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4,425,000 Common Shares

        Arch Capital Group Ltd. is selling 4,425,000 common shares. The common shares are quoted on the Nasdaq National Market under the
symbol "ACGL." On March 22, 2004, the last quoted price of the common shares as reported on the Nasdaq National Market was $40.13 per
share.

Investing in our common shares involves risks that are described in the "Risk Factors" section beginning on page S-6 of this
prospectus supplement.

Per Share Total

Public offering price $ 40.00 $ 177,000,000
Underwriting discount $ 1.60 $ 7,080,000
Proceeds, before expenses, to ACGL $ 38.40 $ 169,920,000
        The underwriters may also purchase up to an additional 663,750 common shares from us at the public offering price, less the underwriting
discount, within 30 days from the date of this prospectus supplement to cover over-allotments.

        Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of these securities or
determined if this prospectus supplement or the accompanying prospectus are truthful or complete. Any representation to the contrary is a
criminal offense.

        The common shares will be ready for delivery on or about March 26, 2004.

Joint Book-Running Managers

Merrill Lynch & Co. Credit Suisse First Boston

Goldman, Sachs & Co.
Banc of America Securities LLC

JPMorgan
Fox-Pitt, Kelton

The date of this prospectus supplement is March 22, 2004.
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        You should rely only on the information contained or incorporated by reference in this prospectus supplement and the accompanying
prospectus. We have not, and the underwriters have not, authorized any other person to provide you with different information. If anyone
provides you with different or inconsistent information, you should not rely on it. We are not, and the underwriters are not, making an offer to
sell these securities in any jurisdiction where the offer or sale is not permitted. You should assume that the information appearing in this
prospectus supplement, the accompanying prospectus and the documents incorporated by reference herein and in the accompanying prospectus
is accurate only as of their respective dates. Our business, financial condition, results of operations and prospects may have changed since those
dates.

        In this prospectus supplement and in the accompanying prospectus, unless the context requires otherwise: (a) "ACGL" and "Arch Capital"
refer to Arch Capital Group Ltd., (b) "we," "us" and "our" refer to ACGL and its subsidiaries, (c) "Arch Re Bermuda" refers only to our wholly
owned Bermuda reinsurance subsidiary, Arch Reinsurance Ltd., (d) "Arch Re U.S." refers only to our wholly owned U.S. reinsurance subsidiary,
Arch Reinsurance Company and (e)(i) "Arch Specialty" refers to Arch Speciality Insurance Company, (ii) "Arch E&S" refers to Arch Excess &
Surplus Insurance Company, (iii) "Western Diversified" refers to Western Diversified Insurance Company, (iv) "PSIC" refers to Personal
Service Insurance Company and (v) "American Independent" refers to American Independent Insurance Company, which along with Arch
Insurance Company ("Arch Insurance") are our wholly owned U.S. insurance subsidiaries. The terms the "Warburg Pincus funds" and the
"Hellman & Friedman funds" refer to investment funds affiliated with Warburg Pincus LLC and investment funds led by Hellman & Friedman
LLC, respectively.

        We have obtained consent for the issue and transfer of common shares to and between persons regarded as non-resident in Bermuda for
exchange control purposes without specific consent under the Exchange Control Act of 1972 and regulations thereunder. Issues and transfers of
shares to any person regarded as resident in Bermuda for exchange control purposes may require specific prior approval under the Exchange
Control Act of 1972.

        Our Board of Directors will file this prospectus supplement and the accompanying prospectus with the Registrar of Companies in Bermuda
under Part III of the Companies Act 1981. However, the Registrar of Companies in Bermuda accepts no responsibility for the financial
soundness of any proposal or for the correctness of any of the statements made or the opinions expressed in this prospectus supplement or the
accompanying prospectus.

ii

PROSPECTUS SUPPLEMENT SUMMARY

This summary is not complete and does not contain all the information you should consider. You should read this entire prospectus
supplement and the accompanying prospectus carefully, including without limitation, the documents incorporated by reference in this
prospectus supplement or the accompanying prospectus, the section entitled "Risk Factors" beginning on page S-6 and the section entitled
"Cautionary Note Regarding Forward Looking Statements" beginning on page S-117. Unless otherwise noted, the information contained in this
prospectus supplement summary and throughout this prospectus supplement assumes no exercise of the underwriters' over-allotment option.

Our Company

        Arch Capital Group Ltd. is a Bermuda public limited liability company with over $1.9 billion in capital and, through operations in Bermuda
and the United States, writes insurance and reinsurance on a worldwide basis. While we are positioned to provide a full range of property and
casualty insurance and reinsurance lines, we focus on writing specialty lines of insurance and reinsurance.

        In October 2001, we launched an underwriting initiative to meet current and future demand in the global insurance and reinsurance markets
that included the recruitment of new insurance and reinsurance management teams and an equity capital infusion of $763.2 million led by the
Warburg Pincus funds and the Hellman & Friedman funds, which we sometimes refer to as the "equity infusion" or the "capital infusion." In
further support of our underwriting initiatives, we completed in April 2002 an offering of 7,475,000 of our common shares and received net
proceeds of $179.2 million. In September 2002, we received proceeds of $74.3 million from the exercise of class A warrants by our principal
shareholders and certain other investors. It is our belief that our existing Bermuda- and U.S.-based underwriting platform, our experienced
management team and our strong capital base that is unencumbered by significant exposure to pre-2002 risks have enabled us to establish an
immediate presence in an attractive insurance and reinsurance marketplace. For the years ended December 31, 2003 and 2002, we had net
premiums written of $2.74 billion and $1.26 billion, respectively.

        Since we launched our underwriting initiative in October 2001, we have built a foundation that we believe will allow us to be an enduring,
significant competitor in the insurance and reinsurance businesses. We believe that both our insurance and reinsurance businesses are well
established in their markets, as indicated by:
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�
our $2.74 billion in net premiums written for the year ended December 31, 2003, including $1.17 billion of net premiums
written from our insurance operations and $1.57 billion of net premiums written from our reinsurance operations;

�
our ability to select and hire over 700 employees in our core insurance and reinsurance businesses; and

�
the establishment of Bermuda- and U.S.-based insurance and reinsurance operations, including principal regional offices for
our U.S. insurance group in Atlanta, Georgia, Chicago, Illinois, New York, New York, San Francisco, California and St.
Paul, Minnesota.

        We believe that the build-up phase of our business plan is complete, and we are in a position to compete effectively with other established
companies in the marketplace. We believe that we have broad distribution capabilities and strong analytics to support our underwriting activities.
Our company's financial results reflect these accomplishments, as evidenced by:

�
net income of $280.6 million for the year ended December 31, 2003;

�
generating an average return on equity of 18.0% for the year ended December 31, 2003; and

�
increasing diluted book value per share by 20.4% from $21.20 at December 31, 2002 to $25.52 at December 31, 2003.

S-1

Principal Executive Office

        Our registered office is located at Clarendon House, 2 Church Street, Hamilton HM 11, Bermuda (telephone number: (441) 295-1422), and
our principal executive offices are located at Wessex House, 45 Reid Street, Hamilton HM 12, Bermuda (telephone number: (441) 278-9250).
We maintain a website at http://www.archcapgroup.bm. The information contained on our website is not incorporated herein by reference and
does not form a part of this prospectus supplement or the accompanying prospectus.

S-2

The Offering

Common shares offered by us 4,425,000 common shares.
Common shares to be outstanding after this
offering(1) 32,625,372 common shares.
Nasdaq National Market symbol ACGL
Use of proceeds We expect to use the net proceeds from the sale of common shares by us, estimated to

be approximately $168.9 million (after deducting underwriting discounts and
estimated expenses of the offering), principally to support the growth of our insurance
and reinsurance operations.

Dividend policy In order to retain earnings to support growth of our insurance and reinsurance
operations, our board of directors currently does not intend to declare dividends or
make any other distributions on our common shares. In addition, our shareholders
agreement puts restrictions on our ability to pay dividends.

Voting limitation Our bye-laws contain a provision limiting the voting rights of any U.S. person, as
defined in the Internal Revenue Code, who owns (directly, indirectly or constructively
under the Code) shares with more than 9.9% of the total voting power of all shares
entitled to vote generally at an election of directors to 9.9% of such voting power.

Risk Factors Investing in our common shares involves risk. See the section entitled "Risk Factors"
beginning on page S-6 of this prospectus supplement for a discussion of certain factors
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you should carefully consider before deciding to invest in our common shares.

(1)
Calculated as of December 31, 2003, after giving effect to this offering. The number of common shares outstanding does not include
38,844,665 common shares issuable upon conversion of our preference shares and 74,737 common shares issuable upon exercise of
our class B warrants (calculated using the treasury stock method and based on 150,000 class B warrants with an exercise price of
$20.00 per share) and excludes the effect of our outstanding employee stock options (5,587,479 at December 31, 2003).

S-3

Summary Historical Consolidated Financial and Operating Data

        The following summary historical consolidated financial and operating data for the three-year period ended December 31, 2003 should be
read in conjunction with "Management's Discussion and Analysis of Financial Condition and Results of Operations" and our financial statements
and the related notes which are included in our Annual Report on Form 10-K for the year ended December 31, 2003, which is incorporated by
reference in this prospectus supplement.

        Due to the significant changes in our business during the years 2003 and 2002, we believe that comparisons of the results of operations for
such years with 2001 results of operations are not meaningful. These changes included (1) our acquisition activity and (2) our underwriting
initiative which commenced in October 2001 and the related capital infusions in late 2001 and early 2002.

Year Ended December 31,

2003 2002 2001

(in thousands except share and per share data)

Statement of Operations Data:
Revenues:

Net premiums written $ 2,738,415 $ 1,261,627 $ 36,216
Net premiums earned 2,212,599 654,976 30,918
Net investment income 80,992 51,249 12,120
Net realized investment gains (losses) 25,317 (839) 18,382
Total revenues 2,343,737 721,769 76,454

Income before income taxes and extraordinary item 306,500 54,540 24,144
Income before extraordinary item 279,775 55,096 22,016
Extraordinary gain�excess of fair value of acquired net assets over cost
(net of $0 tax)(1) 816 3,886 �

Net income $ 280,591 $ 58,982 $ 22,016

Average shares outstanding:
Basic(2) 26,264,055 20,095,698 12,855,668
Diluted(2) 67,777,794 59,662,178 17,002,231

Net income per share data:
Basic(2):
Income before extraordinary item $ 10.65 $ 2.74 $ 1.71
Extraordinary gain(1) 0.03 0.19 �

Net income $ 10.68 $ 2.93 $ 1.71
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Year Ended December 31,

Diluted(2):
Income before extraordinary item $ 4.13 $ 0.92 $ 1.29
Extraordinary gain(1) 0.01 0.07 �

Net income $ 4.14 $ 0.99 $ 1.29

Cash dividends per share � � �
S-4

December 31,

2003 2002 2001

(in thousands)

Balance Sheet Data:
Cash and invested assets $ 3,717,147 $ 1,985,898 $ 1,019,058
Unpaid losses and loss adjustment expenses recoverable 409,451 211,100 90,442
Total assets 5,585,321 2,991,328 1,313,701
Reserves for losses and loss adjustment expenses:

Before reinsurance recoverable 1,951,967 592,432 111,494
Net of reinsurance recoverable 1,542,516 381,332 21,052

Revolving credit agreement borrowings 200,000 � �
Total liabilities 3,874,592 1,580,084 293,332
Shareholders' equity 1,710,729 1,411,244 1,020,369

December 31,

2003 2002 2001

Book value:
Per common share(3) $ 31.74 $ 21.48 $ 20.05
Diluted(4) $ 25.52 $ 21.20 $ 18.28

Shares outstanding:
Basic 28,200,372 27,725,334 13,513,538
Diluted(4) 67,045,037 66,569,999 55,804,038

(1)
On November 30, 2002, we acquired PSIC and recorded an extraordinary gain of $3.9 million for the year ended December 31, 2002.
The extraordinary gain represents the excess of the fair value of acquired net assets of $6.4 million over the purchase price of
$2.5 million. In 2003, we recorded an additional extraordinary gain of $816,000 representing an adjustment to the fair value of PSIC
due to the recognition of deferred tax assets as part of the acquisition.

(2)
Net income per share is based on the basic and diluted weighted average number of common shares and common share equivalents
outstanding.

(3)
Book value per common share at December 31, 2003, 2002 and 2001 was determined by dividing (i) the difference between total
shareholders' equity and the aggregate liquidation preference of the preference shares of $815.7 million, $815.7 million and
$749.4 million, respectively, by (ii) the number of common shares outstanding.

(4)
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Book value per share excludes the effects of stock options and class B warrants. Diluted book value per share as of December 31, 2001
is adjusted on a pro forma basis to reflect the issuance of additional preference shares that were issued by us on June 28, 2002 and
December 16, 2002 pursuant to the post-closing purchase price adjustment mechanisms under the subscription agreement entered into
in connection with the November 2001 capital infusion.

S-5

RISK FACTORS

An investment in our common shares involves the following risks. You should consider carefully these risk factors and also refer to the
other information provided in this prospectus supplement and the accompanying prospectus, including our "Management's Discussion and
Analysis of Financial Condition and Results of Operation" and our financial statements and the related notes which are included in our Annual
Report on Form 10-K for the year ended December 31, 2003, which is incorporated by reference in this prospectus supplement, as well as the
information under the heading "Cautionary Note Regarding Forward-Looking Statements."

Risks Relating to Our Industry

We operate in a highly competitive environment, and since the September 11, 2001 events, new capital has entered the market; these
factors may mitigate the benefits that the financial markets may perceive for the property and casualty insurance and reinsurance
industry, and we may not be able to compete successfully in our industry.

        The insurance and reinsurance industry is highly competitive. We compete with major U.S. and non-U.S. insurers and reinsurers, many of
which have greater financial, marketing and management resources than we do. We also compete with new companies that continue to be
formed to enter the insurance and reinsurance markets. In our insurance business, we compete with insurers that provide property and casualty
lines of insurance, including ACE Limited, Allied World Assurance Company, Ltd., American International Group, Inc., AXIS Capital Holdings
Limited, Berkshire Hathaway, Inc., Chubb Corporation, Converium Group, Endurance Specialty Holdings Ltd., The Hartford Financial Services
Group, Inc., Lloyd's of London, The St. Paul Companies, Inc., Travelers Property Casualty Corp. and XL Capital Ltd. In our reinsurance
business, we compete with reinsurers that provide property and casualty lines of reinsurance, including ACE Limited, AXIS Capital Holdings
Limited, Converium Group, Endurance Specialty Holdings Ltd., Everest Re Group Ltd., General Reinsurance Corporation, Hannover
Rückversicherung AG, Lloyd's of London, Montpelier Re Holdings Ltd., Munich Re Group, PartnerRe Ltd., Platinum Underwriters
Holdings, Ltd., RenaissanceRe Holdings Ltd., Swiss Reinsurance Company, Transatlantic Holdings, Inc. and XL Capital Ltd. We do not believe
that we have a significant market share in any of our markets.

        Trends toward consolidation in the insurance industry could also lead to pricing pressure and lower margins for insurers and reinsurers. In
addition, since the events of September 11, 2001, several newly formed offshore entities have entered the market to address the capacity issues
in the insurance and reinsurance industry. Several publicly traded insurance and reinsurance companies have also raised additional capital to
meet perceived demand in the current environment. Since September 11, 2001, newly formed and existing insurance industry companies have
reportedly raised additional capital, and some industries (in particular, the airline industry) have announced that they may form industry
consortia to provide insurance coverage for their members, thereby taking those lines out of the commercial insurance and reinsurance markets
in which we operate. Financial institutions and other capital markets participants also offer alternative products and services similar to our own
or alternative products that compete with insurance and reinsurance products. In addition, we may not be aware of other companies that may be
planning to enter the segments of the insurance and reinsurance market in which we operate or of existing companies that may be planning to
raise additional capital.

        Our competitive position is based on many factors, including our perceived overall financial strength, ratings assigned by independent
rating agencies, geographic scope of business, client relationships, premiums charged, contract terms and conditions, products and services
offered (including the ability to design customized programs), speed of claims payment, reputation, experience and qualifications of employees
and local presence. We may not be successful in competing with others in our industry on any of these bases, and the intensity of competition in
our industry may erode

S-6

profitability for insurance and reinsurance companies generally, including us. In addition, we may not be able to participate at all or to the same
extent as more established or other companies in any price increases or increased profitability in our industry. If we do not share in such price
increases or increased profitability, our financial condition and results of operations could be materially adversely affected.
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The insurance and reinsurance industry is highly cyclical, and we expect to experience periods characterized by excess underwriting
capacity and unfavorable premium rates.

        Historically, insurers and reinsurers have experienced significant fluctuations in operating results due to competition, frequency of
occurrence or severity of catastrophic events, levels of capacity, general economic conditions, changes in legislation, case law and prevailing
concepts of liability and other factors. In particular, demand for reinsurance is influenced significantly by the underwriting results of primary
insurers and prevailing general economic conditions. The supply of insurance and reinsurance is related to prevailing prices and levels of surplus
capacity that, in turn, may fluctuate in response to changes in rates of return being realized in the insurance and reinsurance industry. As a result,
the insurance and reinsurance business historically has been a cyclical industry characterized by periods of intense price competition due to
excessive underwriting capacity as well as periods when shortages of capacity permitted favorable premium levels and changes in terms and
conditions. Although premium levels for many products have increased since the events of September 11, 2001, we can offer no assurances as to
the magnitude or duration of any price increases or increased profitability in our industry or that factors that previously have resulted in excess
capacity and pricing pressures in our industry will not recur.

We could face unanticipated losses from war, terrorism and political unrest, and these or other unanticipated losses could have a
material adverse effect on our financial condition and results of operations.

        Although we believe that we do not have exposure to the events of September 11, 2001 because we did not have insurance in-force at that
time with respect to exposure to such events, we now have substantial exposure to unexpected, large losses resulting from future man-made
catastrophic events, such as acts of war, acts of terrorism and political instability. These risks are inherently unpredictable, although recent
events may lead to increased frequency and severity of losses. It is difficult to predict the timing of such events with statistical certainty or
estimate the amount of loss any given occurrence will generate. In certain instances, we specifically insure and reinsure risks resulting from acts
of terrorism. Even in cases where we attempt to exclude losses from terrorism and certain other similar risks from some coverages written by us,
we may not be successful in doing so. Moreover, irrespective of the clarity and inclusiveness of policy language, a result-oriented court or
arbitration panel favoring the insured or ceding company may choose not to enforce the language as written; such a tribunal may adopt a strained
interpretation of the policy language, invoke public policy to limit enforceability of policy language, ignore policy language, make factual
findings unwarranted by the evidence or otherwise seek to justify a ruling adverse to us. Accordingly, while we believe our reinsurance
programs, together with the coverage provided under the Terrorism Risk Insurance Act of 2002 ("TRIA"), are sufficient to reasonably limit our
net losses relating to potential future terrorist attacks, we can offer no assurance that our reserves will be adequate to cover losses when they
materialize. To the extent that an act of terrorism is certified by the Secretary of the Treasury, we may be covered under TRIA for up to 90% of
our losses, subject to certain mandatory deductibles. It is not possible to eliminate completely our exposure to unforecasted or unpredictable
events, and to the extent that losses from such risks occur, our financial condition and results of operations could be materially adversely
affected.

S-7

Claims for catastrophic events could cause large losses and substantial volatility in our results of operations, and, as a result, the value
of our common shares may fluctuate widely.

        Although we have not experienced significant losses resulting from catastrophic events since the commencement of our underwriting
initiative in October 2001, we have large aggregate exposures to natural disasters. Catastrophes can be caused by various events, including
hurricanes, floods, windstorms, earthquakes, hailstorms, explosions, severe winter weather and fires. Catastrophes can also cause losses in
non-property business such as workers' compensation or general liability. In addition to the nature of the property business, we believe that
economic and geographic trends affecting insured property, including inflation, property value appreciation and geographic concentration tend to
generally increase the size of losses from catastrophic events over time. Therefore, claims for catastrophic events could expose us to large losses
and cause substantial volatility in our results of operations, which could cause the value of our common shares to fluctuate widely.

Underwriting claims and reserving for losses are based on probabilities and related modeling, which are subject to inherent
uncertainties.

        Our success is dependent upon our ability to assess accurately the risks associated with the businesses that we insure and reinsure. We
establish reserves for losses and loss adjustment expenses which represent estimates involving actuarial and statistical projections, at a given
point in time, of our expectations of the ultimate settlement and administration costs of losses incurred. We utilize actuarial models as well as
available historical insurance industry loss ratio experience and loss development patterns to assist in the establishment of loss reserves. Actual
losses and loss adjustment expenses paid will deviate, perhaps substantially, from the reserve estimates reflected in our financial statements.
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        If our loss reserves are determined to be inadequate, we will be required to increase loss reserves at the time of such determination with a
corresponding reduction in our net income in the period in which the deficiency becomes known. It is possible that claims in respect of events
that have occurred could exceed our claim reserves and have a material adverse effect on our results of operations, in a particular period, or our
financial condition in general. As a compounding factor, although most insurance contracts have policy limits, the nature of property and
casualty insurance and reinsurance is such that losses can exceed policy limits for a variety of reasons and could significantly exceed the
premiums received on the underlying policies, thereby further adversely affecting our financial condition.

        As of December 31, 2003, our reserves for unpaid losses and loss adjustment expenses, net of unpaid losses and loss adjustment expenses
recoverable, were approximately $1.54 billion. Such reserves were established in accordance with applicable insurance laws and generally
accepted accounting principles ("GAAP"). Although we believe we have applied a conservative reserving philosophy for both our insurance and
reinsurance operations, insurance loss reserves are inherently subject to uncertainty. In establishing the reserves for losses and loss adjustment
expenses, we have made various assumptions relating to the pricing of our reinsurance contracts and insurance policies and have also considered
available historical industry experience and current industry conditions. Our reserving process reflects that there is a possibility that the
assumptions made could prove to be inaccurate due to several factors, including the fact that very limited historical information has been
reported to us through December 31, 2003. See Development of GAAP Reserves table included under "Business�Reserves."

The failure of any of the loss limitation methods we employ could have a material adverse effect on our financial condition or results of
operations.

        We seek to limit our loss exposure by writing a number of our reinsurance contracts on an excess of loss basis, adhering to maximum
limitations on reinsurance written in defined geographical zones,

S-8

limiting program size for each client and prudent underwriting of each program written. In the case of proportional treaties, we generally seek
per occurrence limitations or loss ratio caps to limit the impact of losses from any one event. We cannot be sure that any of these loss limitation
methods will be effective. We also seek to limit our loss exposure by geographic diversification. Geographic zone limitations involve significant
underwriting judgments, including the determination of the area of the zones and the inclusion of a particular policy within a particular zone's
limits. There can be no assurance that various provisions of our policies, such as limitations or exclusions from coverage or choice of forum, will
be enforceable in the manner we intend. Disputes relating to coverage and choice of legal forum may also arise. Underwriting is inherently a
matter of judgment, involving important assumptions about matters that are inherently unpredictable and beyond our control, and for which
historical experience and probability analysis may not provide sufficient guidance. One or more catastrophic or other events could result in
claims that substantially exceed our expectations, which could have a material adverse effect on our financial condition or our results of
operations, possibly to the extent of eliminating our shareholders' equity.

        For our catastrophe exposed business, we seek to limit the amount of exposure we will assume from any one insured or reinsured and the
amount of the exposure to catastrophe losses in any geographic zone. We monitor our exposure to catastrophic events, including earthquake,
wind and specific terrorism exposures, and periodically reevaluate the estimated probable maximum pre-tax loss for such exposures. Our
estimated probable maximum pre-tax loss is determined through the use of modeling techniques, but such estimate does not represent our total
potential loss for such exposures. We seek to limit the probable maximum pre-tax loss to a percentage of our total shareholders' equity for severe
catastrophic events. Currently, we generally seek to limit the probable maximum pre-tax loss to approximately 25% of total shareholders' equity
for a severe catastrophic event in any geographic zone that could be expected to occur once in every 250 years. There can be no assurances that
we will not suffer pre-tax losses greater than 25% of our total shareholders' equity from one or more catastrophic events due to several factors,
including the inherent uncertainties in estimating the frequency and severity of such events and the margin of error in making such
determinations resulting from potential inaccuracies in the data provided by clients and brokers, the modeling techniques and the application of
such techniques. In addition, depending on business opportunities and the mix of business that may comprise our insurance and reinsurance
portfolio, we may seek to limit the probable maximum pre-tax loss to a higher percentage of our total shareholders' equity for our catastrophe
exposed business.

The risk associated with reinsurance underwriting could adversely affect us, and while reinsurance and retrocessional coverage will be
used to limit our exposure to risks, the availability of such arrangements may be limited, and counterparty credit and other risks
associated with our reinsurance arrangements may result in losses which could adversely affect our financial condition and results of
operations.

        Like other reinsurers, we do not separately evaluate each of the individual risks assumed under reinsurance treaties. Therefore, we are
largely dependent on the original underwriting decisions made by ceding companies. We are subject to the risk that the ceding companies may
not have adequately evaluated the risks to be reinsured and that the premiums ceded may not adequately compensate us for the risks we assume.
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        For the purposes of limiting our risk of loss, we use reinsurance and also may use retrocessional arrangements. In the normal course of
business, our insurance subsidiaries cede a substantial portion of their premiums to unaffiliated entities. Our reinsurance subsidiaries are
currently retaining substantially all of their assumed reinsurance premiums written. For the year ended December 31, 2003, ceded premiums
written represented approximately 15.1% of gross premiums written, compared to 15.2% for the year ended December 31, 2002.

S-9

        The availability and cost of reinsurance and retrocessional protection is subject to market conditions, which are beyond our control.
Currently, the market for these arrangements is experiencing high demand for various products resulting in significant rate increases and
substantial improvements in terms and conditions since the events of September 11, 2001. Although we believe that our insurance subsidiaries
have been successful in obtaining reinsurance protection since the commencement of our underwriting initiative in October 2001, it is not certain
that we will be able to continue to obtain adequate protection at cost effective levels. As a result of such market conditions and other factors, we
may not be able successfully to mitigate risk through reinsurance and retrocessional arrangements.

        Further, we are subject to credit risk with respect to our reinsurance and retrocessions because the ceding of risk to reinsurers and
retrocessionaires does not relieve us of our liability to the clients or companies we insure or reinsure. Our failure to establish adequate
reinsurance or retrocessional arrangements or the failure of our existing reinsurance or retrocessional arrangements to protect us from overly
concentrated risk exposure could adversely affect our financial condition and results of operations. We monitor the financial condition of our
reinsurers and attempt to place coverages only with carriers we view as substantial and financially sound. At December 31, 2003, approximately
82.7% of our reinsurance recoverables on paid and unpaid losses of $428.0 million (not including prepaid reinsurance premiums) were due from
carriers which had an A.M. Best rating of "A�" or better. Our recoverables on paid and unpaid losses from Sentry Insurance a Mutual Company
("Sentry") represented 5.7% of our total shareholders' equity at December 31, 2003. No other reinsurance recoverables exceeded 5% of our total
shareholders' equity at such date. In connection with our acquisition of Arch Specialty in February 2002, the seller, Sentry, agreed to assume all
liabilities arising out of Arch Specialty's business prior to the closing of the acquisition. In addition to the guarantee provided by Sentry,
substantially all of the recoverable from Sentry is still subject to the original reinsurance agreements inuring to Arch Specialty and, to the extent
Sentry fails to comply with its payment obligations to us, we may obtain reimbursement from the third party reinsurers under such agreements.

Our reliance on brokers subjects us to their credit risk.

        In accordance with industry practice, we generally pay amounts owed on claims under our insurance and reinsurance contracts to brokers,
and these brokers, in turn, pay these amounts to the clients that have purchased insurance or reinsurance from us. In some jurisdictions, if a
broker fails to make such payment, we may remain liable to the insured or ceding insurer for the deficiency. Likewise, in certain jurisdictions,
when the insured or ceding company pays premium for these contracts to brokers for payment to us, these premiums are considered to have been
paid and the insured or ceding company will no longer be liable to us for those amounts, whether or not we have actually received the premiums
from the broker. Consequently, we assume a degree of credit risk associated with our brokers. To date, we have not experienced any losses
related to this credit risk.

As a result of recent events and instability in the marketplace for insurance products, there is the potential for government intervention
in our industry which could hinder our flexibility and negatively affect the business opportunities we perceive are available to us in the
market.

        In response to the current tightening of supply in certain insurance markets, as well as the impact of the September 11, 2001 events, it is
possible that the United States and other governments worldwide may intervene in the insurance and reinsurance markets. Government
regulators are generally concerned with the protection of policyholders to the exclusion of other constituencies, including shareholders. While
we cannot predict the type of government intervention that may occur or its timing, such intervention could materially adversely affect us by:

�
disproportionately benefiting one country's companies over companies in other countries;
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�
providing insurance and reinsurance capacity in the markets and to the customers that we target;

�
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regulating the terms of insurance and reinsurance policies; or

�
mandating participation in guaranty associations or other involuntary industry pools.

