on an assessment of each Named Executive Officer’s
achievement of the established goals and non-goal specific items. This range is based on the seniority of the
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position and our view of the degree to which the Named Executive Officer’s performance could affect the
Company’s overalt results. The employment agreements for Messrs. Byrne and Brown do not limit the amount of
their annual bonuses. The bonus allocation to executive officers, other than Named Executive Officers, are set by
the Executive Chairman in consultation with the Chief Executive Officer. Messrs. Byrne and Brown play no role
in setting thetr own bonuses. Instead, the bonuses for each of them are set independently by the Compensation
Committee. Bonuses for the Named Executive Officers are accrued quarterly in the consolidated financial
statements and are updated based on the amounts approved by the Compensation Committee.

The 2007 bonuses for our Named Executive Officers have been determined and were finalized upon completion
of the 2007 audit. The Compensation Committee approves the bonus of all Named Executive Officers. With the
exception of Mr. Swayne, 2007 bonuses for all Named Executive Officers will be paid in 2008. See note 2 to the
“Summary Compensation Table” below. Mr. Swayne received $215,000 in August 2007 pursuant to his
secondment as Chief Executive Officer of Flagstone Réassurance Suisse S.A. See “—Employment Agreements”
below.

Long-Term Incentive Awards

PSUs., The Company has adopted a PSU Plan to provide PSUs as incentive compensation to certain key
employees (including the Named Executive Officers) of the Company. Qur Executive Chairman does not
participate in the PSU Plan but is responsible for recommending grants under the PSU Plan to the
Compensation Committee,

The PSUs are designed to align management’s performance objectives with the interests of our shareholders. We
believe that PSUs (which are based on diluted return on equity) align the compensation of our Named Executive
Officers more closely to shareholder value than other alternatives such as options (which place 100% weight on
growth in market value). The Compensation Committee has exclusive authority to select the persons to be
awarded PSUs, At the time of each award, the Compensation Committee determines the terms of the award,
including the performance period {or periods) and the performance objectives relating to the award.

Following the final performance period of a PSU, the Compensation Committee determines whether the
performance objectives were met in whole or in part, and the payment due on the PSU as a result. The
Compensation Committee has no discretion to change the growth in diluted return on equity goals for PSUs
which have already been granted.

The PSU grants made entitle the recipient to receive the number of common shares of the Company equal to the
product of the number of PSUs granted times a “multiplier”. The applicable multiplier for each series of PSUs is
determined as follows:

¢ 20062008 (ali series): The multiplier is determined based on the geometric average return on equity of
the Company during the fiscal years 2006-2008 measured in accordance with accounting principles
generally accepted in the U.S. ("U.S. GAAP”) on a fully diluted basis. The multiplier is 100% if return
on equity is 17%, 200% if return on equity is 27% or greater, and 0% if return on equity is 7% or less.
The multiplier scales ratably between return on equity endpoints of 7% and 27%.

e 2007-2009 (all series): The multiplier is determined based on the arithmetic average return on equity of
the Company during the fiscal years 2007-2009 measured in accordance with U.S. GAAP on a fully
diluted basis. The multiplier is 100% if return on equity is 16%, 200% if return on equity is 26% or
greater, and 0% if return on equity is 8% or less. The multiplicr scales ratably between a return on
equity endpoint of 8% and a midpoint of 16%, and between a return on equity midpoint of 16% and an
endpoint of 26%.

e 2008-2010 (Series A): The multiplier is determined based on the arithmetic average return on equity of
the Company during the fiscal years 2008-2010 measured in accordance with U.S. GAAP on a fully
diluted basis. The multiplier is 100% if return on equity is 16%, 200% if return on equity is 26% or
greater, and 0% if return on equity is 8% or less. The multiplier scales ratably between a return on
equity endpoint of 8% and a midpoint of 16%, and between a return on equity midpoint of 16% and an
endpoint of 26%.
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e 2008-2010 (Series B): The multiplier is determined based on the geometric average return on equity of
the Company during the fiscal years 2008-2010 measured in accordance with U.S. GAAP on a fully
diluted basis. The multiplier is 100% if return on equity is 17%, 200% if return on equity is 24% or
greater, and 0% if return on equity is 10% or less. The multiplier scales ratably between retum on equity
endpoints of 10% and 24%.

In the future, the Company may award to Named Executive Officers PSUs which have a different index with a
portion of the award tied more closely to the performance of a specific business unit for which a Named
Executive Officer is responsible. However, a portion would also remain tied to the Company achieving its diluted
return on equity goals.

The Company has no policy to recover payments if the relevant performance measures upon which they are
based are restated or otherwise adjusted in a manner that would reduce the size of a payment. The PSUs vest over
a period of three years. To enhance retention, PSUs generally will be cancelled without value by the Company if
the participant’s continuous employment lerminates prior to the end of the performance period.

Settlement of a PSU may be made in cash or by issuance of common shares or a combination of both, at the
discretion of the Compensation Committee. The Company expects generally to settle the PSUs in common
shares. As of April 16, 2008, the maximum number of common shares that may be issued under the PSU Plan is
5,600,000 common shares, subject to adjustment for share subdivisions, share dividends, stock splits and similar
events. Our long-term expectation is that PSU grants equal in number to approximately 1% of outstanding
common shares wili be made each year. Thus, an increase in the maximum number of common shares that may
be issued under the PSU Plan will need to be authorized in due course. See “Proposal 3—Performance Share Unit
Plan Amendments” below.

We generally grant PSU awards annually, prior to the commencement of the performance peried they track. In the
case of new hires, we generally award PSUs that have a performance period commencing on the beginning of the
year of hire, or the following vear,

Warrant. In connection with the three closings of the private placement of our common shares in December
2003, lanvary 2006 and February 2006, we issued the Warrant to Haverford to purchase 8,585,747 common
shares of the Company (which equaled 12.0% of the issued share capital of the Company through the completion
of the private placement in February 2006) at an exercise price of $14.00 per share (subject to adjustment for
share subdivisions, share dividends, stock splits and similar events). The Warrant will be exercisable during the
month of December 2010. Our Executive Chairman, Mr. Byrne, and our Chief Executive Officer, Mr. Brown,
control and may be deemed to have an interest in Haverford. See “Security Ownership of Certain Beneficial
Owners, Management and Directors™ below.

The Warrant was granted in recognition of the efforts of Mr. Byrne and Mr. Brown in creating the Company,
assembling the resources and taking financial risk by covering all of the start-up costs in advance of the Company
being funded by additional investors, In accordance with U.S. GAAP we have recognized the Warrant as a
compensation expense.

The fair value of the Warrant when issued in December 2005 was $12.2 million, and this amount was included
as compensation expense for the period ended December 31, 2005. We amended the Warrant in connection with
the additional closings of the private placement in February 2006 to increase the number of shares for which the
Warrant is exercisable in proportion to the amount of additional capital raised in the private placement. The
increase in the fair value of the Warrant as a result of this amendment was $3.4 million, and this amount was
included as a compensation expense for the year ended December 31, 2006. The Company has no current plans
to further amend the Warrant.

The Company has no current plans to grant any options or additional awards to purchase common shares of
the Company.

Competitive Market Review

We informally consider competitive market practices with respect to the salaries and total compensation of
our Named Executive Officers. For purposes of determining competitive compensation levels for our Named
Executive Officers in Bermuda, we subscribed 10 the PricewaterhouseCoopers Bermuda International
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Compensation Survey in 2007, an independent local market annual survey. We review the market practices
by speaking to recruitment agencies and reviewing annual reports on Form 10-K, proxy statements or similar
information of other Bermuda and Swiss reinsurance companies with market capitalizations greater than $500.0
million and less than $3.0 billion, in particular Aspen Insurance Holdings Lid., Endurance Specialty Holdings
Ltd., Allied World Assurance Company Holdings, Ltd, Montpelier Re Holdings Ltd. and Platinum Underwriters
Holding Ltd.

Common Share Ownership Requirements

The Company seeks to weight its compensation scheme to ownership of our common shares. The Company
believes that broad-based stock ownership by its employees (including the Named Executive Officers) enhances
its ability to deliver superior shareholder returns by increasing the alignment between the interests of our
employees and our shareholders. The goal of the PSU program is to engage all of our Named Executive Officers
as partners in the Company’s success and help the Company realize the maximum gain from its strategy. The
Company does not have a formal requirement for share ownership by any group of employees.

Change in Control and Severance

Upon termination of employment, the Named Executive Officers may receive payments under the Company’s
PSU Plan and severance payments under their employment agreements.

PSUs. The PSU Plan has a “double trigger”: PSUs held by any participant may settle in fult if: (i) the Company
undergoes a transaction that is deemed to be a change of control and (ii) the participant is terminated,
constructively terminated or the PSU Plan is changed adversely. If the change of control is “hostile,” meaning
that it is opposed by our Executive Chairman and our Chief Executive Officer, all PSUs held by a participant will
become fully payable in shares or cash, or a mixture of both, at the discretion of the Compensation Committee
immediately upon any termination of the employment of the participant by the Company. If the double trigger
occurs, the Named Executive Officer may receive all or a portion of the maximum award under the PSU Plan.

We believe this double trigger requirement maximizes shareholder value because it prevents an unintended
windfall to management in the event of a friendly (non-hostile) change in control. Under this structure, unvested
PSUs would continue to incentivize the Named Executive Officers to remain with the Company after the friendly
change in control,

If, by contrast, the PSU plan had only a “single trigger,” and a friendly change of control occurred, management’s
PSUs would all vest immediately creating a windfall, and the new owner would then likely find it necessary to
replace the compensation with fresh unvested compensation in order to retain management, This is why we
believe a “double-trigger” is more shareholder-friendly, and thus more appropriate, than a single trigger.

Severance. The Named Executive Officers’ employment agreements entitle each officer to compensation if such
officer’s employment is terminated without cause. Severance payments include a cash payment equal to one
year’s annual salary and a bonus calculated by averaging the sum of the most recent three bonuses paid to the
Named Executive Officer. In the event a Named Executive Officer has been employed with the Company for
fewer than three years and is terminated without cause, the bonus will be calculated by averaging the sum of such
lesser number of bonuses paid to the Named Executive Officer.