        For example, on November 26, 2002, President Bush signed into law TRIA, which established a federal backstop for insurance-related
losses resulting from any act of terrorism carried out by foreign powers on U.S. soil or against U.S. air carriers, vessels or foreign missions.
Under TRIA, all U.S.-based property and casualty insurers are required to make terrorism insurance coverage available in specified commercial
property and casualty insurance lines. In return, TRIA provides that the federal government will pay 90% of covered losses after an insurer's
losses exceed a deductible determined by a statutorily prescribed formula, up to a combined annual aggregate limit for the federal government
and all insurers of $100 billion. If an act (or acts) of terrorism result in covered losses exceeding the $100 billion annual limit, insurers with
losses exceeding their deductibles will not be responsible for additional losses. The deductible for each year is based on the insurer's direct
commercial earned premiums for property and casualty insurance for the prior calendar year multiplied by a specified percentage. The specified
percentages are 7% for 2003, 10% for 2004 and 15% for 2005, respectively.

        Our U.S.-based property and casualty insurers, Arch Insurance, Arch Specialty, Arch E&S and Western Diversified are subject to TRIA.
TRIA specifically excludes reinsurance and personal lines business and, accordingly, currently does not apply to our non-standard automobile
business or our reinsurance operations. Based on 2003 direct commercial earned premiums, our U.S. insurance group's deductible for 2004
would be $104.1 million (i.e.,10% of such earned premiums). The amount of our deductible for 2005 could increase substantially, depending
upon the amount of direct commercial earned premiums we write in 2004, and in light of the fact that the deductible percentage increases in such
years. Currently, there is uncertainty as to what effect TRIA will have on the insurance industry.

        The insurance industry is also affected by political, judicial and legal developments which have in the past resulted in new or expanded
theories of liability. These or other changes could impose new financial obligations on us by extending coverage beyond our underwriting intent
or otherwise, require us to make unplanned modifications to the products and services that we provide, or cause the delay or cancellation of
products and services that we provide. In some instances, these changes may not become apparent until some time after we have issued
insurance or reinsurance contracts that are affected by the changes. As a result, the full extent of liability under our insurance or reinsurance
contracts may not be known for many years after a contract is issued. The effects of unforeseen developments or substantial government
intervention could adversely impact our ability to achieve our goals.

        In addition, we engage in intercompany reinsurance arrangements between our U.S. operations and our Bermuda reinsurance operations.
Some U.S. insurance companies have been lobbying Congress to pass legislation intended to eliminate certain perceived tax advantages of U.S.
insurance companies with Bermuda affiliates, which result principally from reinsurance arrangements between or among U.S. insurance
companies and their Bermuda affiliates.

Risks Relating to Our Company

Our future performance is difficult to predict because we have a limited operating history.

        We began our underwriting initiative in October 2001, and have limited operating and financial history. As a result, there is limited
historical financial and operating information available to help potential investors evaluate our performance or an investment in our common
shares. Insurance companies in their initial stages of development face substantial business and financial risks and may suffer significant losses.
These new companies must successfully develop business relationships, establish operating procedures, hire staff, install management
information and other systems and complete other
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tasks necessary to conduct their intended business activities. As a result of these risks, it is possible that we will not be successful in
implementing our business strategy or accomplishing these necessary tasks. In addition, because we have very limited financial data on which to
base our reserves for losses and loss adjustment expenses, our historical financial results may not accurately provide an indication of our future
performance.

Our success will depend on our ability to establish and maintain effective operating procedures and internal controls.

        As a relatively new insurance and reinsurance company, our success will also be dependent upon our ability to establish and maintain
operating procedures and internal controls (including the timely and successful implementation of our information technology initiatives, which
include the implementation of improved computerized systems and programs to replace and support manual systems) to effectively support our
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business and our regulatory and reporting requirements. We may not be successful in such efforts. We have been, and are continuing to, enhance
our procedures and controls, including our controls over financial reporting. Our management does not expect that our disclosure controls or our
internal controls will prevent all errors and all fraud. A control system, no matter how well conceived and operated, can provide only reasonable,
not absolute, assurance that the objectives of the control system are met. Further, the design of a control system must reflect the fact that there
are resource constraints, and the benefits of controls must be considered relative to their costs. As a result of the inherent limitations in all
control systems, no evaluation of controls can provide absolute assurance that all control issues and instances of fraud, if any, within the
company have been detected. These inherent limitations include the realities that judgments in decision-making can be faulty, and that
breakdowns can occur because of simple error or mistake. Additionally, controls can be circumvented by the individual acts of some persons or
by collusion of two or more people. The design of any system of controls also is based in part upon certain assumptions about the likelihood of
future events, and there can be no assurance that any design will succeed in achieving its stated goals under all potential future conditions; over
time, controls may become inadequate because of changes in conditions, or the degree of compliance with the policies or procedures may
deteriorate. As a result of the inherent limitations in a cost-effective control system, misstatement due to error or fraud may occur and not be
detected. Accordingly, our disclosure controls and procedures are designed to provide reasonable, not absolute, assurance that the disclosure
controls and procedures are met.

The loss of our key employees or our inability to retain them could negatively impact our business.

        Our success has been, and will continue to be, dependent on our ability to retain the services of our existing key executive officers and to
attract and retain additional qualified personnel in the future. The pool of talent from which we actively recruit is limited. Although, to date, we
have not experienced difficulties in attracting and retaining key personnel, the inability to attract and retain qualified personnel when available
and the loss of services of key personnel could have a material adverse effect on our financial condition and results of operations. In addition,
our underwriting staff is critical to our success in the production of business. While we do not consider any of our key executive officers or
underwriters to be irreplaceable, the loss of the services of our key executive officers or underwriters or the inability to hire and retain other
highly qualified personnel in the future could delay or prevent us from fully implementing our business strategy which could affect our financial
performance. We are not aware of any intentions of any of our key personnel that would cause them no longer to provide their professional
services to us in the near future and are currently in discussions with Paul B. Ingrey, the Chief Executive Officer of Arch Re Bermuda, with
respect to his continued service to our company beyond the term of his current employment agreement, which expires in October 2004.
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The preparation of our financial statements requires us to make many estimates and judgments, which are even more difficult than
those made in a mature company since very limited historical information has been reported to us through December 31, 2003.

        The preparation of consolidated financial statements requires us to make many estimates and judgments that affect the reported amounts of
assets, liabilities (including reserves), revenues and expenses, and related disclosures of contingent liabilities. On an ongoing basis, we evaluate
our estimates, including those related to revenue recognition, insurance and other reserves, reinsurance recoverables, investment valuations,
intangible assets, bad debts, income taxes, contingencies and litigation. We base our estimates on historical experience, where possible, and on
various other assumptions that we believe to be reasonable under the circumstances, which form the basis for our judgments about the carrying
values of assets and liabilities that are not readily apparent from other sources. Estimates and judgments for a relatively new insurance and
reinsurance company, like our company, are even more difficult to make than those made in a mature company since very limited historical
information has been reported to us through December 31, 2003. Instead, our current loss reserves are based almost entirely on estimates
involving actuarial and statistical projections of our expectations of the ultimate settlement and administration costs of claims incurred but not
yet reported. We utilize actuarial models as well as historical insurance industry loss development patterns to establish loss reserves.
Accordingly, actual claims and claim expenses paid may deviate, perhaps substantially, from the reserve estimates reflected in our financial
statements.

The Warburg Pincus funds and the Hellman & Friedman funds together own a majority of our voting shares, and these shareholders
have the right to have directors on our board and the right to approve most transactions outside of the ordinary course of our business;
their interests may materially differ from the interests of the holders of our common shares.

        The Warburg Pincus funds and the Hellman & Friedman funds own 34.2% and 21.4% of our outstanding voting shares, respectively, as of
December 31, 2003. These shareholders are non-U.S. persons as defined in the Internal Revenue Code of 1986, as amended (the "Code"), and, as
such, they are not subject to the voting limitation contained in our bye-laws. In addition, our shareholders agreement prevents us from taking
many actions outside the ordinary course of our business without the approval of a designee of the Warburg Pincus funds and a designee of the
Hellman & Friedman funds. We have agreed not to declare any dividend or make any other distribution on our common shares, and not to
repurchase any common shares, until we have repurchased from the Warburg Pincus funds, the Hellman & Friedman funds and the other holders
of preference shares, pro rata, on the basis of the amount of these shareholders' investments in us at the time of such repurchase, preference
shares having an aggregate value of $250.0 million, at a per share price acceptable to these shareholders. By reason of their ownership and the
shareholders agreement between us and the holders of preference shares, the Warburg Pincus funds and the Hellman & Friedman funds,
individually or together, are able to strongly influence or effectively control actions to be taken by us, or our shareholders.
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        In addition, the Warburg Pincus funds and the Hellman & Friedman funds are entitled to nominate a prescribed number of directors based
on the respective retained percentages of their equity securities purchased in November 2001. Currently, our board consists of twelve members,
which includes three directors nominated by the Warburg Pincus funds and two directors nominated by the Hellman & Friedman funds. As long
as the Warburg Pincus funds retain at least 75% of their original investment and the Hellman & Friedman funds retain at least 60% of their
original investment, these shareholders will be entitled to nominate six and three directors, respectively. Together they have the right to
nominate a majority of directors to our board. The interests of these shareholders may differ materially from the interests of the holders of our
common shares, and these shareholders could take actions or make decisions that are not in the interests of the holders of our common shares
generally.
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We may be required to issue additional preference shares to the investors in the November 2001 capital infusion as a result of a
purchase price adjustment mechanism agreed to in connection with it, and the value of our common shares may, therefore, be further
diluted.

        Pursuant to the subscription agreement entered into in connection with the November 2001 capital infusion (the "Subscription Agreement"),
an adjustment basket relating to certain non-core operations was calculated during the 2003 fourth quarter for purposes of determining whether
we would be required to issue additional preference shares to the investors as a purchase price adjustment. The adjustment basket was equal to
(1) the difference between value realized upon sale and the GAAP book value at the closing of the capital infusion (November 2001) (as
adjusted based on a pre-determined growth rate) of agreed upon non-core businesses; plus (2) the difference between GAAP net book value of
our insurance balances attributable to our core insurance operations with respect to any policy or contract written or having a specified effective
date at the time of the final adjustment and those balances at the closing; minus (3) reductions in book value arising from costs and expenses
relating to the transaction provided under the Subscription Agreement, actual losses arising out of breach of representations under the
Subscription Agreement and certain other costs and expenses. If the adjustment basket had been calculated as less than zero, we would have
been required to issue additional preference shares (or, in certain extreme cases, preference shares of a subsidiary) to the investors based on the
decrease in value of the components of the adjustment basket. In February 2004, the parties agreed that no purchase price adjustment was
required pursuant to the above calculation and, accordingly, no additional preference shares will be issued to the investors. In November 2005,
there will be a calculation of a further adjustment basket based on (1) liabilities owed to Folksamerica Reinsurance Company (if any) under the
Asset Purchase Agreement, dated as of January 10, 2000, between us and Folksamerica, and (2) specified tax and ERISA matters under the
Subscription Agreement.

The price of our common shares may be volatile.

        There has been significant volatility in the market for equity securities. In 2001 and 2002, the price of our common shares fluctuated from a
low of $14.38 to a high of $28.34 and from a low of $22.85 to a high of $34.50, respectively. For the year ended December 31, 2003, the price
of our common shares fluctuated from a low of $27.71 to a high of $40.01. On March 22, 2004, the last quoted price of our common shares as
reported on the Nasdaq National Market was $40.13. The price of our common shares may not remain at or exceed current levels. The following
factors may have an adverse impact on the market price of our common stock:

�
actual or anticipated variations in our quarterly results of operations;

�
changes in market valuation of companies in the insurance and reinsurance industry;

�
changes in expectations of future financial performance or changes in estimates of securities analysts;

�
fluctuations in stock market process and volumes;

�
issuances or sales of common shares or other securities in the future;

�
the addition or departure of key personnel; and

�
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announcements by us or our competitors of acquisitions, investments or strategic alliances.

Stock markets in the United States often experience extreme price and volume fluctuations. Market fluctuations, as well as general political and
economic conditions such as recession or interest rate or currency rate fluctuations, could adversely affect the market price of our stock.
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Future sales of our common shares, whether by us or our shareholders, could adversely affect their market price.

        Generally, our board of directors has the power to issue new equity (to the extent of authorized shares) without shareholder approval,
except that shareholder approval may be required under applicable law or NASDAQ National Market rules for certain transactions. We may
issue new equity to raise additional capital to support our insurance and reinsurance operations or for other purposes. Any additional issuance by
us would have the effect of diluting the percentage ownership of our shareholders and could have the effect of diluting our earnings and our
book value per share.

        In addition, the market price of our common shares could fall substantially if our existing shareholders sell large amounts of common
shares in the public market. The availability of a large number of shares for sale could result in the need for sellers to accept a lower price in
order to complete a sale. As of December 31, 2003, there are 28,200,372 common shares outstanding and up to 44,599,812 common shares
issuable upon exercise of options or warrants or conversion of convertible securities. Of the outstanding shares, 21,493,985 common shares are
freely tradable and 45,551,052 common shares (including common shares issuable upon conversion of convertible preference shares) are subject
to Rule 144 under the Securities Act. Of the shares subject to Rule 144 under the Securities Act, there are 11,989,347 common shares registered
for resale by selling shareholders, including those registered pursuant to our existing registration statement. In addition, we have registered with
the United States Securities and Exchange Commission (the "SEC") up to $500,000,000 of new securities which may consist in part or entirely
of common shares.

        We have granted the Warburg Pincus funds and Hellman & Friedman funds demand registration rights and all of the investors in the
November 2001 capital infusion certain "piggy-back" registration rights with respect to the common shares issuable to them upon conversion of
the preference shares or exercise of the class A warrants (although such warrants are no longer outstanding). Certain other investors who
purchased or acquired shares in unregistered transactions also have demand and piggy-back registration rights. They can exercise these rights at
any time.

Our business is dependent upon insurance and reinsurance brokers, and the failure to develop or the loss of important broker
relationships could materially adversely affect our ability to market our products and services.

        We market our insurance and reinsurance products primarily through brokers. We derive a significant portion of our business from a
limited number of brokers. During 2003, approximately 20.0%, 18.3% and 10.6% of our gross premiums written were generated by AON
Corporation and its subsidiaries, Marsh & McLennan Companies and Willis Group Holdings and its subsidiaries, respectively. Some of our
competitors have had longer term relationships with the brokers we use than we have, and the brokers may promote products offered by
companies that may offer a larger variety of products than we do. Loss of all or a substantial portion of the business provided by these brokers
could have a material adverse effect on us.

We could be materially adversely affected to the extent that managing general agents, general agents and other producers in our
program business exceed their underwriting authorities or otherwise breach obligations owed to us.

        In the program business conducted by our insurance group, following our underwriting, financial, claims and information technology due
diligence reviews, we authorize managing general agents, general agents and other producers to write business on our behalf within underwriting
authorities prescribed by us. Once a program incepts, we must rely on the underwriting controls of these agents to write business within the
underwriting authorities provided by us. Although we monitor our programs on an ongoing basis, our monitoring efforts may not be adequate or
our agents may exceed their
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underwriting authorities or otherwise breach obligations owed to us. We have experienced breaches by certain of our agents, all of which have
been resolved favorably for us. To the extent that our agents exceed their authorities or otherwise breach obligations owed to us in the future, our
financial condition and results of operations could be materially adversely affected.

A downgrade in our ratings or our inability to obtain a rating for our operating insurance and reinsurance subsidiaries may adversely
affect our relationships with clients and brokers and negatively impact sales of our products.

        Financial strength and claims paying ratings from third party rating agencies are instrumental in establishing the competitive positions of
companies in our industry. Periodically, rating agencies evaluate us to confirm that we continue to meet their criteria for the ratings assigned to
us by them. Recently, rating agencies have been coming under increasing pressure as a result of high-profile corporate bankruptcies and may, as
a result, increase their scrutiny of rated companies, revise their rating policies or take other action. Although, since the commencement of our
underwriting initiative in October 2001, our ratings have not been downgraded, we can offer no assurances that our ratings will remain at their
current levels. A ratings downgrade, or the potential for such a downgrade, could adversely affect both our relationships with agents, brokers,
wholesalers and other distributors of our existing products and services and new sales of our products and services. Any ratings downgrade or
failure to obtain a necessary rating could adversely affect our ability to compete in our markets and have a material adverse impact on our
financial condition and results of operations.

Our investment performance may affect our financial results and ability to conduct business.

        Our operating results depend in part on the performance of our investment portfolio. A significant portion of our cash and invested assets
consists of fixed income securities (91.4% as of December 31, 2003). Although our current investment guidelines stress preservation of capital,
market liquidity and diversification of risk, our investments are subject to market-wide risks and fluctuations. In addition, although we did not
experience any significant defaults by issuers during 2003, we are subject to risks inherent in particular securities. We may not be able to realize
our investment objectives, which could reduce our net income significantly. In the event that we are unsuccessful in correlating our investment
portfolio with our expected insurance and reinsurance liabilities, we may be forced to liquidate our investments at times and prices that are not
optimal, which could have a material adverse effect on our financial results and ability to conduct our business.

We may be adversely affected by interest rate changes.

        Our operating results are affected, in part, by the performance of our investment portfolio. Our investment portfolio contains interest
rate-sensitive-instruments, such as bonds, which may be adversely affected by changes in interest rates. Changes in interest rates could also have
an adverse effect on our investment income and results of operations. For example, if interest rates decline, as is the case in the current
environment, funds reinvested will earn less than expected.

        In addition, our investment portfolio includes mortgage-backed securities. As of December 31, 2003, mortgage-backed securities
constituted approximately 1.3% of our cash and invested assets. As with other fixed income investments, the fair market value of these securities
fluctuates depending on market and other general economic conditions and the interest rate environment. Changes in interest rates can expose us
to prepayment risks on these investments. In periods of declining interest rates, mortgage prepayments generally increase and mortgage-backed
securities are prepaid more quickly, requiring us to reinvest the proceeds at the then current market rates. During 2003, we significantly
decreased our investments in mortgage-backed securities in order to reduce the prepayment risk in our investment portfolio.
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        Interest rates are highly sensitive to many factors, including governmental monetary policies, domestic and international economic and
political conditions and other factors beyond our control. Although we attempt to take measures to manage the risks of investing in a changing
interest rate environment, we may not be able to mitigate interest rate sensitivity effectively. Despite our mitigation efforts, a significant increase
in interest rates could have a material adverse effect on our book value.

We may require additional capital in 2004, or in the future, which may not be available or only available on unfavorable terms.

        We monitor our capital adequacy on a regular basis. The capital requirements of our business depend on many factors, including our ability
to write new business successfully and to establish premium rates and reserves at levels sufficient to cover losses. Our ability to underwrite is
largely dependent upon the quality of our claims paying and financial strength ratings as evaluated by independent rating agencies. To the extent
that our existing capital is insufficient to fund our future operating requirements and/or cover claim losses, we may need to raise additional funds
through financings or limit our growth. Any equity or debt financing, if available at all, may be on terms that are unfavorable to us. In the case of
equity financings, dilution to our shareholders could result, and, in any case, such securities may have rights, preferences and privileges that are
senior to those of our outstanding securities. If we are not able to obtain adequate capital, our business, results of operations and financial
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condition could be adversely affected. It is possible, based upon current available information, that we will raise additional capital during the
first half of 2004 to support our underwriting activities. See "Management's Discussion and Analysis of Financial Condition and Results of
Operations�Liquidity and Capital Resources."

We sold our prior reinsurance operations in May 2000 and may have liability to the purchaser and continuing liability from those
reinsurance operations if the purchaser should fail to make payments on the reinsurance liabilities it assumed.

        On May 5, 2000, we sold our prior reinsurance operations to Folksamerica Reinsurance Company. The Folksamerica transaction was
structured as a transfer and assumption agreement (and not reinsurance), and, accordingly, the loss reserves (and any related reinsurance
recoverables) relating to the transferred business are not included as assets or liabilities on our balance sheet. In addition, in connection with that
asset sale, we made extensive representations and warranties about us and our reinsurance operations, some of which survived the closing of the
asset sale. Breach of these representations and warranties could result in liability to us. In the event that Folksamerica refuses or is unable to
make payment for reserved losses transferred to it by us in the May 2000 sale and the notice given to reinsureds is found not to be an effective
release by such reinsureds, we would be liable for such claims.

Any future acquisitions may expose us to operational risks.

        We have made, and may in the future make, strategic acquisitions, either of other companies or selected blocks of business. Any future
acquisitions may expose us to operational challenges and risks, including:

�
integrating financial and operational reporting systems;

�
establishing satisfactory budgetary and other financial controls;

�
funding increased capital needs and overhead expenses;

�
obtaining management personnel required for expanded operations;
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�
funding cash flow shortages that may occur if anticipated sales and revenues are not realized or are delayed, whether by
general economic or market conditions or unforeseen internal difficulties;

�
the value of assets acquired may be lower than expected or may diminish due to credit defaults or changes in interest rates
and liabilities assumed may be greater than expected;

�
the assets and liabilities we may acquire may be subject to foreign currency exchange rate fluctuation; and

�
financial exposures in the event that the sellers of the entities we acquire are unable or unwilling to meet their
indemnification, reinsurance and other obligations to us.

        Our failure to manage successfully these operational challenges and risks may impact our results of operations.

Some of the provisions of our bye-laws and our shareholders agreement may have the effect of hindering, delaying or preventing third
party takeovers or changes in management initiated by shareholders. These provisions may also prevent our shareholders from
receiving premium prices for their shares in an unsolicited takeover.

        Some provisions of our bye-laws could have the effect of discouraging unsolicited takeover bids from third parties or changes in
management initiated by shareholders. These provisions may encourage companies interested in acquiring the company to negotiate in advance
with our board of directors, since the board has the authority to overrule the operation of several of the limitations.
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        Among other things, our bye-laws provide:

�
for a classified board of directors, in which the directors of the class elected at each annual general meeting holds office for a
term of three years, with the term of each class expiring at successive annual general meetings of shareholders;

�
that the number of directors is determined by the board from time to time by a vote of the majority of our board;

�
that directors may only be removed for cause, and cause removal shall be deemed to exist only if the director whose removal
is proposed has been convicted of a felony or been found by a court to be liable for gross negligence or misconduct in the
performance of his or her duties;

�
that our board has the right to fill vacancies, including vacancies created by an expansion of the board;

�
for limitations on shareholders' right to call special general meetings and to raise proposals or nominate directors at general
meetings; and

�
that shareholders may act by written consent only if such consent is unanimous among all shareholders entitled to vote.

        Our bye-laws provide that certain provisions which may have anti-takeover effects may be repealed or altered only with prior board
approval and upon the affirmative vote of holders of shares representing at least 65% of the total voting power of our shares entitled generally to
vote at an election of directors.
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        The bye-laws also contain a provision limiting the rights of any U.S. person (as defined in section 7701(a)(30) of the Code), that owns
shares of ACGL, directly, indirectly or constructively (within the meaning of section 958 of the Code), representing more than 9.9% of the
voting power of all shares entitled to vote generally at an election of directors. The votes conferred by such shares or such U.S. person will be
reduced by whatever amount is necessary so that after any such reduction the votes conferred by the shares of such person will constitute 9.9%
of the total voting power of all shares entitled to vote generally at an election of directors. Notwithstanding this provision, the board may make
such final adjustments to the aggregate number of votes conferred by the shares of any U.S. person that the board considers fair and reasonable
in all circumstances to ensure that such votes represent 9.9% of the aggregate voting power of the votes conferred by all shares of ACGL entitled
to vote generally at an election of directors. ACGL will assume that all shareholders (other than the Warburg Pincus funds and the Hellman &
Friedman funds) are U.S. persons unless we receive assurance satisfactory to us that they are not U.S. persons.

        Moreover, most states, including states in which our subsidiaries are domiciled, have laws and regulations that require regulatory approval
of a change in control of an insurer or an insurer's holding company. Where such laws apply to us and our subsidiaries, there can be no effective
change in our control unless the person seeking to acquire control has filed a statement with the regulators and has obtained prior approval for
the proposed change from such regulators. The usual measure for a presumptive change in control pursuant to these laws is the acquisition of
10% or more of the voting power of the insurance company or its parent, although this presumption is rebuttable. Consequently, a person may
not acquire 10% or more of our common shares without the prior approval of insurance regulators in the state in which our subsidiaries are
domiciled.

        The bye-laws also provide that the affirmative vote of 80% of our outstanding shares (including a majority of the outstanding shares held by
shareholders other than holders (and such holder's affiliates) of 10% or more ("10% holders") of the outstanding shares) shall be required (the
"extraordinary vote") for the following corporate actions:

�
merger or consolidation of the company into a 10% holder;

�
sale of any or all of our assets to a 10% holder;

�
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the issuance of voting securities to a 10% holder; or

�
amendment of these provisions;

provided, however, the extraordinary vote will not apply to any transaction approved by the board, so long as a majority of those board members
voting in favor of the transaction were duly elected and acting members of the board prior to the time the 10% holder became a 10% holder.

        In addition, pursuant to the shareholders agreement which we entered into in connection with the November 2001 capital infusion, we
cannot engage in transactions outside the ordinary course of our business, including mergers and acquisitions, without the consent of a designee
of the Warburg Pincus funds and a designee of the Hellman & Friedman funds. To the extent these provisions discourage takeover attempts, they
could deprive our shareholders of opportunities to realize takeover premiums for their shares or could depress the market price of our common
shares.

        The provisions described above may have the effect of making more difficult or discouraging unsolicited takeover bids from third parties.
To the extent that these effects occur, shareholders could be deprived of opportunities to realize takeover premiums for their shares and the
market price of their shares could be depressed. In addition, these provisions could also result in the entrenchment of incumbent management.
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Our operating insurance and reinsurance subsidiaries are subject to regulation in various jurisdictions, and material changes in the
regulation of their operations could adversely affect our results of operations.

        Our insurance and reinsurance subsidiaries are subject to government regulation in each of the jurisdictions in which they are licensed or
authorized to do business. Governmental agencies have broad administrative power to regulate many aspects of the insurance business, which
may include trade and claim practices, accounting methods, premium rates, marketing practices, claims practices, advertising, policy forms, and
capital adequacy. These agencies are concerned primarily with the protection of policyholders rather than shareholders. Moreover, insurance
laws and regulations, among other things:

�
establish solvency requirements, including minimum reserves and capital and surplus requirements;

�
limit the amount of dividends, tax distributions, intercompany loans and other payments our insurance subsidiaries can make
without prior regulatory approval;

�
impose restrictions on the amount and type of investments we may hold; and

�
require assessments to pay claims of insolvent insurance companies.

        The National Association of Insurance Commissioners, which we call the NAIC, continuously examines existing laws and regulations. We
cannot predict the effect that any NAIC recommendations or proposed or future legislation or rule making in the United States or elsewhere may
have on our financial condition or operations.

        Our Bermuda insurance and reinsurance subsidiary, Arch Re Bermuda, conducts its business from its offices in Bermuda and is not licensed
or admitted to do business in any jurisdiction except Bermuda. We do not believe that Arch Re Bermuda is subject to the insurance laws of any
state in the United States; however, recent scrutiny of the insurance and reinsurance industry in the U.S. and other countries could subject Arch
Re Bermuda to additional regulation. Our U.S. reinsurance subsidiary, Arch Re U.S., and our U.S. insurance subsidiaries, Arch Insurance, Arch
Specialty, Arch E&S, Western Diversified, American Independent and PSIC, write reinsurance and insurance in the United States. These
subsidiaries are subject to extensive regulation under state statutes which delegate regulatory, supervisory and administrative powers to state
insurance commissioners. Such regulation generally is designed to protect policyholders rather than investors.

        Each of our U.S. and Bermuda insurance and reinsurance subsidiaries is required to maintain minimum capital and surplus as mandated by
their respective jurisdictions of incorporation. All of our subsidiaries are currently in compliance with these capital and surplus requirements.
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        We periodically review our corporate structure in the United States so that we can optimally deploy our capital. Changes in that structure
require regulatory approval. Delays or failure in obtaining any of these approvals could limit the amount of insurance that we can write in the
United States.

        If ACGL or any of our subsidiaries were to become subject to the laws of a new jurisdiction in which such entity is not presently admitted,
ACGL or such subsidiary may not be in compliance with the laws of the new jurisdiction. Any failure to comply with applicable laws could
result in the imposition of significant restrictions on our ability to do business, and could also result in fines and other sanctions, any or all of
which could adversely affect our financial condition and results of operations.

S-20

ACGL is a holding company and is dependent on dividends and other payments from its operating subsidiaries, which are subject to
dividend restrictions.

        We are a holding company whose assets primarily consist of the shares in our subsidiaries. Generally, we depend on our available cash
resources, liquid investments and dividends or other distributions from our subsidiaries to make payments, including the payment of debt service
obligations and operating expenses we may incur. The ability of our regulated insurance and reinsurance subsidiaries to pay dividends or make
distributions is dependent on their ability to meet applicable regulatory standards. Since the commencement of our underwriting initiative in
October 2001 through December 31, 2003, no dividends were paid to ACGL by any of its subsidiaries. We believe that we have enough cash
resources and available dividend capacity to service our indebtedness and other current outstanding obligations.