David Brown’s employment agreement provides that, in the event he is terminated without cause, Mr. Brown
generally shall be entitled to a lJump sutn cash payment of the greater of: (i) one year’s annual salary and a bonus
calculated by averaging the sum of the three most recent bonuses paid to him (or such lesser number of bonuses
if fewer than three bonuses have been paid since the commencement of his employment agreement), or (ii) the
cash value mark-to-market per the Company’s books and records for the most recently ended quarter of the PSUs
he lost due to termination, pro-rated for the portion of the performance period served under the PSUs. However,
if he is terminated without cause following a change of control of the Company, Mr. Brown will be entitled to a
cash payment equal to cne year’s annual salary and a bonus calculated by averaging the sum of the three most
recent bonuses (or such lesser number of bonuses if fewer than three bonuses have been paid since the
commencement of his employment agreement) paid to him.
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Severance payments for each Named Executive Officer under his employment agreement are in addition to the
Company’s obligation to pay such officer’s salary during the requisite notice period. The severance payments are
in addition to each Named Executive Officer’s rights to payment under the PSU Plan discussed above.

Each employment agreement includes a covenant by the Named Executive Officer not to solicit employees of the
Company during a period following notice of termination, and, except for a termination of Mr. Brown without
cause following a change of control of the Company, provides for these severance payments in a lump sum only
after the officer shall have complied with such non-solicitation requirement (in the reasonable judgment of the
Company), In the case of Messrs. Byrne and Brown, that period is 730 days. In the case of Messrs. Prestia,
Swayne and O'Shaughnessy, that period is 545 days.

The level of severance payments was determined as follows: Prior to the commencement of our IPO process, all
executive officer contracts were terminable by either party upon 90 days’ notice, did not restrict the executive
officer following the termination of his employment with the Company from soliciting employees of the
Company, and provided for no severance payments other than payment of salary during the notice period. It was
determined by the Compensation Committee, in conjunction with our advisors in the IPO process, that these
provisions were generally less protective of the Company's interest than the provisions adopted by comparable
public firms. It was thus decided, in conjunction with the relevant executive officers, to amend the employment
agreements in two ways beneficial to the Company (longer notice and the addition of non-solicitation provisions)
and two ways beneficial to the employee (severance arrangements and use of the Company’s aircraft at marginal
cost). It was considered by the Compensation Commitiee that, given the lengthy notice period to which the
executive officers are now committed, a decision to resign would effectively freeze such an executive officer’s
career for at least a year. Thus the payment of one year’s pay, in the event the Company decided to terminate the
executive officer without cause, was considered roughly proportionate.

Mr. Brown’s severance provisions are slightly more generous than those of the other Named Executive Officers
and reflect the high opportunity costs he would bear if the Company decided to change its Chief
Executive Officer.

Role of Executive Officers in Executive Compensation

The Compensation Committee approves the final determination of compensation for Messrs. O’ Shaughnessy,
Prestia and Swayne acting on the recommendation of our Executive Chairman, Mr. Byrne, with advice from our
Chief Executive Officer, Mr. Brown. The Compensation Committee determines the compensation (excluding the
annual bonus) of Mr. Brown acting with advice from Mr. Byme. The Compensation Committee determines the
compensation (excluding the annual bonus) of Mr. Bymne acting with advice from Mr. Brown. Messrs. Brown and
Byrne do not play a role in determining their own bonuses. Instead, the bonuses for each of them are set
independently by the Compensation Committee. Our Executive Chairman does not receive PSUs but is
responsible for recommending grants under the PSU Plan to the Compensation Committee.

Conclusion

The Company’s compensation policies are designed to retain and motivate our senior executive officers, align
their performance objectives with the interests of our shareholders and ultimately reward them for
outstanding performance.
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Summary Compensation Table

The following Summary Compensation Table summarizes the total compensation awarded to our Named
Executive Officers as of December 31, 2007 for services rendered by them to the Company and to

its substdiaries.

Name and Year | Salary Bonus Stock All other Total

Principal Position % W awards ¥ | compensation 5
% %)

Mark J. Bymne .2007 | 600,000 550,000 — 72,469 1,222,469

Executive Chairman

David A. Brown 2007 | 600,000 550,000 | 1,797,277 46,958 2,994,235

Chief Executive Officer

James O’Shaughnessy 2007 1 315,000 157,461 342,235 78,750 893,446

Chief Financial Officer

Gary Prestia 2007 | 460,000 361,250 602,068 60,494 1,483,812

Chief Underwriting Officer

North America

Guy Swayne 2007 | 402,825 | 514,688 | 1,027,688 46,849 1,991,896

Chief Underwriting Officer

International

(1) The amounts shown in this column are bonuses paid in fiscal 2007 and reflect performance in fiscal 2006

(2)

(3)

(4)

(5)

with the exception of Guy Swayne. In addition to the bonus he received for performance in fiscal 20006,
Mr. Swayne was also paid a bonus of $215,000 in fiscat 2007 and reflects performance in fiscal 2007 prior
to his secondment to Flagstone Réassurance Suisse S.A. in September 2007.

The amounts shown in this column are based on the dollar amount recognized for financial stalement reporting
purposes for the 2007 fiscal year in accordance with SFAS No. 123(R)}, “Share-Based Payments™ (“SFAS
123(R)™). All share awards are expensed ratably over the vesting period and thus the amounts shown reflect
those stock awards granted in the 2006 and 2007 fiscal years. The bonuses and stock awards paid and granted
in the 2008 fiscal year are as follows: Mark J. Byrne—3$750,000 and nil PSUs; David Brown—=$750,000 and
189,000 PSUs series 2008B; James O’Shaughnessy—$157,500 and 32,000 PSUs series 2008B; Gary
Prestia—$325,000 and 70,000 PSUs series 2008B; and Guy Swayne CHF 50,000 and nil PSUs.

The amounts shown in this column represent housing allowances and mortgage subsidies provided to the
Named Executive Officers, During 2007, on flights of Company aircraft, the Company allowed employees
and their family members to occupy seats that otherwise would have been vacant. This benefit had no incre-
mental cost to the Company as each Named Executive Officer reimbursed the marginal cost to the Company
for any such personal use.

Mr. Swayne received his salary and a portion of his housing allowance in Swiss francs beginning September 1,
2007. These amounts were converted in U.S. dollars at an average foreign exchange rate for 2007 of $0.87.

Prior to his relocation to Switzerland in September 2007, Mr. Swayne was paid a bonus of $215,000 relating
to his performance up to that date for fiscal 2007.

Grants of Plan-Based Awards

The Compensation Committee awarded PSUs for the 2006-2008, 2007-2009 and 2008-2010 performance
periods to all of our Named Executive Officers, except our Executive Chairman. The PSUs for the 2008-2010
performance period have only been granted to Mr. Swayne to date. Cur Executive Chairman does not participate
in the PSU Plan because he contributed the significant majority of capital to Haverford and we therefore consider
him to have sufficient indirect interest in the value of the Company’s equity, and because this allows him to
participate meaningfully in the allocation of PSU grants to others without conflict of interest,
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Under the non-discretionary formula set forth in the PSUs, upon vesting, the executive officers holding PSUs
shall be entitled to receive a number of common shares of the Company (or the cash equivalent, or a combination
of both, in each case at the election of the Compensation Committee) equal to the product of the number of PSUs
granted multiplied by a factor. The factor will range between zero and two, depending on the diluted return on
equity achieved during the vesting period. The PSUs vest over a period of approximately three years. If certain
diluted return on equity goals are not met, no compensation cost is recognized.

To enhance retention, if the participant’s continnous employment terminates prior to the end of the performance
period, PSU grants generally will be cancelled without value by the Company at the end of the next
performance period.

In the event of a hostile takeover termination, the Compensation Committee would have the option to pay the
maximum award due to the participant in either cash or by the issuance of common shares in the cash value of
the common shares based on market value rather than net asset value as of the date of the hostile takeover
termination. Under the PSU Plan, a hostile takeover termination would occur if an employee is terminated or
there is an adverse change in the PSU Plan, following a change in control of the Company that was opposed by
the Executive Chairman and the Chief Executive Officer.

Grants of Plan-Based Awards Table

The following Grants of Plan-Based Awards Table summarizes the grants made to the Named Executive Officers
under any plan in 2007.

Estimated future
payouts under equity
incentive plan awards
Name Grant Date of Threshold { Target | Maximum | Grant Date
dates Compensation (#) (#) # Fair Value
Committee of Stock

Action and Option
Awards @

()]

Mark Byme n/a n/a n/a n/a n/a —
David Brown January 1, 2007 | December 26, 2006 — 200,000 400,000 | 2,700,000
May 1, 2007 April 27, 2007 — 25,000 50,000 332,500
Gary Prestia January 1, 2007 | December 26, 2006 — 70,0001 140,000 945,500
May 1, 2007 April 27, 2007 — 15,000} 30,000 199,500
James O’Shaughnessy |January 1, 2007 [ December 26, 2006 — 35,000 70,000 472,500
May 1, 2007 April 27, 2007 — 10,000 20,000 133,000
Guy Swayne January 1, 2007 | December 26, 2006 — 105,000 ( 210,000 | 1,417,500
May 1, 2007 April 27, 2007 — 25,000] 50,000 332,500
October 25, 2007 | October 25, 2007 — 146,700 | 293,400 | 2,049,399

(/) There is no minimum, or “threshold,” number of common shares of the Company payable under a PSU Plan
award. “Target” means the number of common shares issuable if the performance objectives of the award
were met in full (factor of one), and “maximum” means maximum number of shares issuable under the award
(factor of two).

{2) The amounts shown in this column are based on the fair value at time of grant of the PSUs. The ultimate
value of the PSUs is highly dependent on the Company’s diluted return on equity.




Employment Agreements

The following paragraphs summarize the employment-related agreements for our Named Executive Officers. The
employment agreements for Messrs. O’Shaughnessy, Prestia and Swayne provide that either party may terminate
the agreement upon 180 days™ advanced written notice to the other party and do not otherwise specify a
termination date. The employment agreements for Messrs. Byrne and Brown provide that either party may
terminate the agreement upon 365 days’ advanced written notice to the other party and do not otherwise specify
a termination date. The employment agreement for each Named Executive Officer provide for a discretionary
annual bonus to be paid to each Named Executive Officer. The employment agreements for each of Messrs.
O’Shaughnessy, Prestia and Swayne specify that the annual bonus shall not exceed 75% of such Named
Executive Officer’s annual salary. The employments agreements for Messrs. Byrne and Brown do not limit the
amount of their annual bonuses.

The employment agreements for each of the Named Executive Officers specify that each Named Executive
Officer shall have the right to personal use of the Company aircraft, provided that each Named Executive Officer
shall reimburse the marginal cost to the Comipany for this personal use. This amount does not include fixed costs
which do not change based on usage, such as pilot salaries, the lease costs of the Company aircraft, and the cost
of maintenance not related to trips on the aircrafi.

Mark Byrne. We have entered into an employment agreement with Mr. Byrne, dated October 18, 2006, under
which he has agreed to serve as our Executive Chairman. Pursuant to this agreement, Mr. Byrne was paid an
annual salary of $600,000 for the year ended December 31, 2007. The agreement further provides that Mr. Byme
shall receive a housing allowance through a mortgage subsidy, which will lower the effective cost of financing on
his Bermuda residence to 3% per annum. The maximum financing to which this applies is an amount equal to five
times Mr. Byrne’s annual salary as amended from time to time. Mr. Byrne has agreed terms with the Company
such that his annual salary for the year ending December 31, 2008 will be approximately $650,000.

David Brown, We have entered into an employment agreement with Mr. Brown, dated October 15, 2006, under
which he has agreed to serve as our Chief Executive Officer. Pursuant to this agreement, Mr. Brown was paid an
annual salary of $600,000 for the year ended December 31, 2007. The agreement further provides that Mr. Brown
shall receive a housing allowance through a mortgage subsidy, which will lower the effective cost of financing on
his Bermuda residence 1o 3% per annum. The maximum financing to which this applies is an amount equal to five
times Mr. Brown’s annual salary as amended from time to time. Mr. Brown has agreed terms with the Company
such that his annual salary for the year ending December 31, 2008 will be approximately $650,000.

James O'Shaughnessy. We have entered into an employment agreement with Mr. O’Shaughnessy, dated
October 18, 2006, under which he has agreed to serve as our Chief Financial Officer. Pursuant to this agreement,
Mr. O'Shaughnessy was paid an annual salary of $315,000 for the year ended December 31, 2007. The
agreement further provides that Mr. O’Shaughnessy shall receive a housing allowance through a mortgage
subsidy, which will lower the effective cost of financing on his Bermuda residence to 3% per annum. The
maximum financing to which this applies is an amount equal to five times Mr. O’Shaughnessy’s annual salary as
amended from time to time, Mr. O’Shaughnessy has agreed terms with the Company such that his annual salary
for the year ending December 31, 2008 will be approximately $330,000.

Gary Prestia. We have entered into an employment agreement with Mr. Prestia, dated October 18, 2006, under
which he has agreed to serve as our Chief Underwriting Officer—North America. Pursuant to this agreement,
Mr, Prestia was paid an annuat salary of $460,000 for the year ended December 31, 2007. The agreement further
provides that Mr. Prestia shall receive a housing allowance of up to $10,000 per month. Mr. Prestia has agreed
terms with the Company such that his annual salary for the year ending December 31, 2008 will be
approximately $520,000.

Guy Swayne. We have entered into an employment agreement with Mr. Swayne, dated October 18, 2006, under
which he has agreed to serve as our Chief Underwriting Officer—International. Pursuant to this agreement,
Mr. Swayne was paid an annual salary of $430,000 for the year ended December 31, 2007, The agreement further
provides that Mr. Swayne shall receive a housing allowance through a mortgage subsidy, which will lower the
effective cost of financing on his Bermuda residence to 3% per annum. The maximum financing to which this
applies is $1.5 million. Pursuant to a secondment letter, dated July 17, 2007, the salary and bonus provisions of
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this agreement were suspended as of August 1, 2007 during Mr. Swayne’s term in Switzerland. Mr. Swayne
entered into an employment agreement effective September 1, 2007 to assume the position of Chief Executive
Officer of Flagstone Réassurance Suisse S.A. Pursuant to the terms of the secondment letter and September 1,
2007 employment agreement, he will receive an annual base salary of CHF400,000, a housing allowance of
CHF7,000 per month, and CHF 20,000 to be paid annually by the Company towards the school fees for his child.
The mortgage subsidy that Mr. Swayne receives in Bermuda continues to be in effect. Mr. Swayne was paid a
bonus in August 2007 of $215,000 in relation to his fiscal 2007 performance up to the date of his secondment.
Mr. Swayne has agreed terms with the Company such that his annual salary for the year ending December 31,
2008 will be approximately CHF400,000.

Compensation Mix

We use short-term compensation (base salaries and annual cash bonuses) and long-term compensation (PSUs) to
achieve our goal of driving long-term growth in book value per share. The long-term compensation element, the
PSUs, are designed to emphasize the performance measures executive officers need to address in order to deliver
shareholder value,

The cumulative number of PSUs granted to each of the Named Executive Officers as at December 31, 2007 was
as follows: (i) Mr. Byrne (none); (ii) Mr. Brown (465,000); (iii} Mr. O’Shaughnessy (85,000); (iv) Mr. Swayne
(381,700) and (v) Mr. Prestia (155,000).

The amount of annual base salary for each of the Named Executive Officers in fiscal 2007 was as follows:
(i) Mr. Byme ($600,000); (ii) Mr. Brown ($600,000); (iii) Mr. O’Shaughnessy {$315,000); (iv) Mr. Swayne
($402,825) and (v) Mr. Prestia ($460,000).

Base salary typically will constitute a minority portion of the total compensation of our Named Executive
Officers. We set salary to provide adequate cash compensation to support a reasonable standard of living, so that
our Named Executive Officers are prepared to have “at risk™ the portion of their compensation received in PSUs.
We anticipate that if the Company meets its diluted return on equity goals the Named Executive Officers will
receive significantly more long-term valve (in some cases a multiple) from their PSUs than from their annual
cash bonuses, the other form of incentive compensation.

We maintain a defined contribution pension plan in accordance with the National Pension Scheme (Occupational
Pensions Act) 1998, as amended, for the benefit of employees that are Bermudians or spouses of Bermudians,

We maintain a defined contribution pension plan in accordance with the Occupational Pensions Act in
Switzerland for the benefit of employees that are resident in Switzerland,

For the Named Executive Officers, no PSUs vested during 2007. The Company does not maintain any defined
contribution or other plan that provides for the deferral of compensation on a basis that is not tax-qualified,
except for those contributions to the Swiss social pension plan, or I’ Assurance-Vieillesse et Survivant.

Compensation Committee Interlocks and Insider Participation

The Compensation Committee is comprised of four outside directors, Messrs. Gross, James, Knap and Thorn, and
Mr. James serves as Chairman. No member has ever been an officer or employee of the Company or of any of
its subsidiaries. As discussed above under “Certain Relationships and Related Transactions,” Mr, James is a
senior manager of the Merchant Banking Group and a managing director of Lehman Brothers Inc., which acted
as an underwriter for our IPO. In addition, Lehman Brothers Inc. provided additional investment banking services
to the Company in connection with our initial private placement, for which it received fees of $2.0 million, and
in connection with our IPO. The total fee received by Lehman Brothers Inc. in connection with our IPO was
$3.4 million.
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QOutstanding Equity Awards at Fiscal Year-End Table

The following table summarizes the number of securities underlying the Warrant and the Company’s PSU Plan
awards for each Named Executive Officer in 2007,

Name Outstanding Equity Awards at Fiscal Year-End
Option Awards Stock Awards
Number of | Number of Equity | Option | Option Equity Equity
securities securities incentive [exercise|expiration| incentive incentive
underlying | underlying plan price date |plan awards: plan
unexercised| unexercised awards: ($) number of awards:
options options number of unearned market or
exercisable |unexercisable ‘'’| securities shares, units | payout value
(#) # underlying or other | of unearned
unexercised rights that |shares, units
unearned have not or other
options (#) vested rights that
#H @ have not
vested
%
Mark Byrne nfa 8,362,518 — $14.00 | December — —
31, 2010
David Brown n/a 223,229 — $14.00 |December| 465,000 | 6,463,500
31, 2010
James O’Shaughnessy n/a nfa nfa n/a n/a 85,000 1,181,500
Gary Prestia nfa n/a nfa n/a n/a 155,000 | 2,154,500
Guy Swayne n/a nfa n/a nfa n/a 381,700 | 5,305,630

(7} The amounts shown in this column represent the respective interests of Mr. Byrme and Mr. Brown in
the Warrant, based upon their respective contributions to the capital of Haverford.

(2} The number of common shares shown in this column assumes the performance objectives of the PSU grant
were met in full (factor of one). The number of common shares issuable in respect of the PSUs could increase
by a factor of two depending on diluted return on equity. See “—Long Term Incentive Awards.”

(3} Valuation of the stock awards assumed a market price of $13.90 as at December 31, 2007. See “Option
Exercises and Shares Vested Table™ below.
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Option Exercises and Shares Vested Table

The following table sets forth the options exercised and corresponding vesting of stock earned by our Named
Executive Officers in 2007.

Name Share Awards
Number of Shares Acquired on Vesting Value Realized
# on Vesting
$)

PSU 2006 PSU 2007 PSU 2008A

Series " Series ¥ Series
Mark Byrne — — — —
David Brown 240,000 225,000 — 6,463,500
James O’Shaughnessy 40,000 45,000 — 1,181,500
Gary Prestia 70,000 85,000 — 2,154,500
Guy Swayne 105,000 130,000 146,700 5,305,630

(1) Vest as of December 31, 2008.
(2) Vest as of December 31, 2009,

{3) Vest as of December 31, 2010. The amount shown in this column is the 2008A series of PSUs granted to
Mr. Swayne and reflects his performance in 2007 up to the date of his secondment to Flagstone Réassurance
Suisse S.A. in September 2007. See also notes 2 and 5 to the “Summary Compensation Table™ above.

Potential Payments Upon Termination or Change-in-Control

The following summarizes potential payments payable to our Named Executive Officers upon termination of
their employment or a change in control of the Company under their current employment agreements and our
PSU Plan.

Employment Agreements

The employment agreement of each Named Executive Officer entitles him to a severance payment if the
Company terminates his employment without cause.

As used in these employment agreements, “cause” means:

* a material breach by the Named Executive Officer of any contract between such executive officer and
the Company;

s the willful and continued failure or refusal by such executive officer to perform any duties reasonably
required by the Company, after notification by the Company of such failure or refusal, and failing to
correct such behavior within 20 days of such notification;

e commission by the executive officer of a criminal offence or other offence of moral turpitude;

e perpetration by the executive officer of a dishonest act or common law fraud against the Company or a
client thereof; or

¢ the Named Executive Officer’s willful engagement in misconduct which is materially injurious to the
Company, including without limitation the disclosure of any trade secrets, financial models, or computer
software to persons outside the Company without the consent of the Company.
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The employment agreements of Messrs. Byrne, Prestia, Swayne and O’Shaughnessy provide for cash payment
equal to one year’s annual salary and a bonus calculated by averaging the sum of the most recent three bonuses
paid to the Named Executive Officer. In the event a Named Executive Officer has been employed with the
Company for fewer than three years and is terminated without cause, the bonus will be calculated by averaging
the sum of such lesser number of bonuses paid to the Named Executive Officer, The amounts the Company
would pay under this provision for a termination as of December 31, 2007 would be $1,150,000 for Mr. Byrne,
$821,250 for Mr. Prestia, $707,513 for Mr. Swayne and $472,461 for Mr. O’Shaughnessy.