        The ability of our regulated insurance and reinsurance subsidiaries to pay dividends or make distributions is dependent on their ability to
meet applicable regulatory standards. Under Bermuda law, Arch Re Bermuda is required to maintain a minimum solvency margin (i.e., the
amount by which the value of its general business assets must exceed its general business liabilities) equal to the greatest of (1) $100,000,000,
(2) 50% of net premiums written (being gross premiums written by us less any premiums ceded by us, but we may not deduct more than 25% of
gross premiums when computing net premiums written) and (3) 15% of loss and other insurance reserves. Arch Re Bermuda is prohibited from
declaring or paying any dividends during any financial year if it is not in compliance with its minimum solvency margin. In addition, Arch Re
Bermuda is prohibited from declaring or paying in any financial year dividends of more than 25% of its total statutory capital and surplus (as
shown on its previous financial year's statutory balance sheet) unless it files, at least seven days before payment of such dividends, with the
Bermuda Monetary Authority an affidavit stating that it will continue to meet the required margins. In addition, Arch Re Bermuda is prohibited,
without prior approval of the Bermuda Monetary Authority, from reducing by 15% or more its total statutory capital, as set out in its previous
year's financial statements. At December 31, 2003, Arch Re Bermuda had statutory capital and surplus as determined under Bermuda law of
$1.43 billion (including interests in U.S. insurance and reinsurance subsidiaries). Accordingly, as of December 31, 2003, 15% of Arch Re
Bermuda's capital, or approximately $214.7 million, is available for dividends without prior approval under Bermuda law, as discussed above.
Our U.S. insurance and reinsurance subsidiaries, on a consolidated basis, may not pay any significant dividends or distributions during 2004
without prior regulatory approval. In addition, the ability of our insurance and reinsurance subsidiaries to pay dividends could be constrained by
our dependence on financial strength ratings from independent rating agencies. Our ratings from these agencies depend to a large extent on the
capitalization levels of our insurance and reinsurance subsidiaries.

If our Bermuda reinsurance subsidiary is unable to provide collateral to ceding companies, its ability to conduct business could be
significantly and negatively affected.

        Arch Re Bermuda is a registered Bermuda insurance company and is not licensed or admitted as an insurer in any jurisdiction in the United
States. Because insurance regulations in the United States do not permit insurance companies to take credit for reinsurance obtained from
unlicensed or non-admitted insurers on their statutory financial statements unless security is posted, Arch Re Bermuda's contracts generally
require it to post a letter of credit or provide other security after a reinsured reports a claim. Although, to date, Arch Re Bermuda has not
experienced any difficulties in providing collateral when required, if we are unable to post security in the form of letters of credit or trust funds
when required, the operations of Arch Re Bermuda could be significantly and negatively affected.

S-21

We may become subject to taxes in Bermuda after March 28, 2016, which may have a material adverse effect on our results of
operations.

        Under current Bermuda law, we are not subject to tax on income or capital gains. Furthermore, we have obtained from the Minister of
Finance of Bermuda under the Exempted Undertakings Tax Protection Act, 1966, an assurance that, in the event that Bermuda enacts legislation
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imposing tax computed on profits, income, any capital asset, gain or appreciation, or any tax in the nature of estate duty or inheritance tax, then
the imposition of the tax will not be applicable to us or our operations until March 28, 2016. We could be subject to taxes in Bermuda after that
date. This assurance does not, however, prevent the imposition of taxes on any person ordinarily resident in Bermuda or any company in respect
of its ownership of real property or leasehold interests in Bermuda.

Foreign currency exchange rate fluctuation may adversely affect our financial results.

        We write business on a worldwide basis, and our results of operations may be affected by fluctuations in the value of currencies other than
the U.S. dollar. The primary foreign currencies in which we operate are the Euro, the British Pound Sterling and the Canadian Dollar. Changes
in foreign currency exchange rates can reduce our revenues and increase our liabilities and costs, as measured in the U.S. dollar as our functional
currency. To date, we have not attempted to reduce our exposure to these exchange rate risks by using hedging transactions or by investing in
securities denominated in currencies other than the U.S. dollar. We may therefore suffer losses solely as a result of exchange rate fluctuations. In
order to minimize the impact of exchange rate fluctuations, we are considering reducing our exposure to these exchange rate risks in 2004 by
investing in securities denominated in currencies other than the U.S. dollar. Since inception, we have recorded net premiums written of
approximately $313.6 million from British Pound Sterling-denominated contracts, $95.8 million from Euro-denominated contracts and
$68.9 million from Canadian Dollar-denominated contracts. For the years ended December 31, 2003 and 2002, net foreign exchange gains were
$997,000 and $2.4 million, respectively.

Employees of our Bermuda operations are required to obtain work permits before engaging in a gainful occupation in Bermuda.
Required work permits may not be granted or may not remain in effect.

        Under Bermuda law, non-Bermudians (other than spouses of Bermudians) may not engage in any gainful occupation in Bermuda without
an appropriate governmental work permit. Our success may depend in part on the continued services of key employees in Bermuda. A work
permit may be granted or renewed upon showing that, after proper public advertisement, no Bermudian (or spouse of a Bermudian or a holder of
a permanent resident's certificate or holder of a working resident's certificate) is available who meets the minimum standards reasonably required
by the employer. The Bermuda government's policy places a six-year term limit on individuals with work permits, subject to certain exemptions
for key employees. A work permit is issued with an expiry date (up to five years) and no assurances can be given that any work permit will be
issued or, if issued, renewed upon the expiration of the relevant term. We consider our key officers in Bermuda to be Constantine Iordanou, our
President and Chief Executive Officer (work permit expires November 12, 2006), Paul B. Ingrey, Chief Executive Officer of Arch Re Bermuda
(work permit expires May 12, 2005), Dwight R. Evans, President of Arch Re Bermuda (work permit expires May 12, 2005) and John D.
Vollaro, our Executive Vice President and Chief Financial Officer (work permit expires July 25, 2005). If work permits are not obtained or
renewed for our principal employees, we could lose their services, which could materially affect our business.

S-22

The enforcement of civil liabilities against us may be difficult.

        We are a Bermuda company and in the future some of our officers and directors may be residents of various jurisdictions outside the United
States. All or a substantial portion of our assets and of those persons may be located outside the United States. As a result, it may be difficult for
you to effect service of process within the United States upon those persons or to enforce in United States courts judgments obtained against
those persons.

        We have appointed National Registered Agents, Inc., New York, New York, as our agent for service of process with respect to actions
based on offers and sales of securities made in the United States. We have been advised by our Bermuda counsel, Conyers Dill & Pearman, that
the United States and Bermuda do not currently have a treaty providing for reciprocal recognition and enforcement of judgments of U.S. courts
in civil and commercial matters and that a final judgment for the payment of money rendered by a court in the United States based on civil
liability, whether or not predicated solely upon the U.S. federal securities laws, would, therefore, not be automatically enforceable in Bermuda.
We also have been advised by Conyers Dill & Pearman that a final and conclusive judgment obtained in a court in the United States under which
a sum of money is payable as compensatory damages (i.e., not being a sum claimed by a revenue authority for taxes or other charges of a similar
nature by a governmental authority, or in respect of a fine or penalty or multiple or punitive damages) may be the subject of an action on a debt
in the Supreme Court of Bermuda under the common law doctrine of obligation. Such an action should be successful upon proof that the sum of
money is due and payable, and without having to prove the facts supporting the underlying judgment, as long as:

�
the court which gave the judgment had proper jurisdiction over the parties to such judgment;

�
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such court did not contravene the rules of natural justice of Bermuda;

�
such judgment was not obtained by fraud;

�
the enforcement of the judgment would not be contrary to the public policy of Bermuda;

�
no new admissible evidence relevant to the action is submitted prior to the rendering of the judgment by the courts of
Bermuda; and

�
there is due compliance with the correct procedures under Bermuda law.

A Bermuda court may impose civil liability on us or our directors or officers in a suit brought in the Supreme Court of Bermuda against us or
such persons with respect to a violation of U.S. federal securities laws, provided that the facts surrounding such violation would constitute or
give rise to a cause of action under Bermuda law.

Risks Relating to Taxation

We and our non-U.S. subsidiaries may become subject to U.S. federal income taxation.

        ACGL and its non-U.S. subsidiaries intend to operate their business in a manner that will not cause them to be treated as engaged in a trade
or business in the United States and, thus, will not be required to pay U.S. federal income taxes (other than withholding taxes on certain U.S.
source investment income) on their income. However, because there is uncertainty as to the activities which constitute being engaged in a trade
or business in the United States, there can be no assurances that the U.S. Internal Revenue Service will not contend successfully that ACGL or
its non-U.S. subsidiaries are engaged in a trade or business in the United States. If ACGL or any of its non-U.S. subsidiaries were subject to U.S.
income tax, our shareholders' equity and earnings could be adversely affected.

S-23

Certain of our U.S. subsidiaries were personal holding companies in respect of 2002 and 2003, but did not have "undistributed personal holding
company income."

        We changed our legal domicile from the United States to Bermuda in November 2000. Legislation has recently been introduced which (if
enacted) could eliminate the tax benefits available to companies, like us, that changed their legal domiciles to Bermuda. In addition, some U.S.
insurance companies have been lobbying Congress to pass legislation intended to eliminate certain perceived tax advantages of U.S. insurance
companies with Bermuda affiliates resulting principally from reinsurance between or among U.S. insurance companies and their Bermuda
affiliates. Legislation, if passed, and other changes in U.S. tax laws, regulations and interpretations thereof to address these issues could
adversely affect us.

U.S. persons who hold our common shares may be subject to U.S. income taxation at ordinary income rates on our undistributed
earnings and profits. In addition, the heirs or estate of any individual holder may not be entitled to a "step-up" in basis of our common
shares which might otherwise be available upon such holder's death.

        We believe that we and our non-U.S. subsidiaries currently are controlled foreign corporations ("CFCs"), although our bye-laws are
designed to preclude any U.S. person from adverse tax consequences as a result of our CFC status. ACGL and certain of its non-U.S.
subsidiaries were also foreign personal holding companies in respect of 2002 and 2003, but did not have undistributed foreign personal holding
company income. We do not believe that we are a passive foreign investment company. Since these determinations and beliefs are based upon
legal and factual conclusions, no assurances can be given that the U.S. Internal Revenue Service or a court would concur with our conclusions. If
they were not to so concur, U.S. persons who hold our common shares may suffer adverse tax consequences.

S-24
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USE OF PROCEEDS

        We expect to use the net proceeds from the sale of the common shares offered by us, estimated to be approximately $168.9 million (after
deducting underwriting discounts and estimated expenses of the offering), principally to support the growth of our insurance and reinsurance
operations.

        This use of proceeds does not reflect the underwriters' exercise of their over-allotment option. If the underwriters exercise their
over-allotment option in full, we will receive additional net proceeds of approximately $25.5 million.

        For additional information regarding our capital, see "Management's Discussion and Analysis of Financial Condition and Results of
Operations�Liquidity and Capital Resources" and footnote (1) to the table set forth under the heading "Capitalization."

S-25

PRICE RANGE OF COMMON SHARES

        Our common shares are traded on the Nasdaq National Market under the symbol "ACGL." For the periods presented below, the high and
low sales prices and closing prices for our common shares as reported on the Nasdaq National Market were as follows:

Three Months Ended

December 31, 2003 September 30, 2003 June 30, 2003 March 31, 2003

High $ 40.01 $ 35.85 $ 37.80 $ 33.85
Low 33.04 30.48 32.74 27.71
Close 39.86 33.07 34.68 33.94

Three Months Ended

December 31, 2002 September 30, 2002 June 30, 2002 March 31, 2002

High $ 34.50 $ 28.93 $ 31.10 $ 27.94
Low 26.00 22.85 25.35 25.00
Close 31.17 27.90 28.15 25.81
        On March 22, 2004, the high and low sales prices and the closing price for our common shares as reported on the Nasdaq National Market
were $41.76, $40.13 and $40.13, respectively. As of March 1, 2004, and based on information provided to us by our transfer agent and proxy
solicitor, there were approximately 181 holders of record of our common shares, approximately 3,800 beneficial holders of our common shares
and 27 holders of record and beneficial holders of our preference shares.

DIVIDEND POLICY

        Any determination to pay dividends will be at the discretion of our board of directors and will be dependent upon our results of operations,
financial condition and other factors deemed relevant by our board of directors. As a holding company, we will depend on future dividends and
other permitted payments from our subsidiaries to pay dividends to our shareholders. Our subsidiaries' ability to pay dividends, as well as our
ability to pay dividends, is, and is expected to be, subject to regulatory, contractual, rating agency and other constraints. Our board of directors
currently does not intend to declare dividends or make any other distributions.

        In addition, pursuant to our shareholders agreement, we have agreed not to declare any dividend or make any other distribution on our
common shares, and not to repurchase any common shares, until we have repurchased from the Warburg Pincus funds, the Hellman & Friedman
funds and the other holders of our preference shares, pro rata, on the basis of the amount of those shareholders' investments in us at the time of
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such repurchase, preference shares having an aggregate value of $250.0 million, at a per share price acceptable to those shareholders.

S-26

CAPITALIZATION

        The following table sets forth our capitalization at December 31, 2003 on:

�
an historical basis; and

�
an as adjusted basis to give effect to this offering.

        The following should be read in conjunction with our financial statements and the notes related thereto which are included in our Annual
Report on Form 10-K for the year ended December 31, 2003, which is incorporated by reference in this prospectus supplement.

December 31, 2003

Historical As adjusted

(in thousands)

Revolving credit agreement borrowings $ 200,000 $ 200,000
Other debt(1)(2) � �

Total debt(2) 200,000 200,000

Shareholders' equity:
Series A convertible preference shares, $0.01 par value, 50,000,000
shares authorized, 38,844,665 shares issued and outstanding,
actual and as adjusted 388 388
Common shares, $0.01 par value, 200,000,000 shares authorized, 28,200,372
shares issued and outstanding actual, 32,625,372 shares issued and outstanding as
adjusted(3) 282 326
Additional paid-in capital 1,361,267 1,530,143
Deferred compensation under share award plan (15,004) (15,004)
Retained earnings 327,963 327,963
Accumulated other comprehensive income consisting of appreciation in value of
investments, net of deferred income tax 35,833 35,833

Total shareholders' equity 1,710,729 1,879,649

Total capitalization $ 1,910,729 $ 2,079,649

December 31, 2003

Historical As Adjusted

Book value:
Per common share(4)(5) $ 31.74 $ 32.61
Diluted(4) $ 25.52 $ 26.30
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December 31, 2003

Common shares outstanding:
Actual 28,200,372 32,625,372
Diluted(5) 67,045,037 71,470,037

(1)
We are currently reviewing our capital needs for 2004. As part of our capital raising activities, we may also seek to supplement, or
replace, our current revolving credit facility borrowings with longer term debt securities or other debt financing. See "Management's
Discussion and Analysis of Financial Condition and Results of Operations�Liquidity and Capital Resources."

(2)
Does not include reserves or other balance sheet or non-balance-sheet liabilities, including contingent liabilities. See "Selected
Historical Consolidated Financial and Operating Data" and "Management's Discussion and Analysis of Financial Condition and
Results of Operations."

S-27

(3)
The number of common shares outstanding does not include 38,844,665 common shares issuable upon conversion of our preference
shares and 74,737 common shares issuable upon exercise of our class B warrants (calculated using the treasury stock method and
based on 150,000 class B warrants with an exercise price of $20.00 per share) and excludes the effect of our outstanding employee
stock options (5,587,479 at December 31, 2003).

(4)
Book value per common share at December 31, 2003, historical and as adjusted, was determined by dividing (i) the difference between
total shareholders' equity and the aggregate liquidation preference of the preference shares of $815.7 million by (ii) the number of
common shares outstanding.

(5)
Excludes the effects of outstanding employee stock options and class B warrants.
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SELECTED HISTORICAL CONSOLIDATED FINANCIAL AND OPERATING DATA

        The following table sets forth selected historical consolidated financial and operating data for the five-year period ended December 31,
2003. Such data for the three-year period ended December 31, 2003 should be read in conjunction with "Management's Discussion and Analysis
of Financial Condition and Results of Operations" and our financial statements and the related notes which are included in our Annual Report on
Form 10-K for the year ended December 31, 2003, which is incorporated by reference in this prospectus supplement.

        Due to the significant changes in our business during the years 2003 and 2002, we believe that comparisons of the results of operations for
such years with 1999 to 2001 results of operations are not meaningful. These changes included (1) the sale of our prior reinsurance operations in
May 2000, (2) our change of legal domicile and reorganization completed in November 2000, (3) our acquisition activity and (4) our
underwriting initiative which commenced in October 2001 and the related capital infusions in late 2001 and early 2002.

Year Ended December 31,

2003 2002 2001 2000 1999

(in thousands except share
and per share data)

Edgar Filing: ARCH CAPITAL GROUP LTD - Form 424B2

24



Year Ended December 31,

Statement of Operations Data:
Revenues:

Net premiums written(1) $ 2,738,415 $ 1,261,627 $ 36,216 $ (10,604) $ 306,726
Net premiums earned 2,212,599 654,976 30,918 87,530 311,368
Net investment income 80,992 51,249 12,120 15,923 20,173
Net realized investment gains (losses) 25,317 (839) 18,382 20,045 17,227
Total revenues 2,343,737 721,769 76,454 127,634 344,800

Income (loss) before income taxes and
extraordinary item 306,500 54,540 24,144 503 (56,199)
Income (loss) before extraordinary item 279,775 55,096 22,016 (8,012) (35,636)
Extraordinary gain�excess of fair value of
acquired net assets over cost (net of $0
tax)(2) 816 3,886 � � �

Net income (loss) $ 280,591 $ 58,982 $ 22,016 $ (8,012) $ (35,636)

Average shares outstanding:
Basic(3) 26,264,055 20,095,698 12,855,668 13,198,075 17,086,732
Diluted(3) 67,777,794 59,662,178 17,002,231 13,198,075 17,086,732

Net income (loss) per share data:
Basic(3):

Income (loss) before extraordinary item $ 10.65 $ 2.74 $ 1.71 $ (0.61) $ (2.09)
Extraordinary gain(2) 0.03 0.19 � � �

Net income (loss) $ 10.68 $ 2.93 $ 1.71 $ (0.61) $ (2.09)
Diluted(3):

Income (loss) before extraordinary item $ 4.13 $ 0.92 $ 1.29 $ (0.61) $ (2.09)
Extraordinary gain(2) 0.01 0.07 � � �

Net income (loss) $ 4.14 $ 0.99 $ 1.29 $ (0.61) $ (2.09)
Cash dividends per share � � � � �
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December 31,

2003 2002 2001 2000 1999

(in thousands)

Balance Sheet Data:
Cash and invested assets $ 3,717,147 $ 1,985,898 $ 1,019,058 $ 276,053 $ 579,874
Unpaid losses and loss adjustment
expenses recoverable 409,451 211,100 90,442 � 55,925
Total assets 5,585,321 2,991,328 1,313,701 295,907 860,175
Reserves for losses and loss adjustment
expenses:

Before reinsurance recoverable 1,951,967 592,432 111,494 � 364,554
Net of reinsurance recoverable 1,542,516 381,332 21,052 � 308,629
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December 31,

Revolving credit agreement borrowings 200,000 � � � �
Total liabilities 3,874,592 1,580,084 293,332 23,608 517,845
Shareholders' equity 1,710,729 1,411,244 1,020,369 272,299 342,330

December 31,

2003 2002 2001 2000 1999

Book value:
Per common share(4) $ 31.74 $ 21.48 $ 20.05 $ 21.43 $ 20.03
Diluted(5) $ 25.52 $ 21.20 $ 18.28 $ 21.43 $ 20.03

Shares outstanding:
Basic 28,200,372 27,725,334 13,513,538 12,708,818 17,087,970
Diluted(5) 67,045,037 66,569,999 55,804,038 12,708,818 17,087,970

(1)
Net premiums written for the year ended December 31, 2000 includes the reversal of $92.9 million of premiums recorded in prior
periods in connection with the sale of our prior reinsurance operations in May 2000.

(2)
On November 30, 2002, we acquired PSIC and recorded an extraordinary gain of $3.9 million for the year ended December 31, 2002.
The extraordinary gain represents the excess of the fair value of acquired net assets of $6.4 million over the purchase price of
$2.5 million. In 2003, we recorded an additional extraordinary gain of $816,000 representing an adjustment to the fair value of PSIC
due to the recognition of deferred tax assets as part of the acquisition.

(3)
Net income per share is based on the basic and diluted weighted average number of common shares and common share equivalents
outstanding. Net loss per share is based on the basic weighted average number of common shares outstanding.

(4)
Book value per common share at December 31, 2003, 2002 and 2001 was determined by dividing (i) the difference between total
shareholders' equity and the aggregate liquidation preference of the preference shares of $815.7 million, $815.7 million and
$749.4 million, respectively, by (ii) the number of common shares outstanding.

(5)
Book value per share excludes the effects of stock options and class B warrants. Diluted book value per share as of December 31, 2001
is adjusted on a pro forma basis to reflect the issuance of additional preference shares that were issued by us on June 28, 2002 and
December 16, 2002 pursuant to the post-closing purchase price adjustment mechanisms under the subscription agreement entered into
in connection with the November 2001 capital infusion.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

        The following discussion and analysis contains forward-looking statements which involve inherent risks and uncertainties. All statements
other than statements of historical fact are forward-looking statements. These statements are based on our current assessment of risks and
uncertainties. Actual results may differ materially from those expressed or implied in these statements and, therefore, undue reliance should not
be placed on them. Important factors that could cause actual events or results to differ materially from those indicated in such statements are
discussed in this prospectus supplement, including the sections entitled "Cautionary Note Regarding Forward Looking Statements," and "Risk
Factors."
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        This discussion and analysis should be read in conjunction with our financial statements and the related notes which are included in our
Annual Report on Form 10-K for the year ended December 31, 2003, which is incorporated by reference in this prospectus supplement.

General

Overview

        Arch Capital Group Ltd., a Bermuda public limited liability company with over $1.9 billion in capital, provides insurance and reinsurance
on a worldwide basis through its wholly owned subsidiaries. While we are positioned to provide a full range of property and casualty insurance
and reinsurance lines, we are focusing on writing specialty lines of insurance and reinsurance. It is our belief that our existing Bermuda and
U.S.-based underwriting platform, our strong management team and our capital that is unencumbered by significant exposure to pre-2002 risks
have enabled us to establish a strong presence in an attractive insurance and reinsurance marketplace.

        The worldwide insurance and reinsurance industry is highly competitive and has traditionally been subject to an underwriting cycle in
which a hard market (high premium rates, restrictive underwriting standards, as well as terms and conditions, and underwriting gains) is
eventually followed by a soft market (low premium rates, relaxed underwriting standards, as well as terms and conditions, and underwriting
losses). Insurance market conditions may affect, among other things, the demand for our products, our ability to increase premium rates, the
terms and conditions of the insurance policies we write, changes in the products offered by us or changes in our business strategy.

        The financial results of the insurance and reinsurance industry are influenced by factors such as the frequency and/or severity of claims and
losses, including natural disasters or other catastrophic events, variations in interest rates and financial markets, changes in the legal, regulatory
and judicial environments, inflationary pressures and general economic conditions. These factors influence the demand for insurance or
reinsurance, the supply of which is generally related to the total capital of competitors in the market. During 2001, market conditions had been
improving primarily as a result of declining insurance capacity.

        In general, market conditions continued to improve during 2002 and 2003 in the insurance and reinsurance marketplace. This reflects
improvement in pricing, terms and conditions following significant industry losses arising from the events of September 11th, as well as the
recognition that intense competition in the late 1990s led to inadequate pricing and overly broad terms, conditions and coverages. Such industry
developments resulted in poor financial results and erosion of the industry's capital base. Consequently, many established insurers and reinsurers
reduced their participation in, or exited from, certain markets. These developments have provided relatively new insurers and reinsurers, like us,
with an opportunity to provide needed underwriting capacity and to write insurance and reinsurance business at what we believe to be attractive
rates.
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        As a provider of insurance and reinsurance, we are exposed to certain interrelated risks that are unique to the business of insurance,
including rate adequacy, reserve estimation and underwriting risk. Management focuses on such risks in its evaluation of ACGL's financial
condition and operating results. Certain parts of our business have loss experience characterized as low frequency and high severity. Such
characteristics may result in volatility in our operating results from period to period. In addition, estimates and judgments for a relatively new
insurance and reinsurance company, like our company, are even more difficult to make than those for a company with a longer operating history
since very limited historical information has been reported to us through December 31, 2003.

        The adequacy of premium rates is dependent on the ultimate loss experience related to the policies or contracts underwritten. As the period
of time from the occurrence of a loss through the settlement typically extends many years into the future, the pricing of insurance products is
necessarily based on estimates. Management periodically reviews available information from industry and other sources in order to evaluate the
adequacy of current premium rates.

        There are several sources of reserve estimation risk. Unforeseen changes in the economic, social and legal environments can increase the
costs to settle claims above anticipated levels. Although actuarial techniques attempt to estimate the impact of such changes, they may not fully
reflect our ultimate loss experience. Although we can never eliminate estimation risk, we attempt to reduce it by trying to incorporate as much
information as possible into our estimates.

        Underwriting risk refers to the uncertainty about the exposures underwritten by us, including the possibility that a single event (or set of
events) will simultaneously affect multiple exposures and the possibility that the wording in policies or contracts underwritten by us will be
reinterpreted in the future to our detriment. Uncertainty about exposures underwritten by us can arise because policyholders and ceding
companies may have failed to disclose all relevant information to us when the policies and contracts were issued, or because of an unusual event,
such as a natural or man-made catastrophe that simultaneously affects multiple exposures.
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        Our overall strategy is to be highly selective in the risks we underwrite, and to be opportunistic in our management of the underwriting
cycle, with the ultimate objective of generating superior risk-adjusted returns to our shareholders. In addition, our strategy is to focus on keeping
our expenses low relative to our premiums, as well as to our competitors, and to allocate our capital effectively. Financial measures that are
meaningful in analyzing our performance are underwriting profitability (as measured by the combined ratio) and return on equity. The combined
ratio represents a measure of underwriting profitability, excluding investment income, and is the sum of the loss ratio and underwriting expense
ratios. A combined ratio under 100% represents an underwriting profit and a combined ratio over 100% represents an underwriting loss. Our
combined ratio for the year ended December 31, 2003 was 90.0%, compared to 90.9% for the year ended December 31, 2002. Return on equity
provides an indication of the return generated on capital deployed in the business and is calculated based on the level of net income generated in
relation to shareholders' equity. Our net income for the year ended December 31, 2003 represented an 18.0% return on average equity, compared
to a 4.9% return on average equity for the year ended December 31, 2002.

History

        We commenced operations in September 1995 following the completion of the initial public offering of our predecessor, Arch-U.S.
Arch-U.S. is a Delaware company formed in March 1995 under the original name of "Risk Capital Holdings, Inc." From that time until
May 2000, we provided reinsurance and other forms of capital to insurance companies. On May 5, 2000, we sold our prior reinsurance book of
business to Folksamerica Reinsurance Company in an asset sale, but retained our surplus and our U.S.-licensed reinsurance platform. On
November 8, 2000, following shareholder
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approval, we changed our legal domicile to Bermuda in order to benefit from Bermuda's favorable business, regulatory, tax and financing
environment.

        During the period from May 2000 through the announcement of our underwriting initiative in October 2001, we built and acquired
insurance businesses that enable us to generate both fee-based revenue (e.g., commissions and advisory and management fees) and risk-based
revenue (i.e., insurance premium). As part of this strategy, we built an underwriting platform that is intended to enable us to maximize
risk-based revenue during periods in the underwriting cycle when we believe it is more favorable to assume underwriting risk. In October 2001,
we concluded that underwriting conditions favored dedicating our attention exclusively to building our insurance and reinsurance business.

        In October 2001, we launched an underwriting initiative to meet current and future demand in the global insurance and reinsurance markets
that included the recruitment of new insurance and reinsurance management teams and an equity capital infusion of $763.2 million. In
April 2002, we completed an offering of common shares and received net proceeds of $179.2 million and, in September 2002, we received
proceeds of $74.3 million from the exercise of class A warrants by our principal shareholders and certain other investors.

        Due to the significant changes in our business during the years 2003 and 2002, we believe that comparisons of the results of operations with
2001 are not meaningful. Therefore, results of operations discussed below relate to the years ended December 31, 2003 and 2002.

Revenues

        We derive our revenues primarily from the issuance of insurance policies and reinsurance contracts. Insurance and reinsurance premiums
are driven by the volume and classes of business of the policies and contracts that we write and prevailing market prices. The premium we
charge for the risks assumed is priced based on many assumptions. We price these risks well before our ultimate costs are known, which may
extend many years into the future. In addition, our revenues include fee income and income we generate from our investment portfolio. Our
investment portfolio is comprised primarily of fixed income investments that are held as available for sale. Under our basis of accounting,
generally accepted accounting principles ("GAAP") in the United States, these investments are carried at fair market value and unrealized gains
and losses on the investments are not included in our statement of operations. Rather, these unrealized gains and losses are included on our
balance sheet in accumulated other comprehensive gain or loss as a separate component of shareholders' equity.