David Brown’s employment agreement provides that, in the event Mr. Brown is terminated without cause,
Mr. Brown generally shall be entitled to a lump sum cash payment of the greater of: (i) one year’s annual salary
and a bonus calculated by averaging the sum of the three most recent bonuses {or such lesser number of bonuses
if fewer than three bonuses have been paid since the commencement of his employment agreement) paid to him,
or (ii) the cash value determined on a mark-to-market basis per the Company’s books and records for the most
recently ended quarter, of the PSUs he lost due to termination, pro-rated for the portion of the performance period
served under the PSUs. Under this provision, for a termination as of December 31, 2007, the Company would be
obligated to pay $3,266,500 to Mr. Brown, based upon two-thirds performance of the 240,000 2006-2008 PSUs
and one-third performance of the 225,000 2007-2009 PSUs held by him at the price per common share of $13.90
at December 31, 2007.

If the Company terminates Mr. Brown’s employment without cause following a change of control of the
Company, the Company will be obligated immediately to pay Mr. Brown a lump sum cash payment equal to one
year’'s annual salary and a bonus calcutated by averaging the sum of three most recent bonuses (or such lesser
number of bonuses if fewer than three bonuses have been paid since the commencement of his employment
agreement) paid to him. Under this provision, for a termination as of December 31, 2007, the Company would be
obligated to pay $1,150,000 to Mr. Brown.

The level of severance payments was determined as follows: Prior to the commencement of our IPO process, all
executive officer contracts were terminable by either party upon 90 days’ notice, did not restrict the executive
officer following the termination of his employment with the Company from soliciting employees of the
Company, and provided for no severance payments other than payment of salary during the notice period. It was
determined by the Compensation Committee, in conjunction with our advisors in the public offering process, that
these provisions were generally less protective of the Company’s interest than those provisions at comparable
public firms. Tt was thus decided, in conjunction with the relevant executive officers, to amend the employment
agreements in lwo ways beneficial to the Company (longer notice and the addition of non-solicitation provisions)
and two ways beneficial to the employee (severance arrangements and use of the Company’s aircraft at marginal
cost). It was considered by the Compensation Committee that, given the lengthy notice period to which the
executive officers are now committed, a deciston to resign would effectively freeze such an executive officer’s
career for at least a year. Thus the payment of one year’s pay, in the event the Company decided to terminate the
executive officer without cause, was considered roughly proportionate.

Mr. Brown’s severance provisions are slightly more generous than those of the other Named Executive Officers
and reflect the high opportunity costs he would bear if the Company decided to change its Chief
Executive Officer.

Severance payments for each Named Executive Officer under his employment agreement are in addition to the
Company’s obligation to pay such Named Executive Officer’s salary during the requisite notice period, and are in
addition to the Company’s obligations under the PSU Plan.

Each employment agreement includes a covenant by the officer not to solicit employees of the Company during
a period following notice of termination, and, except for a termination of Mr. Brown without cause following a
change of control of the Company, provides for these severance payments in a lump sum only after the officer
shall have complied with such non-solicitation requirement (in the reasonable judgment of the Company). In the
case of Messrs. Byrne and Brown, that period is 730 days. In the case of Messrs. Prestia, Swayne and
O’Shaughnessy, that period i1s 545 days.
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PSU Plan

Within 24 months following a change of control, and prior to the end of the performance period, the PSU Plan
provides for payment in the event of a termination without cause, constructive termination or adverse change in
the plan. As used in the PSU Plan:

e A “change of control” means any person or group, other than the initial subscribers of the Company,
becomes the beneficial owner of 50% or more of the Company’s then outstanding shares, or the business
of the Company for which the participant’s services are principally performed is disposed of by the
Company pursuant to a sale or other disposition of all or substantially all of the business or business
related assets of the Company (including shares of a subsidiary of the Company).

e “Cause” has the meaning set forth above under “—Employment Agreements.”

¢ A participant who terminates employment at his own initiative may, by prior written notice to the
Company, declare the termination to be a “constructive termination” if it follows (a) a material decrease
in his salary or (b) a material diminution in the authority, duties or responsibilities of his position with the
result that the participant makes a determination in good faith that he cannot continue to carry out his job
in substantially the same manner as it was intended to be carried out immediately before such diminution,
The Company has 30 days 1o cure the circumstances that would constitute a constructive termination.

» An “adverse change in the plan” principally includes a termination of the plan, an amendment that
materially diminishes the value of PSU grants, or a material diminution of the rights of the holder of
the PSU.

In these circumstances, if the Compensation Committee shall have determined, prior to the change in control and
based on the most recent performance status reports, that the performance objectives for the particular grant were
being met at the date of the determination, the participant shall receive the maximum award for those PSUs,
which is a number of common shares equal to two times the number of his PSUs. If the Compensation
Committee shall have determined that the performance objectives were not being met, the participant shall
receive a portion of the maximum award to be determined by the Compensation Committee at its discretion, but
not less than the pro-rated pertion of the maximum award based on the number of full months which have
elapsed since the date of the PSU grant plus half of the difference between that amount and the maximum award.
For all PSU awards to date, the sole performance objective has been stated as a target diluted return on equity of
the Company.

If the change of control is “hostile,” meaning that it was opposed by our Executive Chairman and our Chief
Executive Officer, immediately upon any termination of the employment of the participant by the Company, each
participant shall be entitled to receive common shares equal to two times the number of his unvested PSUs or, in
the discretion of the Company, the cash value of those shares based on the market price per share al the date
of termination.

The number of common shares issuable under these provisions for a termination event as of December 31, 2007
would be 930,000 shares to Mr. Brown, 310,000 shares to Mr. Prestia, 763,400 shares to Mr. Swayne and 170,000
shares to Mr. O’Shaughnessy. Based on the price per common share of $13.90 a1 December 31, 2007, the value
of those shares would be $12,927,000, $4,309,000, $10,611,260 and $2,363,000 respectively.

Each of these provisions of the PSU Plan provides for payment only upon a change of control and another
triggering event, such as a termination without cause. We believe this “double trigger” requirement maximizes
shareholder value because this structure would prevent an unintended windfall to management in the event of a
friendly (non-hostile} change in control, which could be a transaction maximizing shareholder value. Under this
structure, shareholders would have the ability to sell their common shares since the unvested PSUs would
continue to incentivize the Named Executive Officers to remain with the Company after the friendly change
in control,

If, by contrast, the PSU plan had only a “single trigger,” and a friendly change of control occurred, management’s
PSUs would all vest immediately creating a windfall, and the new owner would then likely find it necessary to
replace the compensation with fresh unvested compensation, in order to retain management. This is why we
believe a double trigger is more shareholder-friendly, and thus more appropriate, than a single trigger.
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The PSU Plan also provides for payment in specified circumstances if the participant shall retire under an
approved retirement program of the Company. The Company currently has no retirement program.
Director Compensation Table

The following table summarizes the fees or other compensation that our directors earned for services as members
of the Board of Directors or any committee of the Board of Directors during 2007,

Name Fees earned Stock Total
or paid in awards " %
cash ($) $)

Gary Black 19,000 81,000 100,000
Nicholas Brumm'® 12,000 84,000 100,000
Stephen Coley 23,000 83,000 106,000
Thomas Dickson 64,000 40,500 104,500
Stewart Gross™ 98,000 15,000 113,000
E. Daniel James™ 23,500 83,000 106,500
Dr. Anthony Knap 31,500 84,000 115,500
Marc Roston™ 21,500 83,000 104,500
Jan Spiering 34,500 184,000 218,500
Wray T. Thom'® 38,000 84,000 122,000
Peter F. Watson 12,200 9,300 21,500

(1) The amounts shown in this column are based on the dollar amount recognized for financial statement reporting
purposes for the 2007 fiscal year in accordance with SFAS No, 123(R). The amounits shown in this column
also represent the fair value at time of grant of the Restricted Share Units (“RSUs”) granted to each director
during 2007. The aggregate number of RSUs issued to each director during 2007 (all of which remained out-
standing as at December 31, 2007) was as follows: Mr. Black—6,090 RSUs; Mr. Coley—6,240 RSUs;
Mr. Dickson—3,045 RSUs; Mr. Gross—1,127 RSUs; Mr. James—6,240 RSUs; Dr. Knap—=6,315 RSUs;
Mr. Roston—6,240 RSUs; Mr. Spiering——13,834 RSUs; Mr. Thorr—6,315 RSUs; and Mr. Watson—6388
RSUs.

{2) Mr. Brumm resigned from the Board of Directors on July 20, 2007.

(3) Asnoted in “Our Directors” abo.ve, Stewart Gross is a Managing Director of Lightyear Capital. The Company
authorized the issuance of such RSUs in consideration of Mr. Stewart’s service as a director. The RSUs were
granted in favor of Lightyear Capital, LLC. Mr. Gross does not beneficially own these RSUs.

(4) As noted in “Our Directors” above, E. Daniel James is a Managing Director of Lehman Brothers Inc. and
a senior manager of Lehman Brothers Merchant Banking Group. As part of his compensation for serving as
a director of the Company, Mr. James has received, and it is expected that he will in the future from time
to time receive, common shares, RSUs or options to purchase our common shares. Under the terms of
Mr. James' employment with Lehman Brothers Inc., he is required to surrender to Lehman Brothers Inc. any
compensation (including common shares, RSUs and options) received in his capacity as a director of the Com-
pany. Mr. James disclaims beneficial ownership of all RSUs granted to him and all common shares beneficially
owned by the Lehman entities. See “Security Ownership of Certain Beneficial Owners, Management and
Directors™ below.

(5) These RSUs were acquired by certain funds (the “Silver Creek Funds™) managed by Silver Creek Capital
Management LLC (“Silver Creek™). An employee of Silver Creek (see “Our Directors” above), Marc Roston,
serves as a director of the Company. Mr. Roston has instructed the Company to pay any compensation he
would have received as a director directly to the Silver Creek Funds. The cornmon shares were acquired
through the RSU plan which is part of the Company's director compensation package. By reason of the
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provisions of Rule 16a-1 under the Securities Exchange Act of 1934, as amended (the “Exchange Act™), Silver
Creek may be deemed to be the beneficial owner of the commeon shares beneficially owned by the Silver Creek
Funds. Silver Creek hereby disclaims beneficial ownership of all such shares, except to the extent of any indi-
rect pecuniary interest therein.