Costs and Expenses

        Our costs and expenses primarily consist of losses and loss adjustment expenses, acquisition costs, other operating expenses and non-cash
compensation. Losses and loss adjustment expenses include management's best estimate of the ultimate cost of claims incurred during a
reporting period. Such costs consist of three components: paid losses, changes in estimated amounts for known losses ("case reserves"), and
changes in reserves for incurred but not reported ("IBNR") losses. See "�Critical Accounting Policies, Estimates and Recent Accounting
Pronouncements�Reserves for Losses and Loss Adjustment Expenses" for further discussion. Acquisition expenses consist primarily of
commissions, brokerage and taxes paid to obtain our business. A significant portion of such costs is paid based on a percentage of the premium
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written and will vary for each class or type of business that we underwrite. Other operating expenses, a significant portion of which are general
and administrative expenses, consist primarily of compensation-related expenses. Non-cash compensation relates to certain grants (primarily of
restricted common shares) under our stock incentive plans and other arrangements. The issuance of restricted common shares and the related
recognition of non-cash compensation expense have no impact on our shareholders' equity.
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Critical Accounting Policies, Estimates and Recent Accounting Pronouncements

        The preparation of consolidated financial statements requires us to make many estimates and judgments that affect the reported amounts of
assets, liabilities (including reserves), revenues and expenses, and related disclosures of contingent liabilities. On an ongoing basis, we evaluate
our estimates, including those related to revenue recognition, insurance and other reserves, reinsurance recoverables, investment valuations,
intangible assets, bad debts, income taxes, contingencies and litigation. We base our estimates on historical experience, where possible, and on
various other assumptions that we believe to be reasonable under the circumstances, which form the basis for our judgments about the carrying
values of assets and liabilities that are not readily apparent from other sources. Estimates and judgments for a relatively new insurance and
reinsurance company, like our company, are even more difficult to make than those made in a mature company since very limited historical
information has been reported to us through December 31, 2003. Actual results will differ from these estimates and such differences may be
material. We believe that the following critical accounting policies require our more significant judgments and estimates used in the preparation
of our consolidated financial statements.

Reserves for Losses and Loss Adjustment Expenses

        We are required by applicable insurance laws and regulations and GAAP to establish reserves for losses and loss adjustment expenses that
arise from the business we underwrite. These reserves are balance sheet liabilities representing estimates of future amounts required to pay
losses and loss adjustment expenses for insured or reinsured claims which have occurred at or before the balance sheet date. Due to the lack of
historical loss data for our reinsurance and insurance operations, and the inability to use a historical loss development methodology, there is a
possibility that significant changes in the reserve estimates in future periods could occur.

        Insurance and reinsurance loss reserves are inherently subject to uncertainty. The period of time from the occurrence of a loss through the
settlement of the liability may extend many years into the future. During this period, additional facts and trends will become known and, as these
factors become apparent, reserves will be adjusted in the period in which the new information becomes known. While reserves are established
based upon available information, certain factors, such as those inherent in the political, judicial and legal systems, including judicial and
litigation trends and legislation changes, could impact the ultimate liability. Changes to our prior year loss reserves can impact our current
underwriting results by (1) reducing our reported results if the prior year reserves prove to be deficient or (2) improving our reported results if
the prior year reserves prove to be redundant. The reserves for losses and loss adjustment expenses represent estimates involving actuarial and
statistical projections at a given point in time of our expectations of the ultimate settlement and administration costs of losses incurred, and it is
likely that the ultimate liability may exceed or be less than such estimates. We utilize actuarial models as well as available historical insurance
and reinsurance industry loss ratio experience and loss development patterns to assist in the establishment of loss reserves. Even actuarially
sound methods can lead to subsequent adjustments to loss reserves that are both significant and irregular due to the nature of the risks written,
potentially by a material amount.

        For our reinsurance operations, we establish case reserves based on reports of claims notices received from ceding companies. Case
reserves usually are based upon the amount of reserves recommended by the ceding company. Reported case reserves on known events may be
supplemented by additional case reserves. Additional case reserves are often estimated by our claims function ahead of official notification from
the ceding company, or when our judgment regarding the size or severity of the known event differs from the ceding company. In certain
instances, we may establish additional case reserves even when the ceding company does not report any liability on a known event.
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        For our insurance operations, generally, claims personnel determine whether to establish a case reserve for the estimated amount of the
ultimate settlement of individual claims. The estimate reflects the judgment of claims personnel based on general corporate reserving practices
and the experience and knowledge of such personnel regarding the nature and value of the specific type of claim and, where appropriate, advice
of counsel.
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        Our insurance operations also contract with a number of outside third party administrators in the claims process who, in certain cases, have
limited authority to establish case reserves. The work of such administrators is reviewed and monitored by our claims personnel. Reserves are
also established to provide for the estimated expense of settling claims, including legal and other fees and the general expenses of administering
the claims adjustment process. Periodically, adjustments to the reported or case reserves may be made as additional information regarding the
claims is reported or payments are made. In accordance with industry practice, we also maintain IBNR reserves. Such reserves are established to
provide for incurred claims which have not yet been reported to an insurer or reinsurer as well as to actuarially adjust for any projected variance
in case reserving.

        Even though most insurance policies have policy limits, the nature of property and casualty insurance and reinsurance is such that losses
can exceed policy limits for a variety of reasons and could very significantly exceed the premiums received on the underlying policies. We
attempt to limit our risk of loss through reinsurance and may also use retrocessional arrangements. The availability and cost of reinsurance and
retrocessional protection is subject to market conditions, which are beyond our control.

        In establishing the reserves for losses and loss adjustment expenses, we have made various assumptions relating to the pricing of our
reinsurance contracts and insurance policies and have also considered available historical industry experience and current industry conditions.
Our reserving method for 2003 and 2002 was primarily the expected loss method, which is commonly applied when limited loss experience
exists. We select the initial expected loss and loss adjustment expense ratios based on information derived by our underwriters and actuaries
during the initial pricing of the business, supplemented by industry data where appropriate. These ratios consider, among other things, rate
increases and changes in terms and conditions that have been observed in the market. Any estimates and assumptions made as part of the
reserving process could prove to be inaccurate due to several factors, including the fact that very limited historical information has been reported
to us through December 31, 2003. Reinsurance operations by their nature add further complexity to the reserving process in that there is an
inherent additional lag in the timing and reporting of a loss event to a reinsurer from an insured or ceding company through a broker. As actual
loss information is reported to us and we develop our own loss experience, our reserving methods will also include other actuarial techniques. It
is possible that claims in respect of events that have occurred could exceed our reserves and have a material adverse effect on our results of
operations in a future period or our financial condition in general.

        We are only permitted to establish loss and loss adjustment expense reserves for losses that have occurred on or before the applicable
financial statement date. Case reserves and IBNR reserves contemplate these obligations. Reserves for losses and loss adjustment expenses do
not reflect contingency reserve allowances to account for future loss occurrences. Losses arising from future events will be estimated and
recognized at the time the losses are incurred and could be substantial.
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        At December 31, 2003, our reserves for losses and loss adjustment expenses, net of unpaid losses and loss adjustment expenses recoverable,
by type and by operating segment were as follows:

Reinsurance Insurance Total

(in thousands)

Case reserves $ 191,336 $ 79,728 $ 271,064
IBNR reserves 790,822 480,630 1,271,452

Total net reserves $ 982,158 $ 560,358 $ 1,542,516

        As described above, we primarily use the expected loss method to calculate our reserves for losses and loss adjustment expenses, which is
commonly applied when limited loss experience exists, and represents management's best estimate of our reserves. As the loss history develops,
we will utilize other actuarial methods to evaluate our reserves. Due to the lack of historical loss data for our reinsurance and insurance
operations, generally we do not produce a range of estimates in calculating reserves. In order to illustrate the potential volatility in our reserves
for losses and loss adjustment expenses, we used a statistical model to simulate a range of results based on various probabilities. Both the
probabilities and related modeling are subject to inherent uncertainties. The simulation relies on a significant number of assumptions, such as the
potential for multiple entities to react similarly to external events, and includes other statistical assumptions.

        Our recorded estimate of reserves for losses and loss adjustment expenses, net of unpaid losses and loss adjustment expenses recoverable,
by operating segment at December 31, 2003, along with the results of the simulation are as follows:
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Reinsurance Insurance Total

(in thousands)

Total net reserves $ 982,158 $ 560,358 $ 1,542,516

Simulation results:
90th percentile(1) $ 1,164,327 $ 707,123 $ 1,819,071
10th percentile(2) $ 784,706 $ 465,424 $ 1,294,613

(1)
Simulation results indicate that a 90 percent probability exists that the net reserves for losses and loss adjustment expenses will not
exceed the indicated amount.

(2)
Simulation results indicate that a 10 percent probability exists that the net reserves for losses and loss adjustment expenses will be at or
below the indicated amount.

        The simulation results shown for each segment do not add to the total simulation results, as the individual segment simulation results do not
reflect the diversification effects across our segments. The simulation results noted above are informational only, and no assurance can be given
that our ultimate losses will not be significantly different than the simulation results shown above, and such differences could directly and
significantly impact earnings favorably or unfavorably in the period they are determined.

        We do not have significant exposure to pre-2002 liabilities, such as asbestos-related illnesses and other long-tail liabilities and, to date, we
have experienced a relatively low level of reported claims activity in most of our business, particularly in our longer tail exposures, such as
casualty, executive assurance and professional liability, which have longer time periods during which claims are reported and paid. Our limited
history does not provide any meaningful trend information. See "�Results of Operations�Segment Information" for a discussion of prior year
development of loss reserves.
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Premium Revenues and Related Expenses

        Insurance premiums written are generally recorded at the policy inception and are primarily earned on a pro rata basis in accordance with
the terms of the policies for all products. Premiums written include estimates in our program business and aviation business. The amount of such
insurance premium estimates included in premiums receivable at December 31, 2003 was $33.9 million. Unearned premium reserves represent
the portion of such premiums written that relates to the unexpired terms of in-force insurance policies.

        Reinsurance premiums written include amounts reported by the ceding companies, supplemented by our own estimates of premiums for
which ceding company reports have not been received. The basis for the amount of premiums written recognized varies based on the type of
contracts we write. Premiums on our excess of loss and pro rata reinsurance contracts are estimated when the business is underwritten. For
excess of loss contracts, the minimum premium, as defined in the contract, is generally recorded as an estimate of premiums written as of the
date of the treaty. Estimates of premiums written under pro rata contracts are recorded in the period in which the underlying risks are expected to
incept and are based on information provided by the brokers and the ceding companies. For multi-year reinsurance treaties which are payable in
annual installments, only the initial annual installment is included as premiums written at policy inception due to the ability of the reinsured to
commute or cancel coverage during the term of the policy. The remaining annual installments are included as premiums written at each
successive anniversary date within the multi-year term.

        The amount of reinsurance premium estimates included in premiums receivable and the amount of related acquisition expenses by type of
business was as follows at December 31, 2003:

Gross
Amount

Acquisition
Expenses

Amount
Net

(in thousands)

Casualty $ 192,159 ($ 54,014) $ 138,145
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Gross
Amount

Acquisition
Expenses

Amount
Net

Other specialty 102,579 (23,173) 79,406
Property excluding property catastrophe 51,309 (15,826) 35,483
Marine and aviation 44,017 (9,366) 34,651
Non-traditional 9,395 (3,235) 6,160
Property catastrophe 3,787 (1,067) 2,720

Total $ 403,246 ($ 106,681) $ 296,565

        Reinsurance premium estimates are reviewed at least quarterly, based on management's detailed review by treaty, comparing actual
reported premiums to expected ultimate premiums. In addition, a confirmation by the responsible underwriter to the broker as to the realization
of the expected premium is performed prior to the detailed treaty review along with a review of the aging and collection of premium estimates
recorded. Based on such review, management evaluates the appropriateness of the premium estimates, and any adjustment to these estimates is
recorded in the period in which it becomes known.

        Adjustments to original premium estimates could be material and such adjustments could directly and significantly impact earnings
favorably or unfavorably in the period they are determined because the subject premium may be fully or substantially earned. A significant
portion of amounts included as premiums receivable, which represent estimated premiums written, net of commissions, is not currently due
based on the terms of the underlying contracts. Due to the above process, management believes that the premium estimates included in
premiums receivable will be collectible and, therefore, no provision for doubtful accounts has been recorded on the premium estimates at
December 31, 2003.

        Reinsurance premiums assumed, irrespective of the type of business, are generally earned on a pro rata basis over the terms of the
underlying policies or reinsurance contracts. Contracts and policies
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written on a losses occurring basis cover losses which occur during the term of the contract or policy, which typically extends 12 months.
Accordingly, the premium is earned evenly over the term. Pro rata contracts, which are written on a risks attaching basis, cover losses which
attach to the underlying insurance policies written during the terms of such pro rata contracts. Premiums earned on a risks attaching basis usually
extend beyond the original term of the reinsurance contract, typically resulting in recognition of premiums earned over a 24-month period.

        Certain of our reinsurance contracts include provisions that adjust premiums or acquisition expenses based upon the experience under the
contracts. Premiums written and earned, as well as related acquisition expenses, are recorded based upon the projected experience under such
contracts.

        We also write certain business that is intended to provide insurers with risk management solutions that complement traditional reinsurance.
Under these contracts, we assume a measured amount of insurance risk in exchange for a margin. The terms and conditions of these contracts
may include additional or return premiums based on loss experience, loss corridors, sublimits and caps. Examples of such business include
aggregate stop-loss coverages and financial quota share coverages.

        Certain assumed reinsurance contracts, which pursuant to Statement of Financial Accounting Standards ("SFAS") No. 113, "Accounting
and Reporting for Reinsurance of Short-Duration and Long-Duration Contracts," issued by the Financial Accounting Standards Board ("FASB"),
are deemed, for financial reporting purposes, not to transfer insurance risk, are accounted for using the deposit method of accounting as
prescribed in Statement of Position ("SOP") 98-7, "Deposit Accounting: Accounting for Insurance and Reinsurance Contracts That Do Not
Transfer Insurance Risk." Management exercises significant judgment in the assumptions used in determining whether assumed contracts should
be accounted for as reinsurance contracts under SFAS No. 113 or deposit insurance contracts under SOP 98-7. For those contracts that contain
an element of underwriting risk, the estimated profit margin is deferred and amortized over the contract period and such amount is included in
our underwriting results. When the estimated profit margin is explicit, the margin is reflected as fee income, and when the estimated profit
margin is implicit it is reflected as an offset to paid losses. For those contracts that do not transfer an element of underwriting risk, the estimated
profit is reflected in earnings over the estimated settlement period using the interest method and such profit is included in investment income.
Additional judgments are required when applying the accounting guidance as set forth in SOP 98-7 with respect to the revenue recognition
criteria for contracts deemed not to transfer insurance risk.
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        Certain of our reinsurance contracts, which may include multi-year contracts, reinsure both past (retroactive) and future (prospective)
insurable events. Pursuant to SFAS No. 113, which governs accounting for retroactive reinsurance contracts, when a reinsurance contract
contains both a retroactive and prospective element, the retroactive element is bifurcated from the contract and the expected profit is deferred as
a liability and recognized in earnings over the settlement period.

        Acquisition expenses and other expenses that vary with, and are directly related to, the acquisition of business in our underwriting
operations are deferred and amortized over the period in which the related premiums are earned. Acquisition expenses consist principally of
commissions and brokerage expenses. Other operating expenses also include expenses that vary with, and are directly related to, the acquisition
of business. Acquisition expenses are reflected net of ceding commissions received from unaffiliated reinsurers. Deferred acquisition costs are
carried at their estimated realizable value based on the related unearned premiums and take into account anticipated losses and loss adjustment
expenses, based on historical and current experience, and anticipated investment income.

        Policy-related fee income, such as billing, cancellation and reinstatement fees, is primarily recognized as earned when substantially all of
the related services have been provided. Policy-related fee income will vary in the future related to such activity and is earned primarily in our
non-standard automobile business.
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Collection of Insurance-Related Balances and Provision for Doubtful Accounts

        We are subject to credit risk with respect to our reinsurance ceded because the ceding of risk to reinsurers or retrocessionaires does not
relieve us of our liability to the clients or companies we insure or reinsure. If the financial condition of our reinsurers or retrocessionaires
deteriorates, resulting in an impairment of their ability to make payments, we will provide for probable losses resulting from our inability to
collect amounts due from such parties, as appropriate. We are also subject to credit risk from our alternative market products, such as
rent-a-captive risk-sharing programs, which allow a client to retain a significant portion of its loss exposure without the administrative costs and
capital commitment required to establish and operate its own captive. In certain of these programs, we participate in the operating results by
providing excess reinsurance coverage and earn commissions and management fees. In addition, we write program business on a risk-sharing
basis with managing general agents or brokers, which may be structured with commissions which are contingent on the underwriting results of
the program. While we attempt to obtain collateral from such parties in an amount sufficient to guarantee their projected financial obligations to
us, there is no guarantee that such collateral will be sufficient to secure their actual ultimate obligations. We evaluate the credit worthiness of all
the reinsurers we cede business to, particularly focusing on those reinsurers that are assigned an A. M. Best rating lower than "A-" (excellent) or
those that are designated as "NR" (not rated). If our analysis indicates that there is significant uncertainty regarding the collectibility of amounts
due from reinsurers, managing general agents, brokers and other clients, we will record a provision for doubtful accounts. At December 31, 2003
and 2002, our reserve for doubtful accounts was approximately $3.0 million and $3.5 million, respectively.

        Premiums receivable and paid and unpaid losses and loss adjustment expenses recoverable balances as of December 31, 2003 include
approximately 71% and 96%, respectively, of amounts not yet due and amounts in excess of 90 days overdue were less than 1% of the total
balances in each caption.

Valuation Allowance

        We record a valuation allowance to reduce certain of our deferred tax assets to the amount that is more likely than not to be realized. We
have considered future taxable income and feasible tax planning strategies in assessing the need for a valuation allowance. In the event we
determine that we would not be able to realize all or part of our deferred tax assets in the future, an adjustment to the deferred tax asset would be
charged to income in the period such determination was made. In addition, if we subsequently assessed that the valuation allowance was no
longer needed, a benefit would be recorded to income in the period in which such determination was made. At December 31, 2003, we have a
valuation allowance of $1.4 million against a deferred tax asset in one of our subsidiaries that currently does not have a business plan to produce
significant future taxable income.

Investments

        We currently classify all of our publicly traded fixed maturity investments, short-term investments and equity securities as "available for
sale" and, accordingly, they are carried at estimated fair value. The fair value of publicly traded fixed maturity securities is estimated using
quoted market prices or dealer quotes. Short-term investments comprise securities due to mature within one year of the date of issue. Short-term
investments include certain cash equivalents which are part of our investment portfolios under the management of external investment managers.
Investments included in our private portfolio include securities issued by privately held companies. Our investments in privately held equity
securities, other than those carried under the equity method of accounting, are carried at estimated fair value. Fair value is initially considered to
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be equal to the cost of such investment until the investment is revalued based on substantive events or other factors which could indicate a
diminution or appreciation in value. We apply Accounting Principles Board ("APB") Opinion No. 18, "The Equity Method of
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Accounting for Investments in Common Stock," for privately held equity investments accounted for under the equity method, and we record our
percentage share of the investee company's net income or loss.

        In accordance with SFAS No. 115, "Accounting for Certain Investments in Debt and Equity Securities" and Emerging Issues Task Force,
"The Meaning of Other-than-Temporary Impairment and its Application to Certain Investments," we periodically review our investments to
determine whether a decline in fair value below the amortized cost basis is other than temporary. Our process for identifying declines in the fair
value of investments that are other than temporary involves consideration of several factors. These factors include (i) the time period in which
there has been a significant decline in value, (ii) an analysis of the liquidity, business prospects and overall financial condition of the issuer,
(iii) the significance of the decline and (iv) our intent and ability to hold the investment for a sufficient period of time for the value to recover.
Where our analysis of the above factors results in the conclusion that declines in fair values are other than temporary, the cost of the securities is
written down to fair value and the previously unrealized loss is therefore reflected as a realized loss.

        With respect to securities where the decline in value is determined to be temporary and the security's value is not written down, a
subsequent decision may be made to sell that security and realize a loss. As mentioned above, we consider our intent and ability to hold a
security until the value recovers in the process of evaluating whether a security with an unrealized loss represents an other than temporary
decline. However, this factor, on its own, is not determinative as to whether we will recognize an impairment charge. We believe our ability to
hold such securities is supported by our positive cash flow from operations where we can generate sufficient liquidity in order to meet our claims
payment obligations arising from our underwriting operations without selling such investments. Cash flow from operating activities was
$1.61 billion and $669.1 million, in 2003 and 2002, respectively. However, subsequent decisions on security sales are made within the context
of overall risk monitoring, changing information and assessing value relative to other comparable securities. While our external investment
managers may, at a given point in time, believe the preferred course of action is to hold securities until such losses are recovered, the dynamic
nature of the portfolio management may result in a subsequent decision to sell the security and realize the loss, based upon a change in market
and other factors. We believe these subsequent decisions are consistent with the classification of our investment portfolio as available for sale.

Stock Issued to Employees

        We have adopted the provisions of APB Opinion No. 25, "Accounting for Stock Issued to Employees," and related interpretations in
accounting for employee stock options because the alternative fair value accounting provided for under SFAS No. 123, "Accounting for
Stock-Based Compensation," requires the use of option valuation models that we believe were not developed for use in valuing employee stock
options. Accordingly, under APB No. 25, compensation expense for stock option grants is recognized only to the extent that the fair value of the
underlying stock exceeds the exercise price of the option at the measurement date.

        For restricted shares granted, we record deferred compensation equal to the market value of the shares at the measurement date, which is
amortized and primarily charged to income as non-cash compensation over the vesting period. These restricted shares are recorded as
outstanding upon issuance (regardless of any vesting period). See "�Results of Operations�Non-Cash Compensation."

Goodwill and Intangible Assets

        We assess whether goodwill and intangible assets are impaired by comparing the fair value of each reporting unit to its carrying value,
including goodwill and intangible assets. We estimate the fair value of each reporting unit by using various methods, including a review of the
estimated discounted cash flows expected to be generated by the reporting unit in the future. Such methods include a number of
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assumptions, including the uncertainty regarding future results and the discount rates used. If the reporting unit's fair value is greater than its
carrying value, goodwill and intangible assets are not impaired. Impairment occurs when the implied fair value of a reporting unit's goodwill and
intangible assets are less than its carrying value. The implied fair value of goodwill and intangible assets is determined by deducting the fair
value of a reporting unit's identifiable assets and liabilities from the fair value of the reporting unit as a whole. We conduct the impairment test
annually. Additional impairment assessments may be performed on an interim basis if we encounter events or changes in circumstances

Edgar Filing: ARCH CAPITAL GROUP LTD - Form 424B2

34



indicating that more likely than not the carrying value of goodwill and intangible assets has been impaired.

Recent Accounting Pronouncements

        See note 2(p), "Significant Accounting Policies�Recent Accounting Pronouncements," of the notes accompanying our consolidated financial
statements which are included in our Annual Report on Form 10-K for the year ended December 31, 2003, which is incorporated by reference in
this prospectus supplement.

Results of Operations

        The following table sets forth net income and earnings per share data:

Years Ended December 31,

2003 2002 2001

(in thousands except per share data)

Income before extraordinary item $ 279,775 $ 55,096 $ 22,016
Extraordinary gain 816 3,886 �

Net income $ 280,591 $ 58,982 $ 22,016

Diluted net income per share $ 4.14 $ 0.99 $ 1.29

Diluted average shares outstanding 67,777,794 59,662,178 17,002,231

        Net income increased to $280.6 million for the year ended December 31, 2003, compared to $59.0 million for the year ended December 31,
2002. The increase in net income was primarily due to a significant increase in the underwriting results of both our reinsurance and insurance
operations, as discussed in "�Segment Information" below. In addition, net income increased due to growth in our investment income as a result
of the investment of cash flows from 2002 and 2003. Our net income for the year ended December 31, 2003 represented an 18.0% return on
average equity, compared to a 4.9% return on average equity for the year ended December 31, 2002. Basic earnings per share data has not been
presented herein as it does not include the significant number of preference shares outstanding in 2003 and 2002.

        The increase in diluted average shares outstanding from 2002 to 2003 was primarily due to the full weighting of common shares and
convertible preference shares issued during 2002 in the 2003 diluted average shares outstanding. The increase in diluted average shares
outstanding from 2001 to 2002 was primarily due to: the issuance of (1) 35,687,735 convertible preference shares and 3,776,025 class A
warrants in connection with our capital infusion in November 2001; (2) 7,475,000 common shares in connection with an offering completed by
us in April 2002; and (3) 875,753 convertible preference shares on June 28, 2002 and 2,831,177 convertible preference shares on December 16,
2002 pursuant to the subscription agreement entered into in connection with the November 2001 capital infusion. See note 11, "Share Capital,"
of the notes accompanying our consolidated financial statements which are included in our Annual Report on Form 10-K for the year ended
December 31, 2003, which is incorporated by reference in this prospectus supplement.
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Segment Information

        We determined our reportable operating segments using the management approach described in SFAS No. 131 "Disclosures about
Segments of an Enterprise and Related Information," as further detailed in note 3, "Segment Information," of the notes accompanying our
consolidated financial statements which are included in our Annual Report on Form 10-K for the year ended December 31, 2003, which is
incorporated by reference in this prospectus supplement. Management measures segment performance based on underwriting income or loss,
which includes the excess or deficiency of net premiums earned for each reporting period over the combined total of expenses and losses
incurred during the same period. Due to the significant changes in our business during the years 2003 and 2002, we believe that comparisons of
the results of operations of our business segments for such years with 2001 are not meaningful. Therefore, the comparison of segment results
discussed below relate to the years ended December 31, 2003 and 2002.
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        During the year ended December 31, 2001, we had only one reportable operating segment�insurance. During 2001, the insurance operating
segment generated revenues of $59.9 million and net income of $12.4 million. The remaining portion of our net income was generated through
our investment activities, offset by other operating expenses. In addition, during 2001 we produced our business through general agents and
managing general agents, none of which accounted for more than 10% of total gross premiums written.

Reinsurance Segment

        The following table sets forth our reinsurance segment's underwriting results:

Year Ended December 31,

2003 2002

(in thousands)

Gross premiums written $ 1,624,703 $ 908,732
Net premiums written 1,566,819 882,700
Net premiums earned $ 1,329,673 $ 500,980
Other underwriting-related fee income 5,621 �
Losses and loss adjustment expenses (839,417) (315,766)
Acquisition expenses, net (314,193) (105,391)
Other operating expenses (33,739) (18,849)

Underwriting income $ 147,945 $ 60,974

Underwriting Ratios
Loss ratio 63.1% 63.0%
Acquisition expense ratio 23.6% 21.0%
Other operating expense ratio 2.5% 3.8%

Combined ratio 89.2% 87.8%

        Underwriting Income.    The reinsurance segment's underwriting income increased to $148.0 million for the year ended December 31,
2003, compared to $61.0 million for the year ended December 31, 2002. The increase in underwriting income in 2003 was primarily due to a
significantly higher level of net premiums earned. The combined ratio for the reinsurance segment was 89.2% for the year ended December 31,
2003, compared to 87.8% for the year ended December 31, 2002. The components of the reinsurance segment's underwriting income are
discussed below.

        Premiums Written.    Gross premiums written for our reinsurance segment increased by 78.8% to $1.62 billion for the year ended
December 31, 2003, compared to $908.7 million for the year ended December 31, 2002. We are currently retaining substantially all of our
reinsurance premiums written.
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We do, however, participate in "common account" retrocessional arrangements for certain treaties. Such arrangements reduce the effect of
individual or aggregate losses to all companies participating on such treaties, including the reinsurer, such as us, and the ceding company. We
will continue to evaluate our retrocessional requirements.

        Net premiums written for our reinsurance segment increased by 77.5% to $1.57 billion for the year ended December 31, 2003, compared to
$882.7 million for the year ended December 31, 2002. Over half of the increase in net premiums written was attributable to casualty business.
For the year ended December 31, 2003, 73.3% and 26.7% of net premiums written were generated from pro rata contracts and excess of loss
treaties, respectively, compared to 59.0% and 41.0% for the year ended December 31, 2002. Pro rata contracts are typically written at a lower
loss ratio and higher expense ratio than excess of loss business. In certain cases, the reinsurance segment writes pro rata contracts where the
underlying business consists of excess of loss treaties. Approximately 31.7% of amounts included in the pro rata contracts written are related to
excess of loss treaties for the year ended December 31, 2003. For information regarding net premiums written produced by type of business and
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geographic location, refer to note 3, "Segment Information," of the notes accompanying our consolidated financial statements which are included
in our Annual Report on Form 10-K for the year ended December 31, 2003, which is incorporated by reference in this prospectus supplement.

        Net Premiums Earned.    Net premiums earned for our reinsurance segment increased to $1.33 billion for the year ended December 31,
2003, compared to $501.0 million for the year ended December 31, 2002. Approximately 47% of the increase in net premiums earned was
attributable to casualty business. Net premiums earned reflects period to period changes in net premiums written, including the mix and type of
business. For the year ended December 31, 2003, 69.4% and 30.6% of net premiums earned were generated from pro rata contracts and excess
of loss treaties, respectively, compared to 45.8% and 54.2% for the year ended December 31, 2002.

        Other Underwriting-Related Fee Income.    Certain assumed reinsurance contracts are deemed, for financial reporting purposes, not to
transfer insurance risk, and are accounted for using the deposit method of accounting. For those contracts that contain an element of
underwriting risk, the estimated profit margin is deferred and amortized over the contract period. When the estimated profit margin is explicit,
the margin is reflected as fee income. We recorded $5.6 million of fee income on such contracts for the year ended December 31, 2003.

        Losses and Loss Adjustment Expenses.    Reinsurance segment losses and loss adjustment expenses incurred for the year ended
December 31, 2003 were $839.4 million, or 63.1% of net premiums earned, compared to $315.8 million, or 63.0%, for the year ended
December 31, 2002. The loss ratio for the year ended December 31, 2003 benefited from net favorable development on losses originally
recorded during 2002 of $42.7 million, which resulted in a 3.2 point reduction in the loss ratio. The favorable development in our reinsurance
segment did not reflect any changes in key assumptions we made to estimate these reserves. This development primarily resulted from the fact
that both the frequency and the severity of reported losses have been lower than the assumed pattern of losses established for property and other
short-tail business at December 31, 2002, which, in turn, led to a decrease in our expected loss ratio during 2003. The remainder of the reduction
in the loss ratio compared to the year ended December 31, 2002 resulted from changes in the mix of business earned. For a discussion of the
reserves for losses and loss adjustment expenses, please refer to the section above entitled "�Critical Accounting Policies, Estimates and Recent
Accounting Pronouncements�Reserves for Losses and Loss Adjustment Expenses."

        Underwriting Expenses.    The acquisition expense ratio for the year ended December 31, 2003 was 23.6%, compared to 21.0% for the year
ended December 31, 2002, and the other operating expense ratio for the year ended December 31, 2003 was 2.5%, compared to 3.8% for the
year ended December 31, 2002. Movements in the acquisition expense ratio reflect changes in the percentage of
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net premiums earned from pro rata contracts along with the mix of business. While aggregate operating expenses were higher for the year ended
December 31, 2003 compared to the year ended December 31, 2002, the operating expense ratio decreased primarily due to the growth in net
premiums earned in the 2003 period.

Insurance Segment

        The following table sets forth our insurance segment's underwriting results:

Year Ended December 31,

2003 2002

(in thousands)

Gross premiums written $ 1,766,987 $ 664,559
Net premiums written 1,171,596 378,927
Net premiums earned $ 882,926 $ 153,996
Policy-related fee income 14,028 9,418
Other underwriting-related fee income 1,733 �
Losses and loss adjustment expenses (574,134) (108,772)
Acquisition expenses, net (109,815) (13,570)
Other operating expenses (133,968) (42,827)

Underwriting income (loss) $ 80,770 $ (1,755)
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Year Ended December 31,

Underwriting Ratios
Loss ratio 65.0% 70.6%
Acquisition expense ratio(1) 10.8% 2.7%
Other operating expense ratio 15.2% 27.8%

Combined ratio 91.0% 101.1%

(1)
The acquisition expense ratio is adjusted to include certain policy-related fee income.

        Underwriting Income (Loss).    The insurance segment's underwriting income was $80.8 million for the year ended December 31, 2003,
compared to a loss of $1.8 million for the year ended December 31, 2002. The increase in underwriting profitability in 2003 was primarily due
to a significantly higher level of net premiums earned. In addition, the insurance segment's combined ratio improved to 91.0% for the year ended
December 31, 2003, compared to 101.1% for the year ended December 31, 2002. The components of the insurance segment's underwriting
income or loss are discussed below.

        Premiums Written.    Gross premiums written for our insurance segment increased to $1.77 billion for the year ended December 31, 2003,
compared to $664.6 million for the year ended December 31, 2002. During 2002, the insurance segment established new underwriting units in
various specialty lines and began writing business in these new areas of focus primarily during the last six months of the year. The insurance
segment also added a number of new accounts in its program business during 2002. In addition to new business written in the year ended
December 31, 2003, premiums written also include the renewal of certain accounts initially written in 2002. Accordingly, premiums written by
the insurance segment during the year ended December 31, 2003 were significantly higher than the comparable year ended December 31, 2002.

        Net premiums written for our insurance segment increased to $1.17 billion for the year ended December 31, 2003, compared to
$378.9 million for the year ended December 31, 2002. Contributing to this increase was a $256.7 million increase in program business, a
$160.4 million increase in casualty business and a $112.3 million increase in construction and surety business. In addition, the insurance
segment also significantly reduced the percentage of business ceded to unaffiliated reinsurers in its
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program business during 2002 contributing to the growth in net premiums written. For information regarding net premiums written produced by
major type of business and geographic location, refer to note 3, "Segment Information," of the notes accompanying our consolidated financial
statements which are included in our Annual Report on Form 10-K for the year ended December 31, 2003, which is incorporated by reference in
this prospectus supplement.

        Net Premiums Earned.    Net premiums earned for our insurance segment increased to $882.9 million for the year ended December 31,
2003, compared to $154.0 million for the year ended December 31, 2002. This increase was due to substantial growth in net premiums written
discussed above, along with increased retentions on our program business.

        Policy-Related Fee Income.    Policy-related fee income for our insurance segment was $14.0 million for the year ended December 31,
2003, compared to $9.4 million for the year ended December 31, 2002. Such amounts were earned primarily on our non-standard automobile
business.

        Other Underwriting-Related Fee Income.    During the 2003 fourth quarter, the insurance segment entered into a reinsurance agreement
pursuant to which we assumed certain surety contracts that were in force in October 2003. Since the reinsurance agreement provides coverage
for losses both prior and subsequent to such date, the contract was bifurcated into its prospective and retroactive elements. We accounted for the
retroactive element pursuant to the accounting guidance under SFAS No. 113, which prescribes that underwriting income generated in
connection with retroactive contracts be deferred and amortized into income over the settlement period of the associated claims. Of the total
estimated gain of $4.6 million, $1.7 million was recognized in the 2003 fourth quarter as other underwriting-related fee income and the balance
of $2.9 million will be recognized over the settlement period.
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        Losses and Loss Adjustment Expenses.    Insurance segment losses and loss adjustment expenses incurred for the year ended December 31,
2003 were $574.1 million, or 65.0% of net premiums earned, compared to $108.8 million, or 70.6%, for the year ended December 31, 2002. The
loss ratio for the year ended December 31, 2003 reflects a significantly higher percentage of business from our specialty lines compared with the
year ended December 31, 2002, which included a higher percentage of business from our non-standard auto business. To date, in our specialty
lines, we have recorded lower loss ratios than in our non-standard auto business. In addition, the loss ratio for the year ended December 31, 2003
included net adverse development on losses originally recorded in prior years of $1.7 million, which generated a 0.2 point increase in the loss
ratio. For a discussion of the reserves for losses and loss adjustment expenses, please refer to the section above entitled "�Critical Accounting
Policies, Estimates and Recent Accounting Pronouncements�Reserves for Losses and Loss Adjustment Expenses."

        Underwriting Expenses.    The acquisition expense ratio for our insurance segment is calculated net of certain policy-related fee income and
is affected by, among other things, (1) the amount of ceding commissions received from unaffiliated reinsurers and (2) the amount of business
written on a surplus lines (non-admitted) basis. The acquisition expense ratio was 10.8% for the year ended December 31, 2003 (net of 1.6
points of policy-related fee income), compared to 2.7% for the year ended December 31, 2002 (net of 6.1 points of policy-related fee income).
The increase in the acquisition expense ratio primarily resulted from the increased contribution of business from our insurance segment's new
areas of focus in the 2003 period.

        The other operating expense ratio for the year ended December 31, 2003 was 15.2%, compared to 27.8% for the year ended December 31,
2002. While aggregate operating expenses were higher for the year ended December 31, 2003 compared to the year ended December 31, 2002 in
connection with the growth in gross premiums written, the operating expense ratio decreased primarily due to the growth in net premiums earned
in the 2003 period.
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Net Investment Income

        Net investment income was $81.0 million for the year ended December 31, 2003, compared to $51.2 million for the year ended
December 31, 2002. The increase in net investment income for the year ended December 31, 2003 was due to the significant increase in our
invested assets primarily resulting from cash flow from operations in 2003 and 2002, which totaled $2.28 billion. The increase in invested assets
more than offset the effect of lower yields available in the financial markets in 2003 compared to 2002. Our pre-tax and after-tax investment
yields, respectively, for the year ended December 31, 2003 were 3.1% and 2.9%, compared to 3.7% and 3.2% for the year ended December 31,
2002. These yields were calculated based on the amortized cost of the portfolio. Yields on future investment income may vary based on financial
market conditions, investment allocation decisions and other factors.

Net Realized Investment Gains or Losses

        Following is a summary of net realized investment gains (losses):

Year Ended December 31,

2003 2002 2001

(in thousands)

Fixed maturities $ 22,488 $ (6,350) $ (2,116)
Publicly traded equity securities � (269) 22,896
Privately held securities 692 5,780 (2,398)
Other 2,137 � �

Net realized investment gains (losses) 25,317 (839) 18,382
Income tax expense (2,245) (1,779) (7,242)
Net realized investment gains (losses), net of tax $ 23,072 $ (2,618) $ 11,140

        Currently, our portfolio is actively managed to maximize total return within certain guidelines. The effect of financial market movements
on the investment portfolio will directly impact net realized investment gains and losses as the portfolio is adjusted and rebalanced. The net
realized investment gains of $22.5 million for the year ended December 31, 2003 and net realized investment losses of $6.4 million and
$2.1 million for the years ended December 31, 2002 and 2001, respectively, on our fixed income portfolio resulted from the sale of certain
securities to reduce credit exposure, and from sales related to rebalancing the portfolio. Included in "Other" in the table above are net realized
gains of $2.1 million for the year ended December 31, 2003. Such amount included $1.9 million of proceeds received from a class action lawsuit
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related to a publicly traded equity security which we previously owned and for which we had recorded a significant realized loss in a prior year.

        Our investment portfolio is classified as available for sale. During the years ended December 31, 2003 and 2002, we realized gross losses
from the sale of fixed maturities of $5.0 million and $10.0 million, respectively. With respect to those securities that were sold at a loss, the
following is an analysis of the gross realized losses based on the period of time those securities had been in an unrealized loss position:

Year Ended December 31,

2003 2002

(in thousands)

Less than 6 months $ 3,888 $ 9,349
At least 6 months but less than 12 months 558 658
Over 12 months 595 �

Total $ 5,041 $ 10,007
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        The fair values of such securities sold at a loss during the years ended December 31, 2003 and 2002 were $779.5 million and
$235.1 million, respectively. Our process for identifying declines in the fair value of investments that are other than temporary involves
consideration of several factors. These factors include (i) the time period in which there has been a significant decline in value, (ii) an analysis of
the liquidity, business prospects and overall financial condition of the issuer, (iii) the significance of the decline and (iv) our intent and ability to
hold the investment for a sufficient period of time for the value to recover. Where our analysis of the above factors results in the conclusion that
declines in fair values are other than temporary, the cost of the securities is written down to fair value and the previously unrealized loss is
therefore reflected as a realized loss.

        With respect to securities where the decline in value is determined to be temporary and the security's value is not written down, a
subsequent decision may be made to sell that security and realize a loss. As mentioned above, we consider our intent and ability to hold a
security until the value recovers in the process of evaluating whether a security with an unrealized loss represents an other than temporary
decline. However, this factor, on its own, is not determinative as to whether we will recognize an impairment charge. We believe our ability to
hold such securities is supported by our positive cash flow from operations where we can generate sufficient liquidity in order to meet our claims
payment obligations arising from our underwriting operations without selling such investments. Cash flow from operating activities was
$1.61 billion and $669.1 million, in 2003 and 2002, respectively. However, subsequent decisions on security sales are made within the context
of overall risk monitoring, changing information and an assessment of value relative to other comparable securities. While our external
investment managers may, at a given point in time, believe the preferred course of action is to hold securities until such losses are recovered, the
dynamic nature of the portfolio management may result in a subsequent decision to sell the security and realize the loss, based upon changes in
interest rates, duration targets, relative value and other factors. We believe these subsequent decisions are consistent with the classification of
our investment portfolio as available for sale. We did not record an impairment on securities that were purchased and subsequently sold at a loss
during the year ended December 31, 2003 due to the factors discussed above.

Other

        Other fee income, net of related expenses, represents revenues and expenses provided by our non-underwriting operations. Other income is
generated by our investments in privately held securities. At December 31, 2003, we held five investments in privately held securities. Three of
such investments are accounted for under the equity method of accounting. Under the equity method, we record a proportionate share of the
investee company's net income or loss based on our ownership percentage in such investment, which amounted to $3.0 million for the year
ended December 31, 2003, compared to $2.2 million and $2.6 million for the years ended December 31, 2002 and 2001, respectively.

        Other expenses primarily represent certain holding company costs necessary to support our growing worldwide insurance and reinsurance
operations and costs associated with operating as a publicly-traded company. Other expenses for the year ended December 31, 2003 include
approximately $3.1 million of costs related to the resolution of an adjustment basket pursuant to the subscription agreement entered into in
connection with the November 2001 capital infusion. See note 9, "Transactions with Related Parties," of the notes accompanying our
consolidated financial statements which are included in our Annual Report on Form 10-K for the year ended December 31, 2003, which is
incorporated by reference in this prospectus supplement.
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Net Foreign Exchange Gains or Losses

        Net foreign exchange gains for the year ended December 31, 2003 of $997,000 consisted of net unrealized losses of $2,153,000 and net
realized gains of $3,150,000. Net foreign exchange gains for the year ended December 31, 2002 of $2,449,000 consisted of net unrealized losses
of $36,000 and net realized gains of $2,485,000. Foreign exchange gains and losses vary with fluctuations in currency rates
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and result from the remeasurement of foreign denominated monetary assets and liabilities. These gains and losses could add significant volatility
to our net income in future periods.

Non-Cash Compensation

Restricted Stock

        During 2003, 2002 and 2001, we made certain grants (primarily of restricted common shares) to employees and to Robert Clements,
chairman of our board of directors, under our stock incentive plans and other arrangements. These grants were made primarily in connection
with our underwriting initiative. After-tax non-cash compensation expense included in net income for the year ended December 31, 2003 was
$13.8 million. After-tax non-cash compensation expense included in net income for the year ended December 31, 2002 was $48.9 million, of
which $39.5 million related to certain restricted common shares for which the vesting terms had been accelerated during 2002, as discussed
below.

        During 2002, our board of directors accelerated the vesting terms of certain restricted common shares granted to Mr. Clements, which had
been issued in connection with the November 2001 capital infusion, and Mr. Clements agreed to repay the outstanding $13.5 million loan
previously made to him by us. Mr. Clements was granted 1,689,629 restricted common shares which were initially scheduled to vest in five
equal annual amounts commencing on October 23, 2002. The vesting period and the amounts have been changed as follows: 60% of the shares
vested on October 23, 2002, 20% of the shares vested on October 23, 2003 and 20% will vest on October 23, 2004.

        The $13.5 million loan made by us to Mr. Clements was used by him to pay income and self employment taxes. Under his retention
agreement, Mr. Clements received additional compensation in cash in an amount sufficient to defray the loan's interest costs. In order to
facilitate the repayment of the loan, we agreed to repurchase an amount of Mr. Clements' shares equal to the principal balance of the loan, less
any cash payment made by Mr. Clements, for a price per share based on the market price for the common shares as reported on the NASDAQ
National Market on the date of sale. In addition, we agreed to make gross-up payments to Mr. Clements in the event of certain tax liabilities in
connection with the repurchase. Pursuant to such arrangements, we repurchased 411,744 common shares from Mr. Clements for an aggregate
purchase price of $11.5 million. Mr. Clements used all of such sale proceeds and $2.0 million in cash to repay the entire loan balance on
November 12, 2002. Following such share repurchase, our book value per diluted share decreased by approximately $0.04 per share. During the
loan period, compensation to Mr. Clements under his retention agreement included payments of $638,000 from us, of which $364,000 was used
by him to pay interest on the loan and the balance was used to pay his related income tax liabilities.

Stock Options

        As discussed above under the caption "�Critical Accounting Policies, Estimates and Recent Accounting Pronouncements�Stock Issued to
Employees," we have elected to continue to account for stock-based compensation in accordance with APB No. 25 and have provided the
required additional pro forma disclosures. Such pro forma information has been determined as if we had accounted for our employee stock
options under the fair value method of SFAS No. 123. The fair value of employee stock options has been estimated at the date of grant using the
Black-Scholes option valuation model. See note 2(l), "Significant Accounting Policies�Stock Awards," of the notes accompanying our
consolidated financial statements which are included in our Annual Report on Form 10-K for the year ended December 31, 2003, which is
incorporated by reference in this prospectus supplement.

        For purposes of the required pro forma information, the estimated fair value of employee stock options is amortized to expense over the
options' vesting period. The weighted average fair value of options granted during the years ended December 31, 2003, 2002 and 2001 was
$2.8 million, $13.4 million and $26.0 million, respectively.
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        Had we accounted for our employee stock options under the fair value method, our net income per share would have been adjusted to the
pro forma amounts indicated below; however, the expensing of stock options would have had no impact on our shareholders' equity.

Years Ended December 31,

2003 2002 2001

(in thousands, except per share data)

Net income, as reported $ 280,591 $ 58,982 $ 22,016
Total stock-based employee compensation expense
under fair value method, net of tax (6,319) (13,451) (5,638)

Pro forma net income $ 274,272 $ 45,531 $ 16,378

Earnings per share�diluted:
As reported $ 4.14 $ 0.99 $ 1.29
Pro forma $ 4.05 $ 0.76 $ 0.96

        The Black-Scholes option valuation model was developed for use in estimating the fair value of traded options that have no vesting
restrictions and are fully transferable. In addition, option valuation models, such as the Black-Scholes model, require the input of highly
subjective assumptions, including expected stock price volatility. As our employee stock options have characteristics significantly different from
those of traded options, and because changes in the subjective input assumptions can materially affect the fair value estimate, we believe that the
existing option valuation models, such as the Black-Scholes model, may not necessarily provide a reliable single measure of the fair value of
employee stock options. The effects of applying SFAS No. 123 as shown in the pro forma disclosures may not be representative of the effects on
reported net income for future years.

Extraordinary Gain

        On November 30, 2002, we acquired PSIC, a non-standard automobile insurer, for $2.5 million. For the year ended December 31, 2002, we
recorded an extraordinary gain of $3.9 million, or $0.07 per share, from this acquisition. The extraordinary gain represented the excess of the fair
value of acquired net assets of $6.4 million over the purchase price of $2.5 million. The indicated $6.4 million fair value of acquired net assets
reflected the reduction of the carrying value of certain applicable assets to zero. In addition, we recorded an extraordinary gain of $816,000 in
the year ended December 31, 2003 representing an adjustment to the fair value of PSIC due to the recognition of deferred tax assets as part of
the acquisition. PSIC is included in our insurance segment.

Income Taxes

        ACGL changed its legal domicile from the United States to Bermuda in November 2000. Under current Bermuda law, we are not obligated
to pay any taxes in Bermuda based upon income or capital gains. We have received a written undertaking from the Minister of Finance in
Bermuda under the Exempted Undertakings Tax Protection Act of 1966 that in the event legislation is enacted in Bermuda imposing tax
computed on profits, income, gain or appreciation on any capital asset, or tax in the nature of estate duty or inheritance tax, such tax will not be
applicable to us or our operations until March 28, 2016.

        ACGL will be subject to U.S. federal income tax only to the extent that it derives U.S. source income that is subject to U.S. withholding tax
or income that is effectively connected with the conduct of a trade or business within the U.S. and is not exempt from U.S. tax under an
applicable income tax treaty. ACGL will be subject to a withholding tax on dividends from U.S. investments and interest from certain U.S.
taxpayers. ACGL does not consider itself to be engaged in a trade or business within the U.S. and, consequently, does not expect to be subject to
direct U.S. income taxation. However, because there is uncertainty as to the activities which constitute being engaged in a trade or business
within the United States, there can be no assurances that the U.S. Internal Revenue Service will not contend
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successfully that ACGL or its non-U.S. subsidiaries are engaged in a trade or business in the United States. If ACGL or any of its non-U.S.
subsidiaries were subject to U.S. income tax, ACGL's shareholders' equity and earnings could be materially adversely affected. ACGL's U.S.
subsidiaries are subject to U.S. income taxes on their worldwide income. See "Risk Factors�Risks Relating to Taxation" and "Material U.S.
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Federal Income Tax Considerations."

        The 2003, 2002 and 2001 income tax provisions resulted in effective tax rates of 9.0%, 12.5% and 44.0%, respectively, on income before
extraordinary items excluding the effect of reductions in our valuation allowance in the amount of $773,000, $7.4 million and $8.5 million,
respectively. Our effective tax rate fluctuates from year to year consistent with the relative mix of income reported by jurisdiction due primarily
to the varying tax rates in each jurisdiction. We currently estimate that our comparable income tax provision in 2004 will result in an effective
tax rate of approximately 11.0%, although no assurances can be given to that effect. See note 8, "Income Taxes," of the notes accompanying our
consolidated financial statements which are included in our Annual Report on Form 10-K for the year ended December 31, 2003, which is
incorporated by reference in this prospectus supplement, for a reconciliation of the difference between the provision for income taxes and the
expected tax provision at the weighted average statutory tax rate for the years ended December 31, 2003, 2002 and 2001.

        At December 31, 2003, we have a valuation allowance of $1.4 million against a deferred tax asset in one of our subsidiaries that currently
does not have a business plan to produce significant future taxable income. See note 8, "Income Taxes," of the notes accompanying our
consolidated financial statements which are included in our Annual Report on Form 10-K for the year ended December 31, 2003, which is
incorporated by reference in this prospectus supplement, and "�Critical Accounting Policies, Estimates and Recent Accounting
Pronouncements�Valuation Allowance."

        We have net operating loss carryforwards in our U.S. operating subsidiaries totaling approximately $38.8 million at December 31, 2003.
Such net operating losses are currently available to offset our future U.S. taxable income and expire between 2011 and 2023. Full utilization of
our net operating losses would reduce future taxes payable by $13.6 million. In addition, we have an alternative minimum tax credit
carryforward in the amount of $1.4 million, which can be carried forward without expiration. On November 20, 2001, we underwent an
ownership change for U.S. federal income tax purposes as a result of the capital raised at that time. As a result of this ownership change,
limitations are imposed upon the utilization of our existing net operating losses and the alternative minimum tax credit carryforward. See note 8,
"Income Taxes," of the notes accompanying our consolidated financial statements which are included in our Annual Report on Form 10-K for
the year ended December 31, 2003, which is incorporated by reference in this prospectus supplement.

Liquidity and Capital Resources

        ACGL is a holding company whose assets primarily consist of the shares in its subsidiaries. Generally, we depend on our available cash
resources, liquid investments and dividends or other distributions from our subsidiaries to make payments, including the payment of operating
expenses we may incur and for any dividends our board of directors may determine. ACGL does not currently intend to declare any dividends.

        Pursuant to a shareholders agreement that we entered into in connection with the November 2001 capital infusion, we have agreed not to
declare any dividend or make any other distribution on our common shares, and not to repurchase any common shares, until we have
repurchased from the Warburg Pincus funds, the Hellman & Friedman funds and the other holders of our preference shares, pro rata, on the basis
of the amount of each of these shareholders' investment in us at the time of such repurchase, preference shares having an aggregate value of
$250.0 million, at a per share price acceptable to these shareholders.

        On a consolidated basis, our aggregate invested assets, including cash and short-term investments, totaled $3.72 billion at December 31,
2003. ACGL's readily available cash, short-term investments and
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marketable securities, excluding amounts held by our regulated insurance and reinsurance subsidiaries, totaled $10.6 million at December 31,
2003.

        The ability of our regulated insurance and reinsurance subsidiaries to pay dividends or make distributions is dependent on their ability to
meet applicable regulatory standards. Under Bermuda law, Arch Re Bermuda is required to maintain a minimum solvency margin (i.e., the
amount by which the value of its general business assets must exceed its general business liabilities) equal to the greatest of (1) $100,000,000,
(2) 50% of net premiums written (being gross premiums written by us less any premiums ceded by us, but we may not deduct more than 25% of
gross premiums when computing net premiums written) and (3) 15% of loss and other insurance reserves. Arch Re Bermuda is prohibited from
declaring or paying any dividends during any financial year if it is not in compliance with its minimum solvency margin. In addition, Arch Re
Bermuda is prohibited from declaring or paying in any financial year dividends of more than 25% of its total statutory capital and surplus (as
shown on its previous financial year's statutory balance sheet) unless it files, at least seven days before payment of such dividends, with the
Bermuda Monetary Authority an affidavit stating that it will continue to meet the required margins. In addition, Arch Re Bermuda is prohibited,
without prior approval of the Bermuda Monetary Authority, from reducing by 15% or more its total statutory capital, as set out in its previous
year's financial statements. At December 31, 2003, Arch Re Bermuda had statutory capital and surplus as determined under Bermuda law of
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$1.43 billion (including ownership interests in its subsidiaries). Accordingly, 15% of Arch Re Bermuda's capital, or approximately
$214.7 million, is available for dividends during 2004 without prior approval under Bermuda law, as discussed above. Our U.S. insurance and
reinsurance subsidiaries, on a consolidated basis, may not pay any significant dividends or distributions during 2004 without prior regulatory
approval. In addition, the ability of our insurance and reinsurance subsidiaries to pay dividends could be constrained by our dependence on
financial strength ratings from independent rating agencies. Our ratings from these agencies depend to a large extent on the capitalization levels
of our insurance and reinsurance subsidiaries.

        We are required to maintain assets on deposit with various regulatory authorities to support our insurance and reinsurance operations. The
assets on deposit are available to settle insurance and reinsurance liabilities to third parties. We also have investments in segregated portfolios
primarily to provide collateral or guarantees for letters of credit to third parties. At December 31, 2003 and 2002, such amounts approximated
$289.7 million and $129.2 million, respectively. In addition, Arch Re Bermuda maintains assets in trust accounts to support insurance and
reinsurance transactions with affiliated U.S. companies. At December 31, 2003 and 2002, such amounts approximated $1.12 billion and
$233.1 million, respectively.

        ACGL, through its subsidiaries, provides financial support to certain of its insurance subsidiaries and affiliates, through certain reinsurance
arrangements essential to the ratings of such subsidiaries. Except as described in the preceding sentence, or where express reinsurance, guarantee
or other financial support contractual arrangements are in place, each of ACGL's subsidiaries or affiliates is solely responsible for its own
liabilities and commitments (and no other ACGL subsidiary or affiliate is so responsible). Any reinsurance arrangements, guarantees or other
financial support contractual arrangements that are in place are solely for the benefit of the ACGL subsidiary or affiliate involved and third
parties (creditors or insureds of such entity) are not express beneficiaries of such arrangements.

        Cash flow from operating activities on a consolidated basis are provided by premiums collected, fee income, investment income and
collected reinsurance recoverables, offset by losses and loss adjustment expense payments, reinsurance premiums paid, operating costs and
current taxes paid. Consolidated cash provided by operating activities was $1.61 billion for the year ended December 31, 2003, compared to
$669.1 million for the year ended December 31, 2002. The increase in cash flow in the 2003 periods compared to the 2002 periods was primarily
due to the growth in premium volume and a low level of claim payments due, in part, to the limited history of our insurance and reinsurance
operations.
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        We monitor our capital adequacy on a regular basis. The future capital requirements of our business will depend on many factors, including
our ability to write new business successfully and to establish premium rates and reserves at levels sufficient to cover losses. Our ability to
underwrite is largely dependent upon the quality of our claims paying and financial strength ratings as evaluated by independent rating agencies.
In particular, we require (1) sufficient capital to maintain our financial strength ratings, as issued by several ratings agencies, at a level
considered necessary by management to enable our key operating subsidiaries to compete; (2) sufficient capital to enable its underwriting
subsidiaries to meet the capital adequacy tests performed by statutory agencies in the U.S. and other key markets; (3) letters of credit and other
forms of collateral that are required by our non-U.S. operating companies that are "non-admitted" under U.S. state insurance regulations; and
(4) revolving credit to meet short-term liquidity needs.

        To the extent that our existing capital is insufficient to fund our future operating requirements or maintain such ratings, we may need to
raise additional funds through financings or limit our growth. If we are not able to obtain adequate capital, our business, results of operations and
financial condition could be adversely affected, which could include, among other things, the following possible outcomes: (1) potential
downgrades in the financial strength ratings assigned by ratings agencies to our operating subsidiaries, which could place those operating
subsidiaries at a competitive disadvantage compared to higher-rated competitors; (2) reductions in the amount of business that our operating
subsidiaries are able to write in order to meet capital adequacy-based tests enforced by statutory agencies; and (3) any resultant ratings
downgrades could increase the cost of bank credit and letters of credit.

        In addition to common share capital, we depend on external sources of finance to support our underwriting activities, which can be in the
form (or any combination) of debt securities, preference shares and bank credit. Any equity or debt financing, if available at all, may be on terms
that are unfavorable to us. In the case of equity financings, dilution to our shareholders could result, and, in any case, such securities may have
rights, preferences and privileges that are senior to those of our outstanding securities.

        We are currently reviewing our capital needs for 2004. Based on current available information, it is possible that we may raise additional
debt and/or equity capital during the first half of 2004 in order to support our underwriting activities. As part of our future capital raising
activities, we may also seek to supplement, or replace, our current revolving credit facility borrowings (described below) with longer term debt
securities or other debt financing.
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        We expect that our operational needs, including our anticipated insurance obligations and operating and capital expenditure needs, for the
next twelve months, at a minimum, will be met by our balance of cash and short-term investments, as well as by funds generated from
underwriting activities and investment income and proceeds on the sale or maturity of our investments, or as described in the preceding
paragraphs.