{6} As noted in “Our Directors” above, Wray Thorn is the Managing Director of Private Equity at Marathon Asset
Management, LLC {*Marathon™). Mr. Thorn does not individually or otherwise beneficially own any common
shares of the Company. Mr. Thorn is an employee of Marathon, which serves as the investment manager (the
“Manager”) of Marathon Special Opportunity Master Fund, Ltd. (the “Marathon Fund”), The Marathon Fund
owns certain common shares of the Company, all of which are subject to the sole voting and investment author-
ity of the Manager, Thus, for purposes of Regulation 13d-3 of the Exchange Act, the Manager is deemed
to beneficially own the securities of the Company held by the Marathon Fund, and Mr. Thorn disclaims ben-
eficial ownership of the common shares of the Company held by the Marathon Fund. The Manager, in its
capacity as the holder of sole voting and investment authority of more than 5% of the common shares of
the Company pursuant to Regulation 13d-3 of the Exchange Act, separately files statements pursuant to Sec-
tion 13 of the Exchange Act. Mr. Thorn’s interest in the securities noted herein is limited to the extent of
his pecuniary interest in the Marathon Fund, if any.

Directors who are also employees are not paid any fees or other compensation for services as members of the
Board of Directors or of any committee of the Board of Directors. Directors who are not employees of the
Company are paid an annual fee of $75,000. The Company pays a minimum of $15,000 of the annual fee in
RSUs under the RSU Plan. Each RSU will be valued at the market price of the common shares as at January 1
of each fiscal year. Directors receive the remaining portion of the annual fee in cash, or may, at their clection,
receive RSUs instead of cash for any amount of their annual fee. Some of our directors represent institutions that
require them to assign over to the institution any compensation that they receive for serving as directors. The
table above includes these amounts.

Each director receives cash in the amount of $2,000 for each Board of Director or committee meeting attended
in person, and $1,000 for each meeting attended by telephone. Each director receives cash in the amount of
$3,000 per year for each committee the director serves upon. In addition, committee chairs {other than the Audit
Committee Chair) receive an annual fee of $2,000 for each committee chaired. The Audit Committee Chair
receives an annual fee of $100,000. This fee is greater than that received by the other committee chairs due to the
substantially greater time and responsibility demands made upon the Audit Committee Chair.
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SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS,
MANAGEMENT AND DIRECTORS

The following table sets forth information as at April 1, 2008 regarding beneficial ownership of common shares
and the applicable voting rights attached to such share ownership in accordance with our bye-laws by:

e cach person known by us lo beneficially own 5% or more of our outstanding common shares;
each of our directors:

e each of our executive officers; and
» all of our executive officers and directors as a group.
Name of beneficial owner Number of Percentage of
Common voting rights
Shares t
Lehman entities'® 15,830,000 18.6%
Haverford (Bermuda) Ltd. 10,000,000 11.7
Silver Creek entities™ 11,208,946 13.1
Lightyear entities 6,000,000 7.0
Marathon Special Opportunity Master Fund, Lid.*> 5,500,000 6.4
QVT entities™® 5,505,016 6.5
Mark J. Byrne” 10,050,000 1.7
David A. Brown® 10,090,000 118
James O’Shaunghnessy 8,000 *
Gary Prestia®™ 500 *
Guy Swayne!'” 10,000 *
Gary Black — —
Stephen Coley — —
Thomas Dickson!!!! 2,507,817 2.9%
Stewart Gross''! — —
E. Daniel James''? 15,830,000 18.6
Dr. Anthony Knap‘'¥ 1,300 *
Marc Roston'> — —
Jan Spiering 10,000 *
Wray T. Thorn''® 5,500,000 6.4
Peter F. Watson — —
All directors and executive officers as a group (15 persons) 34,007,617 39.9%
(see notes (7) through (16))

*  Represents less than 0.1% of the outstanding common shares.

{1) Our bye-laws reduce the total voting power of any shareholder who is a U.S. person controlling more than
9.9% of our common shares to less than 9.9% of the voting power of our common shares. Under this provision,
the voting power of the Lehman entities and the Silver Creek entities, each of which is a U.S. person which
controls more than 9.9% of our common shares, has been reduced to less than 9.9% of the voting power of
our common shares. The voting power of the Lehman entities and the Silver Creek entities will, to the extent
necessary, be adjusted so that such entities possess less than 9.9% of the voting power of our common shares.

{2) Of the common shares beneficially owned by the Lehman entities, 5,117,509 are held by Lehman Brothers
Merchant Banking Partners [T L.P; 1,127,932 are held by Lehman Brothers Merchant Banking Fund I L.P;
1,359,223 are held by Lehman Brothers Merchant Banking Fund (B) 111 L.P:; 2,147,199 are held by LB |
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(3)

(4)

(5)

(6)

(7)

Group Inc; 172,182 are held by Lehman Brothers Co-Investment Capital Partners L.P.; 122,082 are held by
Lehman Brothers Co-Investment Group L..P.; 4,705,737 are held by Lehman Brothers Co-Investment Partners
L.P; 430,000 are held by Lehman Brothers Fund of Funds XVIII—Co-Investment Holding, LP; 248,136
are held by Lehman Brothers Merchant Banking Capital Partners V L.P.; and 400,000 are held by Lehman
Crossroads Series X V11 Master Holding Fund 66, LP. The address of the Lehman entities is 399 Park Avenue,
9th Floor New York, NY 10022.

Of the common shares beneficially owned by the Silver Creek entities, 3,503,225 are held by Silver Creek
Low Vol Strategies Holdings, LLC; 5,417,827 are held by Silver Creek Low Vol Fund A, LLC; and 2,287,894
are held by Silver Creek Special Opportunities Holdings I, LLC. Silver Creek Capital Management LLC
serves as the managing member of the Silver Creck entities and as such exercises all management and control
of the business affairs of the Silver Creek entities. The managing members of Silver Creck Capital Man-
agement LLC are Eric Dillon and Timothy Flaherty. The address of the Silver Creek entities is 1301 Fifth
Avenue, 40th Floor, Seattle, WA 9810].

Of the common shares beneficially owned by the Lightyear entities, 5,982,000 are held by Lightyear Fund
1 {Cayman), L.P.,, and 18,000 are held by Lightyear Co-Invest Partnership IT (Cayman), L.P. As the sole gen-
eral partner of each of Lightyear Fund IT (Cayman), L.P. and Lightyear Co-Invest Partnership [I {Cayman),
L.P. Lightyear Fund Il {Cayman) GP, L.P. may be deemed to have voting and/or investment power over such
securities. As the sole general partner of Lightyear Fund Il (Cayman) GP, L.P, Lightyear Fund 11 (Cayman)
GP, Ltd. may also be deemed to have voting and/or investment power over such securities. As the sole director
and shareholder of Lightyear Fund II (Cayman) GP, Ltd., Donald B. Marron may also be deemed to have
voting and/or investment power over such securities. However, each of Lightyear Fund Il {Cayman) GP, L.,
Lightyear Fund Il (Cayman) GP, Lid. and Mr. Marron disclaims beneficial ownership of the common shares
held by Lightyear Fund H (Cayman), L.P. and Lightyear Co-Invest Partnership I (Cayman), L.P.,, except to
the extent of its or his pecuniary interest in such common shares. The address of the Lightyear entities and
of Mr. Marron is 375 Park Avenue, 11th Floor, New York, NY 10152.

Marathon Asset Management, LLC (“Marathon™} serves as the investrent manager of Marathon Special
Opportunity Master Fund, Ltd. (the “Fund”) pursuant to an Investment Management Agreement between
Marathen and the Fund. Marathon, in its capacity as the investment manager of the Fund, has sole power
to vote and direct the disposition of all common shares held by the Fund. Bruce Richards and Louis Hanover
are the managing members of Marathon. As managing members of Marathon, Messrs. Richards and Hanover
may also be deemed to have voting and/or investment power over the common shares held by the Fund. How-
ever, each of Mr, Richards and Mr. Hanover disclaims beneficial ownership of the common shares held by
the Fund, except to the extent of his pecuniary interest in such common shares. The address of Marathon
Special Opportunity Master Fund, Ltd. is 461 Fifth Avenue, 10th Floor, New York, NY 10017.

Of the common shares beneficially owned by the QVT entities, 4,705,559 are held by QVT Fund LP; 755,912
are held by Quintessence Fund L.P.; 43,545 are held by Deutsche Bank which manages a separate discre-
tionary account the investment manager of which is QVT Financial LP Management of QVT Fund LP is
vested in its general partner, QVT Associates GP LLC. QVT Associates GP LLC is also the general partner
of Quintessence Fund L.P. QVT Financial LP is the investment manager for QVT Fund LP and shares voting
and investment control over the Company securities held by QVT Fund LP. QVT Financial GP LLC is the
general partner of QVT Financial LP and as such has complete discretion in the management and control
of the business affairs of QVT Financial LP. The managing members of QVT Financial GP LLC are Daniel
Gold, Lars Bader, Tracy Fu and Nicholas Brumm, Each of QVT Financial LP, QVT Financial GP LLC, Daniel
Geold, Lars Bader, Tracy Fu and Nicholas Brumm disclaims beneficial ownership of the Company’s securities
held by QVT Fund LP. The address of QVT Fund L.P, is ¢/o QVT Financial LP, 1177 Avenue of the Americas,
9th Floor, New York, NY 10036.

Mr. Byrne has provided capital to Haverford, and he may be deemed to have investment or voting control
and may be deemed to beneficially own 10,000,000 common shares of the Company held of record by Hav-
erford, Currently 9,740,000 of these shares represent the indirect proportionate interest of Mr. Byrne in the
10,000,000 Common Shares of the Company held of record by Haverford, based upon the proportionate con-
tribution of the reporting person to the capital of Haverford. These shares are held through a trust for the
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benefit of others and Mr. Byrne therefore disclaims beneficial ownership of these shares. Rebecca Byme,
Mr. Byrne’s wife, is the record holder of 50,000 common shares of the Company which were purchased
through the Directed Share Program in connection with the IPO of common shares of the Company. Mr. Byrne
disclaims beneficial ownership of the shares held by his wife.