        We have access to letter of credit facilities for up to $300 million as of December 31, 2003. When issued under the letter of credit facilities,
such letters of credit are secured by a portion of our investment portfolio. At December 31, 2003, we had approximately $168.3 million in
outstanding letters of credit under the letter of credit facilities which were secured by investments totaling $177.6 million. We were in
compliance with all covenants contained in the agreements for such letters of credit facilities at December 31, 2003. The letter of credit facilities
expire in August 2004 and November 2004. It is anticipated that the letter of credit facilities will be renewed (or replaced) on expiry, but such
renewal (or replacement) will be subject to the availability of credit from banks which we utilize. In the event such support is insufficient, we
could be required to provide alternative security to cedents. This could take the form of additional insurance trusts supported by our investment
portfolio or funds withheld using our cash resources. If we are unable to post security in the form of letters of credit or trust funds when required
under such regulations, our operations could be significantly and negatively affected. In addition to letters of credit, we have and may establish
insurance trust accounts in the U.S. and Canada to secure our reinsurance amounts payable as
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required. At December 31, 2003, CAD $29.3 million had been set aside in Canadian trust accounts. See "�Contractual Obligations and
Commercial Commitments�Letter of Credit Facilities" for a description of the credit facility.

        In September 2003, we entered into an unsecured credit facility with a syndicate of banks which provides for the borrowing of up to
$300.0 million. The credit facility is in the form of a 364-day revolving credit agreement that may be converted by us into a two-year term loan
at expiration. On September 29, 2003, we borrowed $200.0 million under the credit facility. The proceeds from such borrowings were
contributed to our subsidiaries to support their underwriting activities. The facility is available to provide capital in support of our growing
insurance and reinsurance businesses, as well as other general corporate purposes. We are required to comply with certain covenants under the
credit facility agreement. These covenants require, among other things, that we (i) maintain a debt to shareholders' equity ratio of not greater
than 0.35 to 1; (ii) maintain shareholders' equity in excess of $1.0 billion plus 40% of future aggregate net income (not including any future net
losses) and 40% of future aggregate capital raising proceeds; and (iii) that our principal insurance and reinsurance subsidiaries maintain at least a
"B++" rating from A.M. Best. We were in compliance with all covenants contained in the Credit Facility agreement at December 31, 2003. See
"�Contractual Obligations and Commercial Commitments�Credit Line" for a description of the credit facility.

        In January 2004, the Securities and Exchange Commission declared effective our universal shelf registration statement. This registration
statement, which replaces our previous shelf registration statement with an unused portion of approximately $309 million, allows for the
possible future offer and sale by us of up to $500 million of various types of securities, including unsecured debt securities, preference shares,
common shares, warrants, share purchase contracts and units and depositary shares. The shelf registration statement enables us to cost
effectively and efficiently access public debt and/or equity capital markets in order to meet our future capital needs. Any additional issuance of
common shares by us could have the effect of diluting our earnings per share and our book value per share. In addition, the registration statement
allows selling shareholders to resell up to an aggregate of 9,892,594 common shares that they own (or may acquire upon the conversion of
outstanding preference shares or warrants) in one or more offerings from time to time pursuant to existing registration rights principally granted
in connection with the 2001 capital infusion. We will not receive any proceeds from the shares offered by the selling shareholders. This
prospectus supplement is not an offer to sell or the solicitation of an offer to buy nor shall there be any sale of these securities in any state in
which such offer, solicitation or sale would be unlawful prior to registration or qualification under the securities laws of any such state.

        At December 31, 2003, our total capital of $1.91 billion consisted of revolving credit facility borrowings of $200.0 million, representing
10.5% of the total, and shareholders' equity of $1.71 billion, representing 89.5% of the total. At December 31, 2002, our total capital of
$1.41 billion consisted of shareholders' equity with no borrowings outstanding. The increase in our total capital during 2003 was primarily
attributable to the effects of net income for the year ended December 31, 2003 and the borrowings under our credit facility in September 2003.

Certain Matters Which May Materially Affect Our Results of Operations and/or Financial Condition

Reserves for Losses and Loss Adjustment Expenses

        We establish reserves for losses and loss adjustment expenses which represent estimates involving actuarial and statistical projections, at a
given point in time, of our expectations of the ultimate settlement and administration costs of losses incurred. Estimating loss reserves is
inherently difficult, which is exacerbated by the fact that we are a relatively new company with relatively limited historical experience upon
which to base such estimates. We utilize actuarial models as well as available historical insurance industry loss ratio experience and loss
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development patterns to assist in the establishment of loss reserves. Actual losses and loss adjustment expenses paid will deviate, perhaps
substantially, from the reserve estimates reflected in our financial statements. See the section above entitled "�Critical Accounting Policies,
Estimates and Recent Accounting Pronouncements�Reserves for Losses and Loss Adjustment Expenses."
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Premium Estimates

        Our premiums written and premiums receivable include estimates for our insurance and reinsurance operations. Insurance premiums
written include estimates in our program business and aviation business. Reinsurance premiums written include amounts reported by the ceding
companies, supplemented by our own estimates of premiums for which ceding company reports have not been received. The basis for the
amount of premiums written recognized varies based on the types of contracts we write. Premiums on our excess of loss and pro rata reinsurance
contracts are estimated when the business is underwritten. For excess of loss contracts, the minimum premium, as defined in the contract, is
generally recorded as an estimate of premiums written as of the date of the treaty. Estimates of premiums written under pro rata contracts are
recorded in the period in which the underlying risks are expected to incept and are based on information provided by the brokers and the ceding
companies. For multi-year reinsurance treaties which are payable in annual installments, only the initial annual installment is included as
premiums written at policy inception due to the ability of the reinsured to commute or cancel coverage during the term of the policy. The
remaining annual installments are included as premiums written at each successive anniversary date within the multi-year term.

        Premium estimates are reviewed at least quarterly, based on management's detailed review by treaty, comparing actual reported premiums
to expected ultimate premiums. In addition, a confirmation by the responsible underwriter to the broker as to the realization of the expected
premium is performed prior to the detailed treaty review along with a review of the aging and collection of premium estimates recorded. Based
on such review, management evaluates the appropriateness of the premium estimates, and any adjustment to these estimates is recorded in the
period in which it becomes known. Adjustments to original premium estimates could be material and such adjustments could directly and
significantly impact earnings favorably or unfavorably in the period they are determined because the subject premium may be fully or
substantially earned. A significant portion of amounts included as premiums receivable, which represent estimated premiums written, net of
commissions, is not currently due based on the terms of the underlying contracts. Due to the above process, management believes that the
premium estimates included in premiums receivable will be collectible and, therefore, no provision for doubtful accounts has been recorded on
the premium estimates at December 31, 2003.

Reinsurance Protection and Recoverables

        For purposes of limiting our risk of loss, we reinsure a portion of our exposures, paying to reinsurers a part of the premiums received on the
policies we write, and we may also use retrocessional protection. For the year ended December 31, 2003, ceded premiums written represented
approximately 15.1% of gross premiums written, compared to 15.2% for the year ended December 31, 2002.

        The availability and cost of reinsurance and retrocessional protection is subject to market conditions, which are beyond our control.
Currently, the market for these arrangements is experiencing high demand for various products and it is not certain that we will be able to obtain
adequate protection at cost effective levels. As a result of such market conditions and other factors, we may not be able to successfully mitigate
risk through reinsurance and retrocessional arrangements. Further, we are subject to credit risk with respect to our reinsurers and
retrocessionaires because the ceding of risk to reinsurers and retrocessionaires does not relieve us of our liability to the clients or companies we
insure or reinsure. Our failure to establish adequate reinsurance or retrocessional arrangements or the failure of our existing reinsurance or
retrocessional arrangements to protect us from overly concentrated risk exposure could adversely affect our financial condition and results of
operations.

        We monitor the financial condition of our reinsurers and attempt to place coverages only with substantial, financially sound carriers. At
December 31, 2003, approximately 82.7% of our reinsurance recoverables on paid and unpaid losses of $428.0 million (not including prepaid
reinsurance premiums)
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were due from carriers which had an A.M. Best rating of "A-" or better. Our recoverable on paid and unpaid losses from Sentry Insurance a
Mutual Company ("Sentry") represented 5.7% of our total shareholders' equity at December 31, 2003, as described below. No other reinsurance
recoverables exceeded 5% of our total shareholders' equity.

        The following table details our reinsurance recoverables at December 31, 2003:

Edgar Filing: ARCH CAPITAL GROUP LTD - Form 424B2

46



% of Total
A.M. Best
Rating(1)

Sentry Insurance a Mutual Company(2) 22.7% A+
Alternative market recoverables(3) 11.5% NR
Lloyd's of London syndicates(4) 8.3% A-
Everest Reinsurance Corporation 7.6% A+
Swiss Reinsurance America Corporation 6.0% A+
Employers Reinsurance Corporation 5.7% A
Hartford Fire Insurance Company 2.9% A+
Odyssey Reinsurance Group 2.9% A
Allied World Assurance Company Ltd. 2.4% A+
Berkley Insurance Company 2.3% A
Folksamerica Reinsurance Company 2.2% A
ACE Property & Casualty Insurance Company 2.1% A
Lyndon Property Insurance Company(5) 1.5% A-
Gerling Global Reinsurance Corporation of America(6) 1.5% NR
Lumbermens Mutual Casualty Company 1.2% D
PMA Capital Insurance Company 0.9% B++
AXA Corporate Solutions Reinsurance Company 0.5% B+
Knight Insurance Company Ltd. 0.4% B+
Trenwick America Reinsurance Corporation 0.2% NR
Commercial Risk Re-Insurance Company 0.1% B
SCOR Reinsurance Company 0.1% B++
All other(7) 17.0%

Total 100.0%

(1)
The financial strength ratings are as of March 1, 2004 and were assigned by A.M. Best based on its opinion of the insurer's financial
strength as of such date. An explanation of the ratings listed in the table follows: the rating of "A+" is designated "Superior"; the "A"
and "A-" ratings are designated "Excellent"; ratings of "B++" and "B+" are designated "Very Good"; the rating of "B" is designated
"Fair"; and the "D" rating is designated "Poor." Additionally, A.M. Best has five classifications within the "Not Rated" or "NR"
category. Reasons for an "NR" rating being assigned by A.M. Best include insufficient data, size or operating experience, companies
which are in run-off with no active business writings or are dormant, companies which disagree with their rating and request that a
rating not be published or insurers that request not to be formally evaluated for the purposes of assigning a rating opinion.

(2)
In connection with our acquisition of Arch Specialty in February 2002, the seller, Sentry, agreed to assume all liabilities arising out of
Arch Specialty's business prior to the closing of the acquisition. In addition to the guarantee provided by Sentry, substantially all of the
recoverable from Sentry is still subject to the original reinsurance agreements inuring to Arch Specialty and, to the extent Sentry fails
to comply with its payment obligations to us, we may obtain reimbursement from the third party reinsurers under such agreements.

(3)
Includes amounts recoverable from separate cell accounts in our alternative markets unit. Substantially all of such amounts are
collateralized with letters of credit or deposit funds.
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(4)
The A.M. Best group rating of "A-" (Excellent) has been applied to all Lloyd's of London syndicates.

(5)
In connection with our acquisition of Western Diversified in June 2003, the seller, Protective Life Corporation, and certain of its
affiliates (including Lyndon Property Insurance Company) agreed to assume all liabilities arising out of Western Diversified's business
prior to the closing of the acquisition. The balance due from Lyndon Property Insurance Company reflected above includes all such
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amounts.

(6)
Gerling Global Reinsurance Corporation of America is a stand-alone subsidiary of Gerling Globale Rückversicherungs-AG. Gerling
Global Reinsurance Corporation of America reported that it had approximately $71 million of statutory policyholders' surplus at
December 31, 2003 and is current in its payment obligations to us.

(7)
The following table provides a breakdown of the "All other" category by A.M. Best rating:

% of Total

Companies rated "A-" or better 16.0%
Companies not rated 1.0%

Total 17.0%

Natural and Man-Made Catastrophic Events

        We have large aggregate exposures to natural and man-made catastrophic events. Catastrophes can be caused by various events, including,
but not limited to, hurricanes, floods, windstorms, earthquakes, hailstorms, explosions, severe winter weather and fires. Catastrophes can also
cause losses in non-property business such as workers' compensation or general liability. In addition to the nature of property business, we
believe that economic and geographic trends affecting insured property, including inflation, property value appreciation and geographic
concentration tend to generally increase the size of losses from catastrophic events over time.

        We have substantial exposure to unexpected, large losses resulting from future man-made catastrophic events, such as acts of war, acts of
terrorism and political instability. These risks are inherently unpredictable and recent events may lead to increased frequency and severity of
losses. It is difficult to predict the timing of such events with statistical certainty or estimate the amount of loss any given occurrence will
generate. It is not possible to eliminate completely our exposure to unforecasted or unpredictable events and, to the extent that losses from such
risks occur, our financial condition and results of operations could be materially adversely affected. Therefore, claims for natural and man-made
catastrophic events could expose us to large losses and cause substantial volatility in our results of operations, which could cause the value of
our common shares to fluctuate widely. In certain instances, we specifically insure and reinsure risks resulting from terrorism. Even in cases
where we attempt to exclude losses from terrorism and certain other similar risks from some coverages written by us, we may not be successful
in doing so. Moreover, irrespective of the clarity and inclusiveness of policy language, there can be no assurance that a court or arbitration panel
will limit enforceability of policy language or otherwise issue a ruling adverse to us.

        We seek to limit our loss exposure by writing a number of our reinsurance contracts on an excess of loss basis, adhering to maximum
limitations on reinsurance written in defined geographical zones, limiting program size for each client and prudent underwriting of each program
written. In the case of proportional treaties, we generally seek per occurrence limitations or loss ratio caps to limit the impact of losses from any
one event. We cannot be sure that any of these loss limitation methods will be effective. We also seek to limit our loss exposure by geographic
diversification. Geographic zone limitations involve significant underwriting judgments, including the determination of the area of the zones and
the inclusion of a particular policy within a particular zone's limits. There can be no
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assurance that various provisions of our policies, such as limitations or exclusions from coverage or choice of forum, will be enforceable in the
manner we intend. Disputes relating to coverage and choice of legal forum may also arise. Underwriting is inherently a matter of judgment,
involving important assumptions about matters that are inherently unpredictable and beyond our control, and for which historical experience and
probability analysis may not provide sufficient guidance. One or more catastrophic or other events could result in claims that substantially
exceed our expectations, which could have a material adverse effect on our financial condition or our results of operations, possibly to the extent
of eliminating our shareholders' equity.

        For our catastrophe exposed business, we seek to limit the amount of exposure we will assume from any one insured or reinsured and the
amount of the exposure to catastrophe losses in any geographic zone. We monitor our exposure to catastrophic events, including earthquake,
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wind and specific terrorism exposures, and periodically reevaluate the estimated probable maximum pre-tax loss for such exposures. Our
estimated probable maximum pre-tax loss is determined through the use of modeling techniques, but such estimate does not represent our total
potential loss for such exposures. We seek to limit the probable maximum pre-tax loss to a percentage of our total shareholders' equity for severe
catastrophic events. Currently, we generally seek to limit the probable maximum pre-tax loss to approximately 25% of total shareholders' equity
for a severe catastrophic event in any geographic zone that could be expected to occur once in every 250 years. There can be no assurances that
we will not suffer pre-tax losses greater than 25% of our total shareholders' equity from one or more catastrophic events due to several factors,
including the inherent uncertainties in estimating the frequency and severity of such events and the margin of error in making such
determinations resulting from potential inaccuracies in the data provided by clients and brokers, the modeling techniques and the application of
such techniques. In addition, depending on business opportunities and the mix of business that may comprise our insurance and reinsurance
portfolio, we may seek to limit the probable maximum pre-tax loss to a higher percentage of our total shareholders' equity for our catastrophe
exposed business.

        For property catastrophe-related exposures from January 1, 2003 through September 30, 2003, our insurance operations entered into a
reinsurance treaty which provides coverage for property catastrophe-related losses equal to 95% of the first $70 million in excess of a
$50 million retention of such losses. On October 1, 2003, our insurance operations increased their coverage for property catastrophe-related
losses to 95% of the first $95 million in excess of a $50 million retention of such losses. In addition, our reinsurance operations have purchased
reinsurance which primarily provides coverage for certain catastrophe-related losses in California and Florida. Recoveries under such
reinsurance treaties are calculated based upon the size of insured industry losses. In the future, we may seek to purchase additional catastrophe or
other reinsurance protection. The availability and cost of such reinsurance protection is subject to market conditions, which are beyond our
control. As a result of market conditions and other factors, we may not be successful in obtaining such protection. See "�Reinsurance Protection
and Recoverables" above.

Foreign Currency Exchange Rate Fluctuation

        We write business on a worldwide basis, and our net income may be affected by fluctuations in the value of currencies other than the U.S.
dollar. Changes in foreign currency exchange rates can reduce our revenues and increase our liabilities and costs, as measured in the U.S. dollar
as our functional currency. We have not attempted to reduce our exposure to these exchange rate risks by investing in securities denominated in
currencies other than the U.S. dollar. We may therefore suffer losses solely as a result of exchange rate fluctuations. In order to minimize the
impact of exchange rate fluctuations, we are considering reducing our exposure to these exchange rate risks in 2004 by investing in securities
denominated in currencies other than the U.S. dollar.
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Management and Operations

        As a relatively new insurance and reinsurance company, our success will depend on our ability to integrate new management and operating
personnel and to establish and maintain operating procedures and internal controls (including the timely and successful implementation of our
information technology initiatives, which include the implementation of improved computerized systems and programs to replace or support
manual systems) to effectively support our business and our regulatory and reporting requirements, and no assurances can be given as to the
success of these endeavors, especially in light of the rapid growth of our business. Accordingly, we have been, and are continuing to, enhance
our procedures and controls, including our control over financial reporting.

Shareholders Agreement

        The Warburg Pincus funds and the Hellman & Friedman funds together control a majority of our voting power on a fully-diluted basis and
have the right to nominate a majority of directors to our board under the shareholders agreement entered into in connection with the
November 2001 capital infusion. The shareholders agreement also provides that we cannot engage in certain transactions, including mergers and
acquisitions and transactions in excess of certain amounts, without the consent of a designee of the Warburg Pincus funds and a designee of the
Hellman & Friedman funds. These provisions could have an effect on the operation of our business and, to the extent these provisions
discourage takeover attempts, they could deprive our shareholders of opportunities to realize takeover premiums for their shares or could depress
the market price of our common shares. By reason of their ownership and the shareholders agreement, the Warburg Pincus funds and the
Hellman & Friedman funds are able to strongly influence or effectively control actions to be taken by us. The interests of these shareholders may
differ materially from the interests of the holders of our common shares, and these shareholders could take actions that are not in the interests of
the holders of our common shares.

Contingencies Relating to the Sale of Prior Reinsurance Operations
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        See note 13, "Acquisition of Subsidiaries and Disposition of Prior Reinsurance Operations," of the notes accompanying our consolidated
financial statements which are included in our Annual Report on Form 10-K for the year ended December 31, 2003, which is incorporated by
reference in this prospectus supplement.

Industry and Ratings

        We operate in a highly competitive environment, and since the September 11, 2001 events, new capital has entered the market. These
factors may mitigate the benefits that the financial markets may perceive for the property and casualty insurance industry, and we cannot offer
any assurances that we will be able to compete successfully in our industry or that the intensity of competition in our industry will not erode
profitability for insurance and reinsurance companies generally, including us. In addition, we can offer no assurances that we will participate at
all or to the same extent as more established or other companies in any price increases or increased profitability in our industry. If we do not
share in such price increases or increased profitability, our financial condition and results of operations could be materially adversely affected.

        Financial strength and claims paying ratings from third party rating agencies are instrumental in establishing the competitive positions of
companies in our industry. Periodically, rating agencies evaluate us to confirm that we continue to meet their criteria for the ratings assigned to
us by them. Our reinsurance subsidiaries, Arch Re U.S. and Arch Re Bermuda, and our principal insurance subsidiaries, Arch Insurance
Company, Arch E&S and Arch Specialty, each currently has a financial strength rating of "A-" (Excellent) from A.M. Best. The "A-" rating is
the fourth highest out of fifteen ratings assigned by A.M. Best. With respect to our non-standard automobile insurers, American Independent has
a financial strength rating of "B+" (Very Good) from A.M. Best, and PSIC has a
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financial strength rating of "A-" (Excellent) from A.M. Best. The "B+" rating is the sixth highest out of fifteen ratings assigned by A.M. Best.
We are in the process of obtaining a financial strength rating for Western Diversified, acquired in 2003, which currently has been assigned
"NR-3" (Rating Procedure Inapplicable) from A.M. Best.

        Rating agencies have been coming under increasing pressure as a result of high-profile corporate bankruptcies and may, as a result, increase
their scrutiny of rated companies, revise their rating policies or take other action. We can offer no assurances that our ratings will remain at their
current levels, or that our security will be accepted by brokers and our insureds and reinsureds. A ratings downgrade, or the potential for such a
downgrade, could adversely affect both our relationships with agents, brokers, wholesalers and other distributors of our existing products and
services and new sales of our products and services.

Contractual Obligations and Commercial Commitments

Letter of Credit Facilities

        We have access to letter of credit facilities ("LOC Facilities") for up to $300 million as of December 31, 2003. The principal purpose of the
LOC Facilities is to issue, as required, evergreen standby letters of credit in favor of primary insurance or reinsurance counterparties with which
we have entered into reinsurance arrangements to ensure that such counterparties are permitted to take credit for reinsurance obtained from our
reinsurance subsidiaries in United States jurisdictions where such subsidiaries are not licensed or otherwise admitted as an insurer, as required
under insurance regulations in the United States. The amount of letters of credit issued is driven by, among other things, the timing and payment
of catastrophe losses, loss development of existing reserves, the payment pattern of such reserves, the further expansion of our business and the
loss experience of such business.

        When issued under the LOC Facilities, such letters of credit are secured by a portion of our investment portfolio. In addition, the LOC
Facilities also requires the maintenance of certain financial covenants, with which we were in compliance at December 31, 2003. At such date,
we had approximately $168.3 million in outstanding letters of credit under the LOC Facility which were secured by investments totaling
$177.6 million. We were in compliance with all covenants contained in the agreements for such LOC Facilities at December 31, 2003. In
addition to letters of credit, we have and may establish insurance trust accounts in the U.S. and Canada to secure our reinsurance amounts
payable as required. At December 31, 2003, CAD $29.3 million had been set aside in Canadian trust accounts.

        The LOC Facilities expire in August 2004 and November 2004. It is anticipated that the LOC Facilities will be renewed (or replaced) on
expiry, but such renewal (or replacement) will be subject to the availability of credit from banks which we utilize. In the event such support is
insufficient, we could be required to provide alternative security to cedents. This could take the form of additional insurance trusts supported by
our investment portfolio or funds withheld using our cash resources. If we are unable to post security in the form of letters of credit or trust funds
when required under such regulations, our operations could be significantly and negatively affected.
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Credit Line

        In September 2003, we entered into an unsecured credit facility with a syndicate of banks led by JPMorgan Chase Bank and Bank of
America (the "Credit Facility"). The Credit Facility is in the form of a 364-day revolving credit agreement that may be converted by us into a
two-year term loan at expiration. The Credit Facility provides for the borrowing of up to $300.0 million with interest at a rate selected by us
equal to either (i) an adjusted London InterBank Offered Rate (LIBOR) plus a margin or (ii) an alternate base rate ("Base Rate"). The Base Rate
is the higher of the rate of interest established by JPMorgan Chase Bank as its prime rate or the Federal Funds rate plus 0.5% per annum.
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The payment terms for amounts converted into a term loan at expiration are as follows: 16.66% due 12 months following expiration, 16.67% due
18 months following expiration and 66.67% due 24 months following expiration. The facility is available to provide capital in support of our
growing insurance and reinsurance businesses, as well as other general corporate purposes.

        We are required to comply with certain covenants under the Credit Facility agreement. These covenants require, among other things, that
we (i) maintain a debt to shareholders' equity ratio of not greater than 0.35 to 1; (ii) maintain shareholders' equity in excess of $1.0 billion plus
40% of future aggregate net income (not including any future net losses) and 40% of future aggregate capital raising proceeds; and (iii) that our
principal insurance and reinsurance subsidiaries maintain at least a "B++" rating from A.M. Best. We were in compliance with all covenants
contained in the Credit Facility agreement at December 31, 2003.

        On September 29, 2003, we borrowed $200.0 million at a fixed interest rate of approximately 2.44% through March 2004. Following
March 2004, the interest rate will be adjusted at the prevailing interest rate at such date as described above. The proceeds of such borrowings
were contributed to our subsidiaries to support their underwriting activities. We incurred interest expense in connection with the facility of
$1.4 million during 2003. In addition, we paid $1.3 million in fees in connection with the Credit Facility during 2003. Such fees were deferred
and are being amortized over the loan period. The unamortized balance at December 31, 2003 was $1.2 million.

Contractual Obligations

        The following table provides an analysis of our contractual commitments at December 31, 2003:

Payment due by period

Total
Less than 1

year 1-3 years 3-5 years
More than

5 years

(in thousands)

Long-term debt(1) $ 200,000 $ 200,000 $ � $ � $ �
Operating lease obligations 74,973 8,755 17,508 16,063 32,647
Purchase obligations 15,030 6,540 8,490 � �

Total $ 290,003 $ 215,295 $ 25,998 $ 16,063 $ 32,647

(1)
Represents borrowings under our unsecured credit facility, as discussed above, which is in the form of a 364-day revolving credit
agreement that may be converted by us into a two-year term loan at expiration.

Off-Balance Sheet Arrangements
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        We are not party to any transaction, agreement or other contractual arrangement to which an entity unconsolidated with us is a party that
management believes is reasonably likely to have a current or future effect on our financial condition, revenues or expenses, results of
operations, liquidity, capital expenditures or capital resources that is material to investors. We are currently evaluating Interpretation No. 46R,
"Consolidation of Variable Interest Entities", which was recently issued by the Financial Accounting Standards Board and will become effective
for us during the 2004 first quarter. We currently believe that, under such interpretation, we will be required to consolidate the assets, liabilities
and results of operations (if any) of a certain managing general agency in which one of our subsidiaries has an investment. Such agency ceased
producing business in 1999 and is currently running-off its operations. Based on current information, no assets or liabilities of such agency
would be required to be reflected on the face of our financial statements. Therefore, we believe that the adoption of FIN 46R will not have a
material effect on our consolidated financial statements.
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Investments

        At December 31, 2003, consolidated cash and invested assets totaled $3.72 billion, consisting of $286.2 million of cash and short-term
investments, $3.4 billion of publicly traded fixed maturity securities and $32.5 million of privately held securities. At December 31, 2003, our
fixed income portfolio, which includes fixed maturity securities and short-term investments, had an average Standard & Poor's quality rating of
"AA+" and an average duration of 2.0 years. Our fixed income investment portfolio is currently managed by external investment advisors under
our direction in accordance with investment guidelines provided by us. Our current guidelines stress preservation of capital, market liquidity and
diversification of risk.

        The following table summarizes the estimated fair value and carrying value and amortized cost of our fixed maturity securities and equity
securities at December 31, 2003:

December 31, 2003

Estimated Fair Value
and Carrying Value

Gross
Unrealized Gains

Gross
Unrealized

(Losses) Amortized Cost

(in thousands)

Fixed maturities:
U.S. government and
government agencies $ 1,343,295 $ 6,651 $ (848) $ 1,337,492
Corporate bonds 1,106,380 25,662 (1,612) 1,082,330
Asset backed securities 690,927 2,400 (1,495) 690,022
Mortgage backed securities 48,254 2,300 (54) 46,008
Municipal bonds 209,568 2,358 (131) 207,341

3,398,424 39,371 (4,140) 3,363,193

Equity securities:
Privately held 32,476 4,850 (6) 27,632

Total $ 3,430,900 $ 44,221 $ (4,146) $ 3,390,825

        The following table presents the Standard & Poor's credit quality distribution of our fixed maturity securities at December 31, 2003:

Estimated Fair Value
and Carrying Value

% of
Total

(in thousands)

Fixed Maturities:
AAA $ 2,315,540 68.1%
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Estimated Fair Value
and Carrying Value

% of
Total

AA 205,278 6.1%
A 696,802 20.5%
BBB 180,804 5.3%

Total $ 3,398,424 100.0%

        As part of our investment strategy, we seek to establish a level of cash and highly liquid short-term and intermediate-term securities which,
combined with expected cash flow, is believed by us to be adequate to meet our foreseeable payment obligations. We currently do not utilize
derivative financial instruments such as futures, forward contracts, swaps or options or other financial instruments with similar characteristics
such as interest rate caps or floors and fixed-rate loan commitments. Our portfolio includes investments, such as mortgage-backed securities,
which are subject to prepayment risk. Our investments in mortgage-backed securities, which amounted to approximately $48.3 million at
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December 31, 2003, or 1.3% of cash and invested assets, are classified as available for sale and are not held for trading purposes.

        Our privately held equity securities consist of securities issued by privately held companies that are generally restricted as to resale or are
otherwise illiquid and do not have readily ascertainable market values. The risk of investing in such securities is generally greater than the risk of
investing in securities of widely held, publicly traded companies. At December 31, 2003, our private equity portfolio consisted of five
investments totaling $32.5 million in fair value, with additional investment portfolio commitments in an aggregate amount of approximately
$0.4 million. We do not currently intend to make any significant investments in privately held securities over and above our current
commitments. See note 7, "Investment Information," of the notes accompanying our consolidated financial statements which are included in our
Annual Report on Form 10-K for the year ended December 31, 2003, which is incorporated by reference into this prospectus supplement.

Book Value Per Share

        The following book value per share calculations are based on shareholders' equity of $1.71 billion and $1.41 billion at December 31, 2003
and 2002, respectively. Book value per share excludes the effects of stock options and Class B warrants. Diluted per share book value increased
to $25.52 at December 31, 2003 from $21.20 at December 31, 2002. The increase in diluted per share book value was primarily attributable to
our net income for the year ended December 31, 2003.

December 31, 2003 December 31, 2002

Common Shares and
Potential Common

Shares
Cumulative Book
Value Per Share

Common Shares and
Potential Common

Shares

Cumulative
Book Value Per

Share

Common shares(1) 28,200,372 $ 31.74 27,725,334 $ 21.48
Series A convertible preference
shares 38,844,665 $ 25.52 38,844,665 $ 21.20

Common shares and potential
common shares 67,045,037 66,569,999

(1)
Book value per common share at December 31, 2003 and 2002 was determined by dividing (i) the difference between total
shareholders' equity and the aggregate liquidation preference of the Series A convertible preference shares of $815.7 million, by
(ii) the number of common shares outstanding. Restricted common shares are included in the number of common shares outstanding as
if such shares were issued on the date of grant.
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        Pursuant to the subscription agreement entered into in connection with the November 2001 capital infusion (the "Subscription Agreement"),
an adjustment basket relating to certain non-core operations was calculated during the 2003 fourth quarter for purposes of determining whether
we would be required to issue additional preference shares to the investors as a purchase price adjustment. The adjustment basket was equal to
(1) the difference between value realized upon sale and the GAAP book value at the closing of the capital infusion (November 2001) (as
adjusted based on a pre-determined growth rate) of agreed upon non-core businesses; plus (2) the difference between GAAP net book value of
the insurance balances attributable to our core insurance operations with respect to any policy or contract written or having a specified effective
date at the time of the final adjustment and those balances at the closing; minus (3) reductions in book value arising from costs and expenses
relating to the transaction provided under the Subscription Agreement, actual losses arising out of breach of representations under the
Subscription Agreement and certain other costs and expenses. If the adjustment basket had been calculated as less than zero, we would have
been required to issue additional preference shares to the investors based on the decrease in value of the components
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of the adjustment basket. In February 2004, the parties agreed that the adjustment basket was greater than zero. Accordingly, no purchase price
adjustment was required pursuant to the above calculations and, therefore, no additional preference shares will be issued to the investors. In
addition, on the fourth anniversary of the closing, there will be a calculation of a further adjustment basket based on (1) liabilities owed to
Folksamerica (if any) under the Asset Purchase Agreement, dated as of January 10, 2000, between us and Folksamerica, and (2) specified tax
and ERISA matters under the Subscription Agreement.

Market Sensitive Instruments and Risk Management

        We are exposed to potential loss from various market risks, including changes in equity prices, interest rates and foreign currency exchange
rates.

        In accordance with the SEC's Financial Reporting Release No. 48, we performed a sensitivity analysis to determine the effects that market
risk exposures could have on the future earnings, fair values or cash flows of our financial instruments as of December 31, 2003. Market risk
represents the risk of changes in the fair value of a financial instrument and consists of several components, including liquidity, basis and price
risks.

        The sensitivity analysis performed as of December 31, 2003 presents hypothetical losses in cash flows, earnings and fair values of market
sensitive instruments which were held by us on December 31, 2003 and are sensitive to changes in interest rates and equity security prices. This
risk management discussion and the estimated amounts generated from the following sensitivity analysis represent forward-looking statements
of market risk assuming certain adverse market conditions occur. Actual results in the future may differ materially from these projected results
due to actual developments in the global financial markets. The analysis methods used by us to assess and mitigate risk should not be considered
projections of future events of losses.

        The focus of the SEC's market risk rules is on price risk. For purposes of specific risk analysis, we employ sensitivity analysis to determine
the effects that market risk exposures could have on the future earnings, fair values or cash flows of our financial instruments. The financial
instruments included in the following sensitivity analysis consist of all of our cash and invested assets, excluding investments carried under the
equity method of accounting.

Interest Rate Risk

        We consider the effect of interest rate movements on the market value of our assets under management by third party investment managers
and the corresponding change in unrealized appreciation. The following table summarizes the effect that an immediate parallel shift in the U.S.
interest rate yield curve would have on our assets under management by third party investment managers at December 31, 2003:

Interest Rate Shift in Basis Points

-100 -50 0 50 100

(in millions)

Total market value $ 3,701.9 $ 3,664.6 $ 3,627.8 $ 3,591.3 $ 3,555.2
Market value change from base 2.04% 1.02% � (1.01%) (2.00%)
Change in unrealized appreciation $ 74.1 $ 36.8 � $ (36.5) $ (72.6)
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        In addition, our $300.0 million unsecured credit facility is subject to variable interest rates. On September 29, 2003, we borrowed
$200.0 million at a fixed interest rate of approximately 2.44% through March 2004. At such date, the interest rate will be adjusted at the
prevailing interest rate as defined in the credit facility agreement and we will be subject to interest rate risk to the extent that the
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interest rate available at such date is higher than the current rate. For further discussion on the credit facility, please refer to "�Contractual
Obligations and Commercial Commitments�Credit Line."

Equity Price Risk

        We are exposed to equity price risks on the private equity securities included in our investment portfolio. All of our privately held securities
were issued by insurance and reinsurance companies or companies providing services to the insurance industry. We typically do not attempt to
reduce or eliminate our market exposure on these securities. Investments included in our private portfolio include securities issued by privately
held companies that are generally restricted as to resale or are otherwise illiquid and do not have readily ascertainable market values.
Investments in privately held securities issued by privately held companies may include both equity securities and securities convertible into, or
exercisable for, equity securities (some of which may have fixed maturities). Our privately held equity securities, which at December 31, 2003
were carried at a fair value of $32.5 million, have exposure to price risk. The estimated potential losses in fair value for our privately held equity
portfolio resulting from a hypothetical 10% decrease in quoted market prices, dealer quotes or fair value is approximately $3.3 million at
December 31, 2003.

Foreign Currency Exchange Risk

        Foreign currency rate risk is the potential change in value, income and cash flow arising from adverse changes in foreign currency
exchange rates. A 10% depreciation of the U.S. dollar against other currencies under our outstanding contracts at December 31, 2003 would
have resulted in unrealized losses of approximately $16.7 million and would have decreased diluted earnings per share by approximately $0.25
for the year ended December 31, 2003. For further discussion on foreign exchange activity, please refer to "�Results of Operations�Net Foreign
Exchange Gains or Losses."

S-64

BUSINESS

We refer you to the section entitled "Risk Factors" for a discussion of risk factors relating to our business.

General

        Arch Capital Group Ltd. is a Bermuda public limited liability company with over $1.9 billion in capital and, through operations in Bermuda
and the United States, writes insurance and reinsurance on a worldwide basis. While we are positioned to provide a full range of property and
casualty insurance and reinsurance lines, we focus on writing specialty lines of insurance and reinsurance.

        In October 2001, we launched an underwriting initiative to meet current and future demand in the global insurance and reinsurance markets
that included the recruitment of new insurance and reinsurance management teams and an equity capital infusion of $763.2 million led by the
Warburg Pincus funds and the Hellman & Friedman funds. In further support of our underwriting initiatives, we completed in April 2002 an
offering of 7,475,000 of our common shares and received net proceeds of $179.2 million. In September 2002, we received proceeds of
$74.3 million from the exercise of class A warrants by our principal shareholders and certain other investors. It is our belief that our existing
Bermuda- and U.S.-based underwriting platform, our experienced management team and our strong capital base that is unencumbered by
significant exposure to pre-2002 risks have enabled us to establish an immediate presence in an attractive insurance and reinsurance
marketplace. For the years ended December 31, 2003 and 2002, we had net premiums written of $2.74 billion and $1.26 billion, respectively.
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        Our registered office is located at Clarendon House, 2 Church Street, Hamilton HM 11, Bermuda (telephone number: (441) 295-1422), and
our principal executive offices are located at Wessex House, 45 Reid Street, Hamilton HM 12, Bermuda (telephone number: (441) 278-9250).
We make available free of charge through our website, located at http://www.archcapgroup.bm, our annual reports on Form 10-K, quarterly
reports on Form 10-Q, current reports on Form 8-K, and all amendments to those reports as soon as reasonably practicable after such material is
electronically filed with or furnished to the SEC. The public may read and copy any materials we file with the SEC at the SEC's Public
Reference Room at 450 Fifth Street, NW, Washington, DC 20549. The public may obtain information on the operation of the Public Reference
Room by calling 1-800-SEC-0330. The SEC maintains an Internet site that contains reports, proxy and information statements, and other
information regarding issuers that file electronically with the SEC (such as us) and address of that site is http://www.sec.gov.

Our History

        ACGL was formed in September 2000 and became the sole shareholder of Arch Capital Group (U.S.) Inc. ("Arch-U.S.") pursuant to an
internal reorganization transaction completed in November 2000, as described below. Arch-U.S. is a Delaware company formed in March 1995
under the original name of "Risk Capital Holdings, Inc," which commenced operations in September 1995 following the completion of an initial
public offering. From that time until May 2000, Arch-U.S. provided reinsurance and other forms of capital for insurance companies through its
wholly owned subsidiary, Arch Reinsurance Company or "Arch Re U.S.", a Nebraska corporation formed in 1995 under the original name of
"Risk Capital Reinsurance Company."

        On May 5, 2000, Arch-U.S. sold the prior reinsurance operations of Arch Re U.S. to Folksamerica Reinsurance Company ("Folksamerica")
in an asset sale, but retained its surplus and U.S.-licensed reinsurance platform. The sale was precipitated by, among other things, losses on the
reinsurance business of Arch Re U.S. and increasing competition, which had been adversely affecting the results of operations and financial
condition of Arch Re U.S. The Folksamerica transaction, which resulted from

S-65

extensive arm's length negotiation, was structured as a transfer and assumption agreement (and not reinsurance) and, accordingly, the loss
reserves (and any related reinsurance recoverables) related to the transferred business are not included in the balance sheet of Arch Re U.S.
However, in the event that Folksamerica refuses or is unable to make payment of claims on the reinsurance business assumed by it in the
May 2000 sale and the notice given to reinsureds is found not to be an effective release by such reinsureds, Arch Re U.S. would be liable for
such claims. In addition, Arch Re U.S. retained all liabilities not assumed by Folksamerica, including all liabilities not arising under reinsurance
agreements transferred to Folksamerica in the asset sale.

        On November 8, 2000, following the approval by Arch-U.S.'s shareholders, Arch-U.S. completed an internal reorganization that resulted in
Arch-U.S. becoming a wholly owned subsidiary of ACGL in order to benefit from Bermuda's favorable business, regulatory, tax and financing
environment. ACGL performs the holding company functions previously conducted by Arch-U.S., and the shareholders of Arch-U.S. became
the shareholders of ACGL.

        During the period from May 2000 through the announcement of our underwriting initiative in October 2001, we built and acquired
insurance businesses that enable us to generate both fee-based revenue (e.g., commissions and advisory and management fees) and risk-based
revenue (i.e., insurance premium). As part of this strategy, we built an underwriting platform that was intended to enable us to maximize
risk-based revenue during periods in the underwriting cycle when we believe it is more favorable to assume underwriting risk. In October 2001,
we concluded that underwriting conditions favored dedicating our attention exclusively to building our insurance and reinsurance business.

        The development of our underwriting platform included the following steps: (1) after the completion of the Folksamerica asset sale, we
retained our U.S.-licensed reinsurer, Arch Re U.S., and Arch Excess & Surplus Insurance Company (formerly known as Cross River Insurance
Company) ("Arch E&S"), currently an approved excess and surplus insurer in 28 states and the District of Columbia and an admitted insurer in
one state; (2) in May 2001, we formed Arch Reinsurance Ltd. or "Arch Re Bermuda", our Bermuda-based reinsurance and insurance subsidiary;
(3) in June 2001, we acquired Arch Risk Transfer Services Ltd., which included Arch Insurance Company (formerly known as First American
Insurance Company), currently an admitted insurer in 50 states and the District of Columbia, and rent-a-captive and other facilities that provide
insurance and alternative risk transfer services; (4) in February 2002, we acquired Arch Specialty Insurance Company (formerly known as Rock
River Insurance Company), currently an approved excess and surplus lines insurer in 48 states, the District of Columbia and the U.S. Virgin
Islands and an admitted insurer in one state; and (5) in June 2003, we acquired Western Diversified Casualty Insurance Company ("Western
Diversified"), an admitted insurer in 46 states and the District of Columbia. All liabilities arising out of the business of Arch Specialty and
Western Diversified prior to the closing of our acquisitions of such companies were assumed by the respective sellers, Sentry Insurance a Mutual
Company ("Sentry") and Protective Life Corporation and certain of its affiliates.
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        In addition, in February 2001, we acquired one of our investee companies, American Independent Insurance Company ("American
Independent"), which underwrites non-standard automobile business (i.e., private passenger automobile liability and physical damage coverages
for customers who, due to their driving record, age or type of vehicle and other factors, pay higher premiums than average automobile owners)
primarily in Pennsylvania. In November 2002, we acquired Personal Service Insurance Company ("PSIC"), which underwrites non-standard
automobile business primarily in Ohio.

Operations

        We classify our businesses into two underwriting segments, reinsurance and insurance. We also conduct insurance advisory and other
businesses through our subsidiaries. For an analysis of our underwriting results by segment, see note 3, "Segment Information," of the notes
accompanying our

S-66

consolidated financial statements which are included in our Annual Report on Form 10-K for the year ended December 31, 2003 and
incorporated by reference into the prospectus supplement and "Management's Discussion and Analysis of Financial Condition and Results of
Operations." Due to the significant changes in our business during the years 2003 and 2002, we believe that comparisons of the results of
operations with 2001 are not meaningful. Therefore, the following discussion of results of operations relates to the years ended December 31,
2003 and 2002.

Our Reinsurance Operations

        Our reinsurance operations are conducted on a worldwide basis through our principal reinsurance subsidiaries, Arch Re Bermuda and Arch
Re U.S. Our reinsurance group has two principal offices, one located in Hamilton, Bermuda and the other in Morristown, New Jersey. As of
March 1, 2004, the reinsurance group consisted of 67 employees.

        Strategy.    Our reinsurance group's strategy is to capitalize on our financial capacity, experienced management and operational flexibility
to offer multiple products through our Bermuda- and U.S.-based operations. The group's operating principles are:

�
Actively Select and Manage Risks. We will not underwrite business that does not meet our profitability criteria, and we will
emphasize disciplined underwriting over premium growth. To this end, we will maintain centralized control over reinsurance
underwriting guidelines and authorities.

�
Maintain Flexibility and Respond to Changing Market Conditions. Our organizational structure and philosophy allow us to
take advantage of increases or changes in demand or favorable pricing trends. We believe that our existing Bermuda and
U.S.-based platform, broad underwriting expertise, and substantial capital will facilitate adjustments to our mix of business
geographically and by line and type of coverage. We believe that this flexibility allows us to participate in those market
opportunities that provide the greatest potential for underwriting profitability.

�
Maintain a Low Cost Structure. We believe that maintaining tight control over our staffing and operating as a broker market
reinsurer will permit us to maintain low operating costs relative to our capital and premiums.

        We write our business on both a proportional and non-proportional basis. In a proportional reinsurance arrangement (also known as pro rata
reinsurance, quota share reinsurance or participating reinsurance), the reinsurer shares a proportional part of the original premiums and losses of
the reinsured. The reinsurer pays the cedent a commission which is generally based on the cedent's cost of acquiring the business being reinsured
(including commissions, premium taxes, assessments and miscellaneous administrative expenses) and may also include a profit factor.
Non-proportional (or excess of loss) reinsurance indemnifies the reinsured against all or a specified portion of losses on underlying insurance
policies in excess of a specified amount, which is called a "retention." Non-proportional business is written in layers and a reinsurer or group of
reinsurers accepts a band of coverage up to a specified amount. The total coverage purchased by the cedent is referred to as a "program." Any
liability exceeding the upper limit of the program reverts to the cedent.

        We generally seek to write significant lines on specialty property and casualty reinsurance treaties. With respect to certain classes, such as
property catastrophe and casualty clash, we participate in a relatively large number of treaties and assume smaller lines where we believe that we
can underwrite and process the business efficiently.
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        Our reinsurance group focuses on the areas outlined below:

�
Casualty. We reinsure third party liability and workers' compensation exposures from ceding company clients primarily on a
treaty basis. The exposures that we reinsure include, among
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others, directors' and officers' liability, professional liability, automobile liability, workers' compensation and excess and
umbrella liability. We write this business on a proportional and non-proportional basis. On our proportional and
non-proportional "working casualty business," which is treated separately from our casualty clash business, we prefer to
write treaties where there is a meaningful amount of actuarial data and where loss activity is more predictable.

�
Other Specialty. We write other specialty lines, including non-standard automobile, multi-line contracts, surety, personal
accident, trade credit and political risk.

�
Property Excluding Property Catastrophe. We reinsure individual property risks of ceding company clients on a treaty basis.
Our property per risk treaty and pro rata reinsurance contracts cover claims from individual insurance policies issued by our
reinsureds and include both personal lines and commercial property exposures (principally covering buildings, structures,
equipment and contents). The primary perils in this business include fire, explosion, collapse, riot, vandalism, wind, tornado,
flood and earthquake.

�
Property Catastrophe. Our property catastrophe reinsurance business reinsures catastrophic perils for our reinsureds on a
treaty basis. Our treaties in this type of business provide protection for most catastrophic losses that are covered in the
underlying policies written by our reinsureds. The primary perils in our portfolio include hurricane, earthquake, flood,
tornado, hail and fire. We may also provide coverage for other perils on a case-by-case basis. Property catastrophe
reinsurance provides coverage on an excess of loss basis when aggregate losses and loss adjustment expense from a single
occurrence of covered peril exceed the retention specified in the contract. The multiple claimant nature of property
catastrophe reinsurance requires careful monitoring and control of cumulative aggregate exposure.

�
Marine and Aviation. Our marine business relates to hull, cargo, transit and offshore oil and gas operations, and our aviation
business relates to airline and general aviation risks. We also may write space business, which includes coverages for
satellite assembly, launch and operation for commercial space programs.

�
Non-Traditional. We also write non-traditional business that is intended to provide insurers with creative risk management
solutions that complement traditional reinsurance. Under these contracts, we assume a measured amount of insurance risk in
exchange for a specified margin. The terms and conditions of these contracts may include additional or return premiums
based on loss experience, loss corridors, sublimits and caps. Examples of such non-traditional business include aggregate
stop-loss coverages and financial quota share coverages.

�
Casualty Clash. Our reinsurance business also includes clash covers, which are excess of loss agreements where the
underlying amount to be retained by the ceding insurer is at an amount which is higher than the limit on any one reinsured
policy. Such agreements provide payment of loss when the unusual circumstances occur where two or more casualty policies
(or, with respect to workers' compensation coverages, multiple employees) experience the same occurrence of loss and the
total amount of the payment of losses for the multiple policies exceeds the clash cover retention amount.

        Underwriting Philosophy.    We employ a disciplined, analytical approach to underwriting reinsurance risks that is designed to specify an
adequate premium for a given exposure commensurate with the amount of capital we anticipate placing at risk. A number of our underwriters
are also actuaries. We believe that employing actuaries on the front-end of the underwriting process gives us an advantage in evaluating risks
and constructing a high quality book of business.
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        As part of our underwriting process, we typically assess a variety of factors, including:

�
the reputation of the proposed cedent and the likelihood of establishing a long-term relationship with the cedent, the
geographic area in which the cedent does business, together with its catastrophe exposures, and our market share in that area;

�
historical loss data for the cedent and, where available, for the industry as a whole in the relevant regions, in order to
compare the cedent's historical loss experience to industry averages;

�
projections of future loss frequency and severity; and

�
the perceived financial strength of the cedent.

        Premiums Written and Geographic Distribution.    Set forth below is summary information regarding net premiums written for our
reinsurance segment:

Years Ended December 31,

2003 2002

REINSURANCE SEGMENT Amount
% of
Total Amount

% of
Total

(in thousands)

Net premiums written
Casualty $ 648,119 41.4% $ 245,236 27.8%
Other specialty 360,148 23.0% 173,087 19.6%
Property excluding property catastrophe 302,560 19.3% 166,344 18.8%
Property catastrophe 99,562 6.4% 110,989 12.6%
Marine and aviation 91,706 5.8% 60,383 6.8%
Non-traditional 52,911 3.4% 109,978 12.5%
Casualty clash 11,813 0.7% 16,683 1.9%

Total $ 1,566,819 100.0% $ 882,700 100.0%

Net premiums written by client location
North America $ 972,012 62.0% $ 515,334 58.4%
Europe 446,086 28.5% 254,901 28.9%
Bermuda 92,006 5.9% 51,562 2.8%
Asia and Pacific 20,912 1.3% 24,796 5.8%
Other 35,803 2.3% 36,107 4.1%

Total $ 1,566,819 100.0% $ 882,700 100.0%

        Marketing.    We market our reinsurance products through brokers. Brokers generally do not have the authority to bind us with respect to
reinsurance agreements, nor do we commit in advance to accept any portion of the business that brokers submit to us. Reinsurance business from
any ceding company, whether new or renewal, is subject to acceptance by us. We generally pay brokerage fees to brokers based on negotiated
percentages of the premiums written by us through such brokers. For information on our major brokers, see note 10, "Commitments and
Contingencies�Concentrations of Credit Risk," of the notes accompanying our consolidated financial statements which are included in our
Annual Report on Form 10-K for the year ended December 31, 2003, which is incorporated by reference in this prospectus supplement.

        Risk Management and Retrocession.    Our reinsurance group currently retains substantially all of their assumed reinsurance premiums
written. They participate in "common account" retrocessional arrangements for certain treaties. Such arrangements reduce the effect of
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individual or aggregate losses to all companies participating in such treaties, including the reinsurers, such as our reinsurance subsidiaries, and
the ceding company. Our reinsurance subsidiaries will continue to evaluate their retrocessional requirements. See note 4, "Reinsurance," of the
notes accompanying our consolidated financial statements which are included in our Annual Report on Form 10-K for the year ended
December 31, 2003, which is incorporated by reference in this prospectus supplement.
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        For our catastrophe exposed reinsurance business, we seek to limit the amount of exposure we assume from any one reinsured and the
amount of the aggregate exposure to catastrophe losses in any one geographic zone. For a discussion of our risk management policies, see
"Management's Discussion and Analysis of Financial Condition and Results of Operations�Certain Matters Which May Materially Affect Our
Results of Operations and/or Financial Condition�Natural and Man-Made Catastrophic Events" and "Risk Factors�Risk Relating to Our
Industry�The failure of any of the loss limitation methods we employ could have a material adverse effect on our financial condition or results of
operations."

        Claims Management.    Claims management includes the receipt of initial loss reports, creation of claim files, determination of whether
further investigation is required, establishment and adjustment of case reserves and payment of claims. Additionally, audits are conducted for
both specific claims and overall claims procedures at the offices of selected ceding companies. We make use of outside consultants for claims
work from time to time.

Our Insurance Operations

        Our insurance operations are conducted in Bermuda and the U.S. Our insurance operations in Bermuda are conducted through Arch
Insurance (Bermuda), a division of Arch Re Bermuda, which has an office in Hamilton, Bermuda. In the U.S., our principal insurance
subsidiaries are Arch Insurance, Arch E&S and Arch Specialty. The headquarters for the U.S. insurance group is located in New York City.
There are additional offices throughout the U.S., including principal regional offices located in Atlanta, Georgia; Chicago, Illinois; New York,
New York; San Francisco, California; and St. Paul, Minnesota. We also have a contact office in London which sources underwriting
opportunities for our U.S. insurance subsidiaries. The Financial Services Authority is currently reviewing the application of our subsidiary, Arch
Insurance Company (Europe) Limited, to become a licensed insurance company in the United Kingdom. As of March 1, 2004, our insurance
group consisted of 580 employees.

        We also underwrite non-standard automobile business through our subsidiaries, American Independent and PSIC, based in Conshohocken,
Pennsylvania and Columbus, Ohio, respectively. As of March 1, 2004, American Independent and PSIC consisted of 161 employees.

        Strategy.    Our insurance group strategy is to write business profitably (on both a gross and net basis) across all of our product lines. Our
insurance group's operating principles are:

        Capitalize on Profitable Underwriting Opportunities.    We believe that our experienced management and underwriting teams are
positioned to locate and identify types of business with attractive risk/reward characteristics. As profitable underwriting opportunities are
identified, we will continue to seek to make additions to our product portfolio in order to take advantage of market trends. This could include
adding underwriting and other professionals with specific expertise in specialty lines of insurance.

        Centralize Responsibility Within Each Product Line.    Our insurance group consists of eight product lines. Within each product line,
managers oversee the underwriting within such product line, and regional executives are responsible for the underwriting decisions for all
product lines within their regional locations. We believe that this organizational structure allows close control of our underwriting, and creates
clear accountability, within each product line and each region.

        Maintain a Disciplined Underwriting Philosophy.    Our underwriting philosophy is to generate an underwriting profit through prudent risk
selection and proper pricing. We believe that the key to this approach is strict adherence to uniform underwriting standards across all types of
business. Our insurance senior management closely monitors the underwriting process.

        Focus on Providing Superior Claims Management.    We believe that claims handling is an integral component of credibility in the market
for insurance products. Therefore, we believe that our ability to handle claims expeditiously and satisfactorily is a key to our success. We use
experienced internal claims professionals, as well as nationally recognized external claims managers.
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�
Utilize an Open Brokerage Distribution System. We believe that by avoiding reliance on contractual relationships with
brokers or other agents, we can efficiently access a broad customer base while maintaining underwriting control. We
compensate our distribution sources on a risk-by-risk basis.

        We write business on both an admitted and non-admitted basis. Our insurance group focuses on the areas outlined below:

�
Casualty. Our casualty unit writes casualty business on both a primary and excess basis for commercial clients.

�
Programs. Our programs unit targets general liability, commercial automobile, inland marine, non-catastrophe-exposed and
catastrophe-exposed property business, workers' compensation and umbrella liability coverages.

�
Construction and Surety. During 2003, we added a construction and surety unit, which provides primary and excess
casualty, contract surety and property coverages. In support of this new initiative, in March 2003, we acquired the renewal
rights to Kemper Insurance's contract and specialty surety products written through the Kemper Surety division, including
Lou Jones Associates. As part of this transaction, Arch Insurance hired Kemper's surety management team and members of
its staff, and we did not assume any run-off liabilities of the Kemper Surety division.

�
Executive Assurance. Our executive assurance unit focuses on directors' and officers' liability insurance coverages for
corporate and financial institution clients. We also write financial institution errors and omissions coverages, and also may
provide employment practices liability insurance, pension trust errors and omissions insurance and fidelity bonds.

�
Professional Liability. Our professional liability unit has the following principal areas of focus: (1) large law and accounting
firms and professional programs; (2) environmental and design professionals, including practice policies for architectural
and engineering firms and construction projects and pollution legal liability coverage for fixed sites; and (3) miscellaneous
professional liability, including coverages for consultants, systems integrations, wholesalers, captive agents and managing
general agents.

�
Property. Our property unit provides property, energy, aviation and marine insurance coverages for commercial clients.

�
Healthcare. Our healthcare unit has three principal areas of focus: (1) lead umbrella coverages over self-insured retentions
for large healthcare accounts, such as hospitals, physician group practices and multi-state outpatient facility operations;
(2) excess coverages for hospitals and other healthcare facilities; and (3) primary professional and general liability coverages
for healthcare facilities that provide outpatient care and/or services.

�
Other. Included in the "other" category are: (1) non-standard automobile business written by American Independent and
PSIC, primarily in Pennsylvania and Ohio; (2) accident and health (primarily medical stop loss); (3) alternative markets
business, including corporate risk programs; and (4) a portfolio of collateralized protection business and other lenders
products.

        Prior to 2002, we ceded a substantial portion of our program business to unaffiliated reinsurers. Commencing in 2002, we made a strategic
decision to retain more risk on our program business and reduce substantially the amount of premiums ceded to unaffiliated reinsurers. In
addition to retaining a higher portion of business on renewing program business, we wrote a number of new accounts in 2002 and 2003 in which
we retained a significant portion of the risk. The decision was based on our belief that the underlying pricing, terms and conditions in our
program business were favorable and that our enhanced capital position would allow us to retain more underwriting risk in our program
business.
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        Underwriting Philosophy.    Our insurance group's underwriting philosophy is to generate an underwriting profit (on both a gross and net
basis) through prudent risk selection and proper pricing across all types of business. One key to this philosophy is the strict adherence to uniform
underwriting standards across each product line that focuses on the following:

�
risk selection;

�
desired attachment point;

�
limits and retention management;

�
due diligence, including as to financial condition, claims history, management, and product, class and territorial exposure;

�
underwriting authority and appropriate approvals; and

�
collaborative decision-making.