{8) Mr. Brown has provided capital to Haverford, and he may be deemed to have investment or voting control
and may be deemed to beneficially own 10,000,000 common shares of the Company held of record by Hav-
erford. Currently 260,000 of these shares represent the indirect proportionate interest of Mr. Brown in the
10,000,000 common shares of the Company held of record by Haverford, based upon the proportionate con-
tribution of the reporting person to the capital of Haverford. These shares are held through a trust for the
benefit of others and Mr. Brown therefore disclaims beneficial ownership of these shares. In addition,
Mr. Brown serves as the settlor of a trust that is the owner of Leyton Limited, and Leyton Limited is the
record holder of 80,000 common shares of the Company which were purchased through the Directed Share
Program in connection with the IPO of common shares of the Company. Mr. Brown disclaims beneficial own-
ership of the shares held by Leyton Limited. Mr. Brown is also the record holder of 10,000 common shares
of the Company which were purchased through the Directed Share Program in connection with the IPO of
the common shares of the Company.

(9) Represents shares purchased through the Directed Share Program in connection with the IPO of common
shares of the Company by Donna Prestia, Mr. Prestia’s wife. Mr. Prestia disclaims beneficial ownership of
shares held by his wife.

(10) Represents shares purchased through the Directed Share Program in connection with the IPO of common
shares of the Company by Louisa Swayne, Mr. Swayne’s wife. Mr. Swayne disclaims beneficial ownership
of shares held by his wife.

(11) Includes 2,500,000 shares held of record by HCP. Mr. Dickson disclaims beneficial ownership of the shares
held by HCP.

{12 Mr. Gross does not beneficially own the shares owned by centain Lightyear entities as described in note
4 above.

(13) Represents shares held by certain Lehman entities as described in note 2 above. Mr. James disclaims beneficial
ownership of all common shares owned by Lehman entities.

(14) Represents shares purchased through the Directed Share Program in connection with the [PO of common
shares of the Company by Philippa Knap, Dr. Knap's wife. Dr. Knap disclaims beneficial ownership of shares
held by his wife.

(15) Mr. Roston does not beneficially own the shares held by certain funds managed by Silver Creek Capital Man-
agement LLC as described in note 3 above.

(16} Represents shares held by Marathon Special Opportunity Master Fund, Ltd. as described in note 5 above.
Mr. Thorn does not individually or otherwise beneficially own any shares of the Company.
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CORPORATE GOVERNANCE
The Board of Directors and its Committees

Our bye-laws provide for a Board of Directors of no less than ten and no more than twelve directors. The Board
of Directors met a total of six (6) times in fiscal 2007 and all incumbent directors attended at least 83% of such
meetings and of meetings held by the committees of the Board of Directors of which they were members, The
Company expects directors to attend the Annual General Meeting and eleven of twelve of the Company’s then-
directors attended the 2007 Annual General Meeting.

Our Board of Directors is divided into three classes: four Class B directors whose initial term will expire at the
2008 Annual General Meeting of our shareholders, four Class A directors whose initial term will expire at the
2009 Annual General Meeting of our shareholders, and four Class C directors whose initial term will expire at the
2010 Annval General Meeting of our shareholders. Thereafter, directors will hold office until the next Annual
General Meeting at which the term of that class of directors expires or until their successors are duly elected or
appointed or their office is otherwise vacated.

Our Board of Directors has established corporate governance measures in comphance with the requirements of
the New York Stock Exchange. These include a set of Corporate Governance Guidelines, Independence
Guidelines, charters for each of the Audit Committee, Compensation Committee and Governance Committee and
a Code of Conduct and Ethics for directors, officers and employees. Our Board of Directors has also adopted a
Code of Business Practices for the Company’s principal executive, financial and accounting officers, These
documents have been published on the Company’s website, www flagstonere.bm, and will be provided upon
written request to the Company’s Corporate Secretary at its registered office address, Crawford House, 23 Church
Street, Hamilton HM 11, Bermuda.

Our Board of Directors has reviewed the materiality of any relationship that each of the twelve directors of the
Company has with the Company either directly or indirectly through another organization. The criteria applied
included the director independence requirements set forth in the Company’s Independence Guidelines, the
independence requirements of the New York Stock Exchange with respect to the Company’s Audit Committee,
and the audit committee independence rules of the Securities and Exchange Commission (the “SEC™). In
conducting this review of the directors’ independence, the Board of Directors considered any managerial,
familial, professional, commercial or affiliated relationship between a director and the Company or another
director. In particuiar, the Board of Directors considered the following arrangements of certain directors before
determining that each is independent under the New York Stock Exchange independence requirements and the
Company’s Independence Guidelines:

¢ Mr. Thomas Dickson, a director of the Company since December 2005, controls the invesiment manager
of HCP. Haverford has an investment in HCP. HCP pays a performance-based fee to its
investment manager.

s Mr. E, Daniel James, a director of the Company since December 2005, is a senior manager of the
Merchant Banking Group and managing director of Lehman Brothers Inc. On December 7, 2007, the
Company entered into an interest rate swap agreement with Lehman Brothers Special Financing Inc.
Under the terms of the agreement, the Company exchanged interest on a notional amount of $25.0
million, will receive interest at three month LIBOR and will pay 4.096% interest. The agreement will
terminate on September 15, 2012, Also on December 7, 2007, the Company entered into an interest rate
swap agreement with Lehman Brothers Special Financing Inc. Under the terms of the agreement, the
Company exchanged interest on a notional amount of $120.0 mitlion, will receive interest at three month
LIBOR and will pay 3.962% interest. The agreement will terminate on September 15, 2011, The fair value
of the two swaps was $0.2 million as at December 31, 2007. Affiliates of Lehman Brothers Inc. are
shareholders of the Company, and Mr. James is a managing director at Lehman Brothers Inc. Lehman
Brothers Inc. acted as an underwriter and provided additional investment banking services to the
Company in connection with its IPQ, for which it received fees of $3.4 million.

¢ LB I, an affiliate of Lehman Brothers Inc., has invested $50.0 million in Mont Fort Re Ltd. (*Mont Fort”)
in respect of its segregated account “ILW” (“Mont Fort ILW”) and owns 50.0 million, or 90.9%, of the
Mont Fort ILW preferred shares. LB 1 has invested $55.0 million in Mont Fort Re Lid. in respect of its
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segregated account “ILW 2” (“Mont Fort [LW2") and owns 55.0 million, or 100.0%, of the Mont Fort
ILW 2 preferred shares. We own all of the common shares of Mont Fort and have 100% control of its
board of directors. E. Daniel James, who is a director of the Company, is also a senior manager of the
Merchant Banking Group and a managing director of Lehman Brothers Inc. As discussed above, L.ehman
Brothers Inc. acted as an underwriter of the Company’s IPO. In addition, Lehman Brothers Inc. provided
additional investment banking services to the Company. The total fee received by Lehman Brothers Inc.
in connection with our [PO was $3.4 million, -

Based on this review, the Board of Directors has determined that Messrs. Coley, Brumm (resigned from the
Board of Directors on July 20, 2007), Dickson, Gross, James, Knap, Roston, Spiering, Thorn and Watson are
independent directors. Therefore, the Board of Directors has concluded that the Audit Committee, Compensation
Committee and Governance Committee consist only of independent directors, and the Board of Directors consists
of a majority of independent directors.

Committees of the Board of Directors

As of April 16, 2008, the standing committees of the Board of Directors and their members are:

Stephen Coley
Thomas Dickson
Stewart Gross

Dr. Anthony Knap
Wray T. Thorn

Stewart Gross
Dr. Anthony Knap
Wray T. Thorn

E. Daniel James
Jan Spiering
Wray T. Thorn

Gary Black

David Brown
Mark Byme
Stewart Gross

Dr. Anthony Knap

Audit Committee Compensation Governance Underwriting Finance
Committee Committee Committee Committee
Jan Spiering* E. Daniel James* Stephen Coley* Thomas Dickson* Mark Byrmne*

David Brown
E. Daniel James
Marc Roston
Jan Spiering
Wray T. Thorn

Peter F. Watson

Marc Roston

*  Chairman

Audit Committee

The Audit Committee has general responsibility for the oversight and surveiilance of our accounting, reporting
and financial control practices. Among its functions, the Audit Committee:

reviews and discusses the audited financial statements with management, reviews the audit plans and
findings of the independent auditor, reviews the audit plans and findings of our internal audit and risk
review staff, reviews the results of regulatory examinations and tracks management’s corrective actions
plans where necessary,

reviews our accounting policies and controls, compliance programs, and significant tax and
legal matters;

is directly responsible for the appointment, compensation, retention and oversight of the work of the
independent auditor;

receive and consider reports from internal auditors on risk assessment, work completed against annual
audit plan and other areas proposed by the committee;

reviews our risk assessment and management processes; and

performs other tasks in accordance with the terms of its charter.
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Mr. Spiering, who is an independent director, is the Chairman of the Audit Committee, and the Board of Directors
has designated him as an “audit committee financtal expert” as that term is defined in Item 401(k) of Regulation
5-K under the Securities Act of 1933, as amended.

Compensation Committee

The Compensation Committee oversees our compensation and benefit plans, including administration of annual
bonus awards and long-term incentive plans and reports their findings and opinions to the Board of Directors. The
Compensation Committee met four (4) times during fiscal 2007.

Governance Conunitiee

The Governance Committee has responsibility for identifying individuals qualified to become members of the
Board of Directors consistent with the criteria approved by the Board of Directors, recommending director
nominees to the Board of Directors, recommending Corporate Governance Guidelines to the Board of Dircctors
and overseeing an evaluation of the Board of Directors and management. The Governance Committee met five
(5) times during fiscal 2007.

The Board of Directors has accorded to the Governance Committee the responsibility to consider the
effectiveness and composition of the Board of Directors, to nominate candidates for election by our shareholders,
and to fill vacancies on the Board of Directors that emerge from time to time. The Governance Commiitee will
consider potential nominees to the Board of Directors recommended for election by shareholders. Any such
recommendation must be sent to the Corporate Secretary of the Company not less than 120 days prior to the
scheduled date of the annual meeting and must set forth for each nominee: (i) the name, age, business address and
residence address of the nominee; (ii) the principal occupation or employment of the nominee; (iii) the class or
series and number of shares of capital stock of the Company which are owned beneficially or of record by the
nominee; and (iv) any other information relating to the nominee that would be required to be disclosed in a proxy
statement or other filing required to be made in connection with solicitations of proxies for election of directors
pursuant to Regulation 14A under the Exchange Act and the rules and regulations promulgated thereunder. The
written notice must also include the following information with regard to the shareholders giving the notice: (1)
the name and record address of such shareholders; (2) the number of common shares of the Company which are
owned beneficially or of record by such shareholders; (3) a description of all arrangements or understandings
between such shareholders and each proposed nominee and any other person (including his or her name and
address) pursuant to which the nomination(s) are to be madc by such shareholders; (4) a representation that such
shareholder intends to appear in person or by proxy at the meeting to nominate the persons named in its notice;
and (5) any other information refating to such shareholder that would be required to be disclosed in a proxy
statement or other required filing. Such notice must be accompanied by a written consent of each proposed
nominee to be named as a nominee and 1o serve as a director if elected. The Governance Commitiee may refuse
to acknowledge the nomination of any person not made in compliance with the foregoing procedure.

Assuming that the shareholder suggesting a nomination follows the procedure outlined above, the Governance
Committee will evaluate those candidates by following substantially the same process, and applying substantially
the same criteria, as for candidates submitted by members of the Board of Directors or by other persons. In
considering whether to recommend any candidate for inclusion in the Board of Director’s slate of recommended
director nominees, including candidates recommended by shareholders, the Governance Committee would expect
1o apply the same criteria which it applies to its own nominations. These criteria typically include the candidate’s
integrity, business acumen, leadership qualities, experience in the reinsurance, insurance and risk-bearing
industries and other industries in which the Company may participate, independence, judgment, mindset, vision,
record of accomplishment, ability to work with others and potential conflicts of interest. The Governance
Committee does not assign specific weight to particular criteria and no particular criterion is necessarily
applicable to all prospective nominees. Our Board of Directors believes that the backgrounds and qualifications
of the direciors, considered as a group, should provide a significant compesite mix of experience, knowledge and
abilities that will allow the Board of Directors to fulfill its responsibilities.
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Underwriting Commitiee

The Underwriting Commiuee oversees the Company’s underwriting policies and approves any exceptions
thereto. Among its functions, the Underwriting Commitiee;

e reviews aggregate underwritlen exposures;

» reviews performance targets, including loss ratio targets, combined ratio targets, return on equity targets
or other measurement devices employed by the Company to monitor its underwriting performance;

e reviews projected potential aggregate losses in excess of amounts the Committee shall determine and
revise from time to time; and

o advises the Audit Committee and Board of Directors regarding loss reserves.

Finance Committee

In July 2007, the Board of Directors elected a Finance Committee, to replace and assume all functions of the
Investment Committee, as well as matters relating to liabilities, hedging practices, and other aspects of the
Company’s financial affairs beyond asset management, The Finance Commiitee formulates the Company’s
investment policy and oversees all of the Company’s significant investing activities.
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AUDIT COMMITTEE REPORT

The Audit Committee met a total of eight (8) times during fiscal 2007 and discussed amongst other things the
Company’s quarterly results. The Audit Committee also discussed with Deloitte & Touche the overall scope and
plans for their awdit and the results of such audits. At the end of each meeting the auditor was given the
opportunity to meet with the Audit Committee members without the presence of management. The Audit
Committee conducted an annual self-assessment in October 2007 in accordance with the terms of its charter.

The Audit Committee has reviewed and discussed the Company’s system of internal controls over financial
reporting. Based on the Audit Committee’s review of the audited financial statements, its discussion with
management regarding the audited financial statements, its receipt of written disclosures and the letter from
Deloitte & Touche required by Independence Standards Board Standard No. 1, its discussions with Deloitte &
Touche regarding its independence, the audited financial statements, the matters required to be discussed by the
Statement on Auditing Standards No. 114, Deloitte & Touche’s communications with respect to their audit and
other matters the Audit Committee deemed relevant and appropriate, the Audit Committee recommended to the
Board of Directors that the Company’s audited financial statements for the fiscal year ended December 31, 2007
be included in the Company’s Annual Report on Form 10-K for such fiscal year.

Audit Committee

Jan Spiering, Chairman
Stephen Coley

Thomas Dickson
Stewart Gross

Dr. Anthony Knap
Wray T. Thom

Peter F. Watson
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COMPENSATION COMMITTEE REPORT

The Compensation Committee has reviewed and discussed with management of the Company the Compensation
Discussion and Analysis (“CD&A”). Based on such review and discussions referred to below, the Compensation
Committee recommended to the Board that the CD&A be included in this Proxy Statement.

In Qctober 2007, the Compensation Committee conducted an annual self-assessment in accordance with the
terms of its charter.

Compensation Committee
E. Daniel James, Chairman
Stewart Gross

Dr. Anthony Knap

Wray T. Thorn
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Significant Board Practices
Executive Session

At every physical meeting of the Board of Direclors there is an executive session during which Mr. Byme, our
Executive Chairman, and Mr. Brown, our Chief Executive Officer, are excused. In 2007 there were six (6) such
sessions. The non-management members of the Board of Directors are at liberty to raise such issues as they deem
necessary. The executive session is chaired by Mr. Stephen Coley.

Advance Matenals

Information and related materials necessary to provide the directors with an understanding of the topics to be
discussed at the Board of Director and committee meetings are, where practicable, circulated in advance of each
meeting. The directors are given sufficient time to allow careful review the Board of Director materials.

Section 16(a) Beneficial Ownership Reporting Compliance

Under the Exchange Act, our directors and executive officers, and any persons holding more than 10% of the
outstanding common shares, are required to report their initial ownership of common shares and any subsequent
changes in that ownership to the SEC. Specific filing dates for these reports have been established by the SEC,
and we are required to disclose in this Proxy Statement any failure by such persons to file these reports in a
timely manner during the 2007 fiscal year. Based upon our review of copies of such reports furnished to us, we
believe that during the 2007 fiscal year our executive officers and directors and the holders of more than 10% of
the cutstanding common shares complied with all reporting requirements of Section 16(a) of the Exchange Act.
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PROPOSAL |—ELECTION OF CLASS B DIRECTORS

Qur bye-laws provide for a classified Board of Directors, divided into three (3) classes of equal size. Each director
will serve a three-year term. At the Annual General Meeting, our shareholders will elect the Class B directors, who
will serve until 2011 Annual General Meeting. Our incumbent Class A and Class C directors will serve until the
2009 and 2010 Annual General Meetings, respectively.

The Board of Directors will nominate Messrs. Black, Dickson, Spiering and Thorn for re-election at the Annual
General Meeting. Each of these directors has indicated that he will offer himself for re-election to the Board
of Directors.

If any nominee shall, prior to the Annual General Meeting, become unavailable for election as a director, the persons
named in the accompanying proxy card will vote for such other nominee, if any, in their discretion as may be
recommended to the Board of Directors.

NOMINEES

Gary Black
Thomas Dickson
Jan Spiering
Wray T. Thom

The respective ages, business experience, directorships and cormittee memberships for the nominees are set out
in “Our Directors” above. All of the nominees currently serve as directors.

THE BOARD OF DIRECTORS RECOMMENDS A VOTE “FOR” THE ELECTION
OF THE FOUR DIRECTORS NAMED ABOVE
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PROPOSAL 2—THE AUDITOR’S PROPOSAL

Upon recommendation of the Audit Commitiee, the Board of Directors propose that the shareholders approve the
appointment of Messrs. Deloitte & Touche to serve as our independent auditor for the 2008 fiscal year until the
2009 Annual General Meeting. Deloitte & Touche have served as our independent auditor since October 2005. A
representative from Deloitte & Touche will attend the Annual General Meeting and will be available to respond
to any questions and make a statement if he or she so desires. Shareholders at the Annual General Meeting will
also be asked to vote to defer the determination of the auditor’s remuneration to the Board of Directors.

The following sets forth the fees billed to us by Deloitte & Touche during the 2007 fiscal year:
Aundit Fees

Aggregate audit fees billed to us by Deloitte & Touche for the fiscal years ended December 31, 2007 and 2006
were $1,606,121 and $728,228, respectively. Audit fees were for (a) the audit of our annual financial statements,
{(b) review of our quarterly financial statements, (c) statutory audits and {d) assistance with and review of
documents filed with the SEC (including comfort letiers and consents).

Audit-Related Fees

Audit-related fees billed to us by Deloitte & Touche for the fiscal years ended December 31, 2007 and 2006 were
$73,491 and $52,219, respectively, for assurance and related services that are related to the audit and review of
the financial statements which are not reported as audit fees above.

Tax Fees

Fees billed to us by Deloitte & Touche for all tax-related services for the fiscal years ended December 31, 2007
and 2000 were $44,520 and $117,593, respectively. These fees were for professional services rendered for
tax compliance.

All Other Fees

The aggregate fees billed by Deloitte & Touche for products and services rendered to the Company, other than the
services described above under “Audit Fees”, “Audit-Related Fees™ and “Tax Fees”, for the fiscal years ended
December 31, 2007 and 2006 were $nil and $1,219,960, respeciively, which relate 10 technical consuhiations and
services provided in relation (o securities offerings. The Audit Committee has considercd whether any
information technology and non-audit consulting services provided by Deloitte & Touche could impair the
independence of Deloitte & Touche. No such services were provided by Deloitte & Touche during 2007 and thus
the Audit Committee concluded that such services did not impair the auditor’s independence.

The Audit Committee must pre-approve all audit services and permitted non-audit services performed for the
Company by our auditor, subject 1o the de minimis exceptions for non-audit services described in Section
10A(}(1){B) of the Exchange Act which are approved by the Audit Committee prior to the completion of the
audit. All engagements of Deloitte & Touche to provide audit, audit-related and tax services to the Company
during 2006 and 2007 were pre-approved by the Audit Committee.

As noted above, the Audit Commitiee is responsible for managing our relationship with our independent auditor.
The Audit Committee has the sole authority to hire and employ our auditor. The Audit Commitiee regularly
reviews the auditor’s work plan, bills and work product. Accordingly, it is our policy that all proposed
engagements by our current audit firm must be approved in advance by the Audit Committee.

THE BOARD OF DIRECTORS RECOMMENDS A VOTE “FOR” THE REAPPOINTMENT OF

DELOITTE & TOUCHE AS OUR INDEPENDENT AUDITOR FOR THE 2008 FISCAL YEAR
UNTIL THE 2009 ANNUAL GENERAL MEETING.
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PROPOSAL 3—PERFORMANCE SHARE UNIT PLAN AMENDMENTS

The Performance Share Unit Plan (the “PSU Plan™) currently provides that the Maximum Number of PSUs (as
that term is defined under the PSU Plan) that may be granted under the PSU Plan shall be 2,800,000 PSUs. Currently,
the aggregate Maximum Awards issuable under the PSU Plan shall not exceed 5,600,000 common shares of the
Company. The Company now desires to increase the Maximum Number of PSUs up to 5,600,000 and Maximum
Awards (being the common shares) that may be granted pursuant to the PSU Plan. For more information on the
PSU Plan, please see “Compensation Discussion and Analysis” above. Assuming that the Compensation Committee
approves the full amount of these proposed increases in the Maximum Number of PSUs and the Maximum Awards
at its meeting on May 13, 2008, in order to accomplish this objective, Section 4.2 of the PSU Plan must be amended,
subject to shareholder approval, as follows:

4 AWARDS

42 Maximum Number PSUs and Maximum Number of Common Shares that may be Issued
Pursuant to PSUs Under the Plan. The maximum number of PSUs that may be granted under the
Plan shall be not exceed 5,600,000 868,000 PSUs, The maximum number of PSUs that may be
granted under the Plan to any one Employee shall be half the maximum number of PSUs that may be
granted under the Plan to all Employees. The aggregated Maximum Awards that shall be issuable under
the Plan shatl be not exceed 11,200,000 5;606;600 Common Shares. If a PSU is forfeited or atherwise
cancelled, or if an Employee does not achieve the Maximum Award pursuant to a PSU, the Common
Shares underlying such PSU shall become available for future grant under PSUs pursuant to the Plan
{unless the Plan has terminated).

THE BOARD OF DIRECTORS RECOMMENDS A VOTE “FOR” THE PROPOSAL TO APPROVE
AMENDMENTS TO THE PERFORMANCE SHARE UNIT PLAN OF THE COMPANY.
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PROPOSAL 4—DESIGNATED COMPANY DIRECTORS FOR CERTAIN SUBSIDIARIES OF
THE COMPANY

Our bye-laws provide voting and ownership limitations designed to reduce the risk that the Company will be con-
sidered a controlled foreign corporation. Our bye-laws also provide a mechanism to apply these voting limitations
to indirect holdings in certain subsidiaries of the Company (“Designated Companies™) that are not U.S. corporations
and that are not treated as pass-through or disregarded entities for U.S. federal income tax purposes.

At the Annual General Meeting, our shareholders will approve the board of directors of each such Designated Com-
pany (each, a “Designated Company Director”). The nominees for Designated Company Directors are as follows:

Flagstone Reinsurance Limited Flagstone Management Services {Halifax) Limited

Recommended Designated Company Directors:

Mark Byrne
David Brown

James O’Shaughnessy

Flagstone Réassurance Suisse S.A.

Recommended Designated Company Directors:

Mark Byme
David Brown
Jélmcs O’ Shaughnessy
Guy Swayne
Emest Horvath
Peter Zumstein
Karl Grieves

Flagstone Underwriters Middle East Lid.

Recommended Designated Company Directors:

Mark Byrne
David Brown
James O’Shaughnessy
Howard Cheetham
John Hyland
Guy Swayne
Irshied Tayeb

Karl Grieves

Recommended Designated Company Directors:
Mark Byrne
David Brown
James O’ Shaughnessy
Venkat Mandava
Karl Grieves

Flagstone Underwriters Latin America Ltd. A.l.

Recommended Designated Company Directors:
Mark Byrne
David Brown
James O’'Shaughnessy
Ralph Rexach

Karl Grieves

Flagstone Finance S.A.

Recommended Designated Company Directors:

Mark Byme

David Brown

James O’Shaughnessy

Guy Swayne

Peter Zumstein

John B. Mills

Hermanus R. W. Troskie

Karl Grieves

THE BOARD OF DIRECTORS RECOMMENDS A YOTE “‘FOR” THE PROPOSAL TO APPROVE THE
LIST OF DESIGNATED COMPANY DIRECTORS OF CERTAIN SUBSIDIARIES OF THE COMPANY.




ADDITIONAL INFORMATION

A copy of our financial statements for the year ended December 31, 2007 and the independent auditor’s report
thereon has been sent to all shareholders. The financial statements will be formally presented at the Annual General
Meeting, but no shareholder action is required to be taken.

As of the date of this Proxy Statement we have no knowledge of any business, other than described herein and
customary procedural matters, which will be presented for consideration at the Annual General Meeting. In the event
that any other business is properly presented at the Annual General Meeting, it is intended that the persons named
in the accompanying proxy will have authority to vote in accordance with their judgment on such business.

Shareholder Proposals for 2009 Annual General Meeting of Shareholders

Shareholder proposals must be received in writing by the Corporate Secretary of the Company no later than
November 14, 2008, and must comply with the requirements of the SEC and our bye-laws in order to be
considered for inclusion in our Proxy Statement and proxy card relating to the 2009 Annual General Meeting.
Such proposals should be directed to the attention of the Corporate Secretary, Flagstone Reinsurance Holdings
Limited, Crawford House, 23 Church Street, Hamilton HM 11, Bermuda.

If a shareholder proposal is not submitted to the Corporate Secretary in a timely manner or is otherwise
introduced at the 2009 Annual General Mecting of shareholders without any discussion of the proposal in our
Proxy Statement, and the shareholder does not notify us on or before November 14, 2008 as required by SEC
Rule 14a-4(c)(1) of the intent to raise such proposal at the Annual Generat Meeting of shareholders, then proxies
received by us for the 2009 Annual General Meeting will be voted by the persons named as such proxies in their
discretion with respect to such proposal. Notice of such proposal is to be sent to the address specified in the
paragraph above.

Shareholder Communications with the Board of Directors

Shareholders or any interested party desiring to contact the Board of Directors, any committee of the Board
of Directors or the non-management directors as a group, should address such communication to Corporaie
Secretary, Flagstone Reinsurance Holdings Limited, Crawford House, 23 Church Street, Hamilton HM 11,
Bermuda, with a request to forward the communication to the intended recipient.

Corporate Documentation

The Company will furnish, without charge, to any shareholder a copy of all documents that it files with the
SEC as well as the charter of any of the Company’s committee of the Board of Directors. All such
documents are avaitable at www.flagstonere.bm or may be obtained upon written request to the Corporate
Secretary, Flagstone Reinsurance Holdings Limited, Crawford House, 23 Church Street, Hamilton HM 11,
Bermuda.

Inspector of Election

BNY Mellon Shareowner Services, 480 Washington Boulevard, 29th Floor, Jersey City, NY 07310, has been
appointed as Inspector of Election for the 2008 Annual General Meeting. Representatives of BNY Mellon
Shareowner Services will attend the 2008 Annual General Meeting to receive votes and ballots, supervise the
counting and tabulating of all votes and determine the results of the vote.
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{x) in Black or Blue ink.  RETURN THE PRU“ |N THE ENCLOSED ENVELOPE.

FOR WITHHELD  EXCEPTIONS®
AL FOR ALL

1. Election of Directors

Nominees:

M Gary Black

02 Thomas Dickson
03 tan Spiering

04 Wray T, Thorn

(INSTRUCTIONS To withhold authority to vote for any individual
nominee, mark the “Exceptions” box and write that nomines's name in

the space provided below.

*Exceptions

Signature

Stgnature should cnrrsspund with the prmled name appearmg hereon. When signing in a fiduciary or representative capacity, ive full title as such, cr when more than ons owner, each shoutd sign.

LB

2. To approve the appointment of Deloitte & Touche to serve as the
Company's independent auditor for the fiscal year 2008 until our
2008 Annual General Meeting and to refer the determination of
the auditor's remuneration to the Board of Directors.

3. To approve amendments 1o the Performance Share Unit Plan.

4. To approve the list of Designated Company Directors for certain
subsidiaries of the Company.

5. To consider and take action with respect to such other matters
as may propsrity come befere the Annual General Megting or
any adjournment ar adjournments thereof.

Mark Here
for Adoresa
Chnnga or

BE HEV'ERSE SIDE

FOR AGAINST  ABSTAIN

FOR AGAINST  ABSTAIN

FOR AGAINST  ABSTANN

FOR AGAINST  ABSTAIN

Date

Signature

A FOLD AND DETACH HERE &

Choose MLink®™ for fast, easy and secure 24/7 online access to your future proxy materials, investment
plan statements, tax documents and more.

at www.bnymellon.com/shareowner/isd where step-by-step instructions will prompt you through enroliment.

Simply log on to Investor ServiceDirect®




FLAGSTONE REINSURANCE HOLDINGS LIMITED

PROXY SOLICITED ON BEHALF OF THE BOARD OF DIRECTORS
FOR ANNUAL GENERAL MEETING OF SHAREHOLDERS
OF FLAGSTONE REINSURANCE HOLDINGS LIMITED

The undersigned hereby revoking all proxies granted, appoints MARK J. BYRNE and DAVID A. BROWN, and
each of them, with power of substitution, as proxy of the undersigned, to attend the Annual General Meeting of
Sharehotders of Flagstone Reinsurance Holdings Limited on May 16, 2008 and any adjournments thereof, and
to vote the number of shares the undersigned would be entitled to vote if personally present as designated on
the reverse.

THIS PROXY WHEN PROPERLY EXECUTED WILL BE VOTED IN THE MANNER DIRECTED HEREIN. IF
NO DIRECTION IS MADE, THIS PROXY WILL BE VOTED FOR THE NOMINEES LISTED IN PROPOSAL 1,
FOR PROPOSAL 2, FOR PROPOSAL 3, FOR PROPOSAL 4 AND FOR PROPOSAL 5. WHETHER OR NOT
DIRECTION IS MADE, THIS PROXY WILL BE VOTED AT THE DISCRETION OF THE PROXIES UPON

SUCH OTHER BUSINESS AS MAY PROPERLY COME BEFORE THE ANNUAL GENERAL MEETING OF
SHAREHOLDERS.

{Continued and to be dated and signed on the reverse.)

PLEASE COMPLETE AND DATE THIS PROXY ON THE REVERSE SIDE AND RETURN IT PROMPTLY IN THE ACCOMPANYING ENVELOPE.

Address Change/Comments {(Mark the corresponding box on the reverse side)

A FOLD AND DETACH HERE 4

You can now access your FLAGSTONE REINSURANCE HOLDINGS LIMITED account online.
Access your Flagstone Reinsurance Holdings Limited shareholder account online via Investor ServiceDirect® (ISD).

The transfer agent for Flagstone Reinsurance Holdings Limited, now makes it easy and convenient to get current
information on your shareholder account.

¢ View account status ¢ View payment history for dividends
* View certificate history * Make address changes
* View book-entry information s (Obtain a duplicate 1099 tax form

* Establish/change your PIN
Visit us on the web at http://www.bnymellon.com/shareownerfisd

For Technical Assistance Call 1-877-978-7778 between 9am-7pm
Monday-Friday Eastern Time

SEC
Mail Processing
Section

APR 17 LuU8

; Washington, DC
101



Flagstone Reinsurance Holdings Limited
23 Church Street, Hamitton HM 11, Bermuda
www.flagstonere.com