        Premiums Written and Geographic Distribution.    Set forth below is summary information regarding net premiums written for our
insurance segment:

Years Ended December 31,

2003 2002

INSURANCE SEGMENT Amount
% of
Total Amount

% of
Total

(in thousands)

Net premiums written
Programs $ 344,915 29.4% $ 88,178 23.3%
Casualty 224,596 19.2% 64,165 16.9%
Construction and surety 143,581 12.3% 31,254 8.2%
Property 121,393 10.4% 50,772 13.4%
Executive assurance 114,268 9.7% 49,479 13.1%
Professional liability 105,648 9.0% 20,436 5.4%
Healthcare 38,127 3.3% 23,624 6.2%
Other 79,068 6.7% 51,019 13.5%

Total $ 1,171,596 100.0% $ 378,927 100.0%

Net premiums written by client location
North America $ 1,140,064 97.3% $ 375,725 99.2%
Other 31,532 2.7% 3,202 0.8%

Total $ 1,171,596 100.0% $ 378,927 100.0%

        Marketing.    Our insurance group's products are marketed principally through licensed independent brokers and wholesalers. We receive
business from brokers who are paid a brokerage commission usually equal to a percentage of gross premiums. In general, we are not committed
to accept business from any particular broker, and brokers do not have the authority to bind the company except with respect to our program
business and certain professional liability business. In our program business, following our underwriting, financial, claims and information
technology due diligence reviews, we authorize managing general agents, general agents and other producers to write business on our behalf
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within underwriting authorities prescribed by us. See "Risk Factors�Risks Relating to Our Company�We could be materially adversely affected to
the extent that managing general agents, general agents and other producers in our program business exceed their underwriting authorities or
otherwise breach obligations owed to us." For information on our major brokers, see note 10, "Commitments and Contingencies�Concentrations
of Credit Risk," of the notes accompanying our consolidated financial
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statements which are included in our Annual Report on Form 10-K for the year ended December 31, 2003, which is incorporated by reference in
this prospectus supplement.

        Risk Management and Reinsurance.    In the normal course of business, the insurance group may cede a portion of its premium through
quota share, surplus share, excess of loss and facultative reinsurance agreements. Reinsurance arrangements do not relieve us from our
obligations to our insureds. Reinsurance recoverables are recorded as assets, predicated on the reinsurers' ability to meet their obligations under
the reinsurance agreements. If the reinsurers are unable to satisfy their obligations under the agreements, our insurance subsidiaries would be
liable for such defaulted amounts. Our insurance subsidiaries will continue to evaluate their reinsurance requirements. For information regarding
the effects of reinsurance on our company, see note 4, "Reinsurance," of the notes accompanying our consolidated financial statements which are
included in our Annual Report on Form 10-K for the year ended December 31, 2003, which is incorporated by reference in this prospectus
supplement.

        For our catastrophe exposed insurance business, we monitor and limit the amount of our exposure to catastrophic losses through a
combination of aggregate exposure limits, underwriting guidelines and reinsurance. For a discussion of our risk management policies, see
"Management's Discussion and Analysis of Financial Condition and Results of Operations�Certain Matters Which May Materially Affect Our
Results of Operations and/or Financial Condition�Natural and Man-Made Catastrophic Events" and "Risk Factors�Risk Relating to Our
Industry�The failure of any of the loss limitation methods we employ could have a material adverse effect on our financial condition or results of
operations."

        Claims Management.    Our claims department provides underwriting and loss service support to all of our branches. In addition, claims
personnel fully participate in the creation of insurance products. Members of our claims department work with our underwriting professionals as
functional teams in order to develop products and services that our customers desire and may use independent national claims firms for
investigations and field adjustments.

Employees

        As of March 1, 2004, we employed approximately 860 full-time employees.

Reserves

        We believe we have applied, and will continue to so apply, a conservative reserving philosophy for both our insurance and reinsurance
operations. Reserve estimates are derived after extensive consultation with individual underwriters, actuarial analysis of the loss reserve
development and comparison with market benchmarks. We continue to build our actuarial staff and utilize both internal and external actuaries.
Generally, reserves are established without regard to whether we may subsequently contest the claim. We do not currently expect to discount our
loss reserves.

        Loss reserves represent estimates of what the insurer or reinsurer ultimately expects to pay on claims at a given time, based on facts and
circumstances then known, and it is probable that the ultimate liability may exceed or be less than such estimates. Even actuarially sound
methods can lead to subsequent adjustments to reserves that are both significant and irregular due to the nature of the risks written. Insurance
loss reserves are inherently subject to uncertainty. In establishing the reserves for losses and loss adjustment expenses, we have made various
assumptions relating to the pricing of our reinsurance contracts and insurance policies and have also considered available historical industry
experience and current industry conditions. Our reserving process reflects that there is a possibility that the assumptions made could prove to be
inaccurate due to several factors, including the fact that very limited historical information has been reported to us through December 31, 2003.
See "Management's Discussion and Analysis of Financial Condition and Results of Operations�Critical Accounting
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Policies, Estimates and Recent Accounting Pronouncements�Reserves for Losses and Loss Adjustment Expenses."

        The following table represents the development of GAAP reserves as determined under GAAP for 1996 through December 31, 2003. This
table does not present accident or policy year development data. Results for the period 1996 to December 31, 2000 relate to our prior reinsurance
operations, which were sold on May 5, 2000 to Folksamerica Reinsurance Company. With respect to the year ended December 31, 2000, no
reserves are reported in the table below because all reserves for business written from January 1, 2000 through May 5, 2000 were assumed by
Folksamerica in the May 5, 2000 asset sale, and we did not write or assume any business during 2000 subsequent to the asset sale. Activity
subsequent to 2000 relates to acquisitions made by us and our underwriting initiatives that commenced in October 2001.

        The top line of the table shows the reserves, net of reinsurance recoverables, at the balance sheet date for each of the indicated years. This
represents the estimated amounts of net losses and loss adjustment expenses arising in all prior years that are unpaid at the balance sheet date,
including incurred but not reported or IBNR reserves. The table also shows the reestimated amount of the previously recorded reserves based on
experience as of the end of each succeeding year. The estimate changes as more information becomes known about the frequency and severity of
claims for individual years. The "cumulative redundancy (deficiency)" represents the aggregate change in the estimates over all prior years. The
table also shows the cumulative amounts paid as of successive years with respect to that reserve liability. In addition, the table reflects the claim
development of the gross balance sheet reserves for 1996 through December 31, 2003.

        With respect to the information in the table below, it should be noted that each amount includes the effects of all changes in amounts for
prior periods. For additional information on our reserves for the years ended December 31, 2003, 2002 and 2001, please refer to note 5, "Reserve
for Losses and Loss Adjustment Expenses," of the notes accompanying our consolidated financial statements which are included in our Annual
Report on Form 10-K for the year ended December 31, 2003, which is incorporated by reference in this prospectus supplement, which includes
an analysis of losses and loss adjustment expenses and a reconciliation of the beginning and ending reserve for losses and loss adjustment
expenses for such periods.
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Development of GAAP Reserves
Cumulative Redundancy (Deficiency)

Years Ended December 31,

1996 1997 1998 1999 2000 2001 2002 2003

(in millions)

Reserves for unpaid losses and loss
adjustment expenses, net of reinsurance
recoverables $ 20 $ 71 $ 186 $ 309 � $ 21 $ 381 $ 1,543
Paid (cumulative) as of:

One year later 9 19 88 311 � 15 115
Two years later 10 33 216 311 � 20
Three years later 12 64 216 311 �
Four years later 18 64 216 311
Five years later 18 64 216
Six years later 18 64
Seven years later 18

Reserve reestimated as of:
One year later 20 68 216 311 � 25 340
Two years later 19 65 216 311 � 25
Three years later 18 64 216 311 �
Four years later 18 64 216 311
Five years later 18 64 216
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Years Ended December 31,

Six years later 18 64
Seven years later 18

Cumulative redundancy (deficiency) $ 2 $ 7 $ (30) $ (2) � $ (4) $ 41

Cumulative redundancy (deficiency) as a
percentage of net reserves 10.0% 8.5% (16.1)% (1.0)% � (18.8)% 10.7%

Gross reserve for losses and loss adjustment
expenses $ 20 $ 71 $ 216 $ 365 � $ 111 $ 592 $ 1,952

Reinsurance recoverable � � (30) (56) � (90) (211) (409)

Net reserve for losses and loss adjustment
expenses 20 71 186 309 � 21 381 $ 1,543

Gross reestimated reserve 18 64 246 367 � 186 610

Reestimated reinsurance recoverable � � (30) (56) � (161) (270)

Net reestimated reserve 18 64 216 311 � 25 340

Gross reestimated redundancy (deficiency) $ 2 $ 7 $ (30) $ (2) � $ (75) $ (18)

        Our reserving method for 2003 and 2002 was primarily the expected loss method, which is commonly applied when limited loss experience
exists. We select the initial expected loss and loss adjustment expense ratios based on information derived by our underwriters and actuaries
during the initial pricing of the business, supplemented by industry data where appropriate. These ratios consider, among other things, rate
increases and changes in terms and conditions that have been observed in the market. Any estimates and assumptions made as part of the
reserving process could prove to be inaccurate due to several factors, including the fact that very limited historical information has been reported
to us through December 31, 2003. The redundancy in 2003 indicated in the above table
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related to our reinsurance operations, which, by their nature, add further complexity to the reserving process in that there is an inherent
additional lag in the timing and reporting of a loss event to a reinsurer from an insured or ceding company through a broker. As actual loss
information is reported to us and we develop our own loss experience, our reserving methods will also include other actuarial techniques.

        During 2003, on a net basis, we recorded a redundancy on reserves recorded in prior years of approximately $41.0 million, which consisted
of net favorable development in our reinsurance segment on losses originally recorded during 2002 of $42.7 million, which was partially offset
by a small amount of net adverse development in our insurance segment on losses originally recorded in prior years. The favorable development
in our reinsurance segment did not reflect any changes in key assumptions we made to estimate these reserves. This development primarily
resulted from the fact that both the frequency and the severity of reported losses have been lower than the assumed pattern of losses established
at December 31, 2002 for property and other short-tail business.

        During 2003, on a gross basis, we recorded a deficiency on reserves recorded in prior years of approximately $17.9 million, which
consisted of a deficiency of $61.3 million in our insurance segment, offset by a $43.4 million redundancy in our reinsurance segment, as
discussed above. Substantially all of such deficiency resulted from gross development on reserves related to the February 2002 acquisition of
Arch Specialty, purchased for the purpose of obtaining excess and surplus lines authorizations for our insurance operations. In connection with
this acquisition, the seller, Sentry, agreed to assume all liabilities arising out of Arch Specialty's business prior to the closing of the acquisition.
During 2003, Sentry provided notice to us that it believed the reserves, on a gross basis, should be increased by $58.3 million, primarily related
to directors and officers business that was written prior to our acquisition. Although the recording of such amounts resulted in a gross deficiency
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in our 2002 reported reserves, it did not impact our net development because all such liabilities have been assumed by Sentry through guarantee
and other agreements, as described above. In addition, substantially all of the recoverable from Sentry is still subject to the original reinsurance
agreements inuring to Arch Specialty and, to the extent Sentry fails to comply with its payment obligations to us, we may obtain reimbursement
from the third party reinsurers under such agreements.

        During 2002, on a gross basis, we recorded an aggregate deficiency in our 2001 reported reserves of approximately $67.6 million relating to
insurance business underwritten prior to the commencement of our new underwriting initiative in October 2001. Since a substantial portion of
our pre-2002 business was reinsured, the deficiency on a net basis was approximately $4.0 million. Approximately $57.3 million and
$2.0 million of the deficiency on a gross and net basis, respectively, occurred in a small number of our insurance segment's program business
accounts, and the balance of the deficiency, approximately $10.3 million and $2.0 million on a gross and net basis, respectively, occurred in our
non-standard automobile business as a result of actuarial reviews performed in 2002. The increases in reserves resulted from additional reported
losses from 2000 and 2001, which led to higher projections of ultimate loss, and did not reflect any changes in key assumptions we made to
estimate these reserves.

        We are subject to credit risk with respect to our reinsurance and retrocessions because the ceding of risk to reinsurers and retrocessionaires
does not relieve us of our liability to the clients or companies we insure or reinsure. Our failure to establish adequate reinsurance or
retrocessional arrangements or the failure of our existing reinsurance or retrocessional arrangements to protect us from overly concentrated risk
exposure could adversely affect our financial condition and results of operations. Although we monitor the financial condition of our reinsurers
and attempt to place coverages only with substantial, financially sound carriers, we may not be successful in doing so. See "Management's
Discussion and Analysis of Financial Condition and Results of Operations�Certain Matters Which May Affect Our Results of Operations and/or
Financial Condition�Reinsurance Protection and Recoverables."
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Investments

        At December 31, 2003, consolidated cash and invested assets totaled approximately $3.72 billion, consisting of $286.2 million of cash and
short-term investments, $3.4 billion of publicly traded fixed maturity investments and $32.5 million of privately held securities. See
"Management's Discussion and Analysis of Financial Condition and Results of Operations�Investments."

        Our current investment guidelines stress preservation of capital, market liquidity, and diversification of risk. To achieve this objective, our
current fixed income investment guidelines call for an average credit quality of "Aa3" and "AA-" as measured by Moody's and Standard &
Poor's, respectively. Notwithstanding the foregoing, our investments are subject to market-wide risks and fluctuations, as well as to risks
inherent in particular securities. At December 31, 2003, all of our fixed maturity and short-term investments were rated investment grade by
Standard & Poor's and had an average Standard & Poor's quality rating of "AA+" and an average duration of approximately 2.0 years.

        For the year ended December 31, 2003, set forth below is the total return of our fixed maturity portfolio compared to a combination of the
Lehman Brothers 1-5 Year High Quality Credit Index and the Lehman Brothers 1-3 Year Treasury Index, which are the benchmarks we
currently measure our portfolio against.

ACGL

Lehman Brothers 1-5
Year High Quality

Credit Index/Lehman
Brothers 1-3 Year

Treasury Index

Total return 3.37% 3.23%

        The following table summarizes the fair value of our investments and cash and short-term investments at the dates indicated.

December 31

2003 2002

Estimated
Fair

Value

% of
Total

Estimated
Fair Value

% of
Total
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December 31

(in thousands)

Cash and short-term investments $ 286,247 8% $ 572,258 29%
Fixed maturities:

U.S. government and government agencies 1,343,295 36 179,322 9
Corporate bonds 1,106,380 30 949,003 48
Asset backed securities 690,927 18 24,985 1
Municipal bonds 209,568 6 � �
Mortgage backed securities 48,254 1 228,794 12

Sub-total 3,398,424 91 1,382,104 70

Equity securities:
Privately held 32,476 1 31,536 1

Sub-total 32,476 1 31,536 1

Total $ 3,717,147 100% $ 1,985,898 100%
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         Our investment portfolio is currently structured to provide a high level of liquidity. The table below shows the contractual maturities of
our fixed maturities:

December 31, 2003 December 31, 2002

Estimated
Fair Value

Amortized
Cost

Estimated
Fair Value

Amortized
Cost

(in thousands)

Available for sale:
Due in one year or less $ 234,674 $ 233,459 $ 19,671 $ 20,149
Due after one year through five years 2,252,441 2,225,169 1,058,158 1,023,151
Due after five years through 10 years 120,305 118,760 21,966 24,100
Due after 10 years 51,823 49,775 28,530 23,090

2,659,243 2,627,163 1,128,325 1,090,490
Asset backed securities 690,927 690,022 24,985 23,048
Mortgage backed securities 48,254 46,008 228,794 221,099

Total $ 3,398,424 $ 3,363,193 $ 1,382,104 $ 1,334,637

Ratings

        Our reinsurance subsidiaries, Arch Re U.S. and Arch Re Bermuda, each currently have financial strength ratings of "A-" (Excellent)
from A.M. Best. Our principal insurance subsidiaries, Arch Insurance, Arch E&S and Arch Specialty, each have a financial strength rating of
"A-" (Excellent) from A.M. Best. With respect to our non-standard automobile insurers, American Independent has a financial strength rating of
"B+" (Very Good) from A.M. Best, and PSIC has a financial strength rating of "A-" (Excellent) from A.M. Best. The "A-" and "B+" ratings are
the fourth and sixth highest out of fifteen ratings assigned by A.M. Best. We are in the process of obtaining a financial strength rating from A.M.
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Best for Western Diversified, acquired in 2003, which currently has been assigned "NR-3" (Rating Procedure Inapplicable).

        Insurance ratings are used by insurance and reinsurance intermediaries as an important means of assessing the financial strength and quality
of insurers and reinsurers. A.M. Best is generally considered to be a significant rating agency with respect to insurance and reinsurance
companies. A.M. Best's ratings reflect that agency's independent opinion of the financial strength and ability of an insurer to meet ongoing
obligations to policyholders. These ratings are not a warranty of an insurer's current or future ability to meet its obligations to policyholders or a
recommendation to buy, sell or hold securities. Rating agencies have been coming under increasing pressure as a result of high-profile corporate
bankruptcies and may, as a result, increase their scrutiny of rated companies, revise their rating policies or take other action. Ratings are subject
to periodic review by the applicable rating agency. We can offer no assurances that our ratings will remain at their current levels. See
"Management's Discussion and Analysis of Financial Condition and Results of Operations�Liquidity and Capital Resources."

Competition

        The world-wide reinsurance and insurance businesses are highly competitive. We compete, and will continue to compete, with major U.S.
and non-U.S. insurers and reinsurers, some of which have greater financial, marketing and management resources than we have and have had
longer-term relationships with insureds and brokers than we do. We compete with other insurers and reinsurers primarily on the basis of overall
financial strength, ratings assigned by independent rating agencies, geographic scope of business, strength of client relationships, premiums
charged, contract terms and conditions, products and services offered, speed of claims payment, reputation, employee experience, and
qualifications and

S-78

local presence. We also compete with new companies that continue to be formed to enter the insurance and reinsurance markets.

        In our insurance business, we compete with insurers that provide property and casualty lines of insurance, including ACE Limited, Allied
World Assurance Company, Ltd., American International Group, Inc., AXIS Capital Holdings Limited, Berkshire Hathaway, Inc., Chubb
Corporation, Converium Group, Endurance Specialty Holdings Ltd., The Hartford Financial Services Group, Inc., Lloyd's of London, The St.
Paul Companies, Inc., Travelers Property Casualty Corp. and XL Capital Ltd. In our reinsurance business, we compete with reinsurers that
provide property and casualty lines of reinsurance, including ACE Limited, AXIS Capital Holdings Limited, Converium Group, Endurance
Specialty Holdings Ltd., Everest Re Group Ltd., General Reinsurance Corporation, Hannover Rückversicherung AG, Lloyd's of London,
Montpelier Re Holdings Ltd., Munich Re Group, PartnerRe Ltd., Platinum Underwriters Holdings, Ltd., RenaissanceRe Holdings Ltd., Swiss
Reinsurance Company, Transatlantic Holdings, Inc. and XL Capital Ltd. We do not believe that we have a significant market share in any of the
markets in which we compete.

Regulation

U.S. Insurance Regulation

        General.    In common with other insurers, our U.S.-based insurance subsidiaries are subject to extensive governmental regulation and
supervision in the various states and jurisdictions in which they are domiciled and licensed to conduct business. The laws and regulations of the
state of domicile have the most significant impact on operations. This regulation and supervision is designed to protect policyholders rather than
investors. Generally, regulatory authorities have broad regulatory powers over such matters as licenses, standards of solvency, premium rates,
policy forms, marketing practices, claims practices, investments, security deposits, methods of accounting, form and content of financial
statements, reserves and provisions for unearned premiums, unpaid losses and loss adjustment expenses, reinsurance, minimum capital and
surplus requirements, dividends and other distributions to shareholders, periodic examinations and annual and other report filings. Certain
insurance regulatory requirements are highlighted below. In addition, regulatory authorities conduct periodic financial and market conduct
examinations.

        Credit for Reinsurance.    Arch Re U.S. is subject to insurance regulation and supervision that is similar to the regulation of licensed
primary insurers. However, the terms and conditions of reinsurance agreements generally are not subject to regulation by any governmental
authority with respect to rates or policy terms. This contrasts with primary insurance policies and agreements, the rates and terms of which
generally are regulated by state insurance regulators. As a practical matter, however, the rates charged by primary insurers do have an effect on
the rates that can be charged by reinsurers.

        A primary insurer ordinarily will enter into a reinsurance agreement only if it can obtain credit for the reinsurance ceded on its statutory
financial statements. In general, credit for reinsurance is allowed in the following circumstances:
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�
if the reinsurer is licensed in the state in which the primary insurer is domiciled or, in some instances, in certain states in
which the primary insurer is licensed;

�
if the reinsurer is an "accredited" or otherwise approved reinsurer in the state in which the primary insurer is domiciled or, in
some instances, in certain states in which the primary insurer is licensed;

�
in some instances, if the reinsurer (a) is domiciled in a state that is deemed to have substantially similar credit for reinsurance
standards as the state in which the primary insurer is domiciled and (b) meets certain financial requirements; or
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�
if none of the above apply, to the extent that the reinsurance obligations of the reinsurer are collateralized appropriately,
typically through the posting of a letter of credit for the benefit of the primary insurer or the deposit of assets into a trust fund
established for the benefit of the primary insurer.

        As a result of the requirements relating to the provision of credit for reinsurance, Arch Re U.S. and Arch Re Bermuda are indirectly subject
to certain regulatory requirements imposed by jurisdictions in which ceding companies are licensed.

        As of March 1, 2004, (1) Arch Re U.S. is licensed or is an accredited or otherwise approved reinsurer in 48 states and the District of
Columbia, (2) Arch Insurance is licensed as an insurer in 50 states and the District of Columbia, (3) Arch Specialty is licensed in one state and
approved as an excess and surplus lines insurer in 48 states, the District of Columbia and the U.S. Virgin Islands, (4) Arch E&S is licensed in
one state and approved as an excess and surplus lines insurer in 28 states and the District of Columbia and (5) Western Diversified is licensed as
an insurer in 46 states and the District of Columbia. American Independent is licensed as an insurer in three states, and PSIC is licensed as an
insurer in two states. Arch Re Bermuda is not, and does not expect to become, licensed or approved in any U.S. jurisdiction.

        Holding Company Acts.    State insurance holding company system statutes and related regulations provide a regulatory apparatus which is
designed to protect the financial condition of domestic insurers operating within a holding company system. All insurance holding company
statutes require disclosure to the domestic state insurance regulator of material transactions between the domestic insurer and an affiliate.
Further, in some instances, prior notice must be given to the domestic state insurance regulator prior to entering into a material transaction
between a domestic insurer and an affiliate and the regulator has authority to disapprove such transaction. Such transactions typically include
sales, purchases, exchanges, loans and extensions of credit, reinsurance agreements, service agreements, guarantees and investments between an
insurance company and its affiliates, involving in the aggregate certain percentages of an insurance company's admitted assets or policyholders'
surplus, or dividends that exceed certain percentages of an insurance company's surplus or income.

        Typically, the holding company statutes also require each of the insurance subsidiaries periodically to file information with state insurance
regulatory authorities, including information concerning capital structure, ownership, financial condition and general business operations. Under
the terms of applicable state statutes, any person or entity desiring to acquire control of a domestic insurer is required first to obtain approval of
the insurance regulator of the domestic insurer.

        Regulation of Dividends and Other Payments from Insurance Subsidiaries.    The ability of an insurer to pay dividends or make other
distributions is subject to insurance regulatory limitations of the insurance company's state of domicile. Generally, such laws limit the payment
of dividends or other distributions above a specified level. Dividends or other distributions in excess of such thresholds are "extraordinary" and
are subject to regulatory approval. Generally, during 2004, all significant dividends or other distributions from Arch Re U.S., Arch Insurance
and our other U.S. insurance subsidiaries will be subject to regulatory approval. See "Management's Discussion and Analysis of Financial
Condition and Results of Operations�Liquidity and Capital Resources" and note 14, "Statutory Information," of the notes accompanying our
financial statements.

        Insurance Regulatory Information System Ratios.    The National Association of Insurance Commissioners ("NAIC") Insurance Regulatory
Information System ("IRIS") was developed by a committee of state insurance regulators and is intended primarily to assist state insurance
departments in executing their statutory mandates to oversee the financial condition of insurance companies operating in their respective states.
IRIS identifies 12 industry ratios (referred to as "IRIS ratios") and specifies "usual values" for each ratio. Departure from the usual values of the
IRIS ratios can lead to inquiries from individual state insurance commissioners as to certain aspects of an insurer's business.
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For the year ended December 31, 2003, certain of our U.S.-based subsidiaries generated IRIS ratios that were outside of the usual values due, in
part, to our underwriting initiative in October 2001 and the resulting growth in net premiums written and surplus levels. To date, none of these
subsidiaries has received any notice of regulatory review but there is no assurance that we may not be notified in the future.

        Accreditation.    The NAIC has instituted its Financial Regulatory Accreditation Standards Program ("FRASP") in response to federal
initiatives to regulate the business of insurance. FRASP provides a set of standards designed to establish effective state regulation of the
financial condition of insurance companies. Under FRASP, a state must adopt certain laws and regulations, institute required regulatory
practices and procedures, and have adequate personnel to enforce such items in order to become an "accredited" state. If a state is not accredited,
it is not able to accept certain financial examination reports of insurers prepared solely by the regulatory agency in such unaccredited state. The
respective states in which Arch Re U.S., Arch Insurance, Arch Specialty, Western Diversified, Arch E&S, American Independent and PSIC are
domiciled are accredited states.

        Risk-Based Capital Requirements.    In order to enhance the regulation of insurer solvency, the NAIC adopted in December 1993 a formula
and model law to implement risk-based capital requirements for property and casualty insurance companies. These risk-based capital
requirements are designed to assess capital adequacy and to raise the level of protection that statutory surplus provides for policyholder
obligations. The risk-based capital model for property and casualty insurance companies measures three major areas of risk facing property and
casualty insurers:

�
underwriting, which encompasses the risk of adverse loss developments and inadequate pricing;

�
declines in asset values arising from credit risk; and

�
declines in asset values arising from investment risks.

        Insurers having less statutory surplus than required by the risk-based capital calculation will be subject to varying degrees of regulatory
action, depending on the level of capital inadequacy. Equity investments in common stock typically are valued at 85% of their market value
under the risk-based capital guidelines. For equity investments in an insurance company affiliate, the risk-based capital requirements for the
equity securities of such affiliate would generally be our U.S. insurance subsidiaries' proportionate share of the affiliate's risk-based capital
requirement.

        Under the approved formula, an insurer's statutory surplus is compared to its risk-based capital requirement. If this ratio is above a
minimum threshold, no company or regulatory action is necessary. Below this threshold are four distinct action levels at which a regulator can
intervene with increasing degrees of authority over an insurer as the ratio of surplus to risk-based capital requirement decreases. The four action
levels include:

�
insurer is required to submit a plan for corrective action;

�
insurer is subject to examination, analysis and specific corrective action;

�
regulators may place insurer under regulatory control; and

�
regulators are required to place insurer under regulatory control.

        Each of our U.S. insurance subsidiaries' surplus (as calculated for statutory purposes) is above the risk-based capital thresholds that would
require either company or regulatory action.

        Guaranty Funds and Assigned Risk Plans.    Most states require all admitted insurance companies to participate in their respective guaranty
funds which cover certain claims against insolvent insurers. Solvent insurers licensed in these states are required to cover the losses paid on
behalf of insolvent insurers by the guaranty funds and are generally subject to annual assessments in the state by its
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guaranty fund to cover these losses. Some states also require licensed insurance companies to participate in assigned risk plans which provide
coverage for automobile insurance and other lines for insureds which, for various reasons, cannot otherwise obtain insurance in the open market.
This participation may take the form of reinsuring a portion of a pool of policies or the direct issuance of policies to insureds. The calculation of
an insurer's participation in these plans is usually based on the amount of premium for that type of coverage that was written by the insurer on a
voluntary basis in a prior year. Assigned risk pools tend to produce losses which result in assessments to insurers writing the same lines on a
voluntary basis.

        Federal Regulation.    Although state regulation is the dominant form of regulation for insurance and reinsurance business, the federal
government has shown increasing concern over the adequacy of state regulation. It is not possible to predict the future impact of any potential
federal regulations or other possible laws or regulations on our U.S. subsidiaries' capital and operations, and such laws or regulations could
materially adversely affect their business.

        Terrorism Risk Insurance Act of 2002.    On November 26, 2002, President Bush signed into law the Terrorism Risk Insurance Act of 2002,
which we refer to as the "TRIA." TRIA established a federal backstop for insurance-related losses resulting from any act of terrorism carried out
by foreign powers on U.S. soil or against U.S. air carriers, vessels or foreign missions. Under TRIA, all U.S.-based property and casualty
insurers are required to make terrorism insurance coverage available in specified commercial property and casualty insurance lines. In return,
TRIA provides that the federal government will pay 90% of covered losses after an insurer's losses exceed a deductible determined by a
statutorily prescribed formula, up to a combined annual aggregate limit for the federal government and all insurers of $100 billion pursuant to
TRIA. If an act (or acts) of terrorism result in covered losses exceeding the $100 billion annual limit, insurers with losses exceeding their
deductibles will not be responsible for additional losses. The deductible for each year is based on the insurer's direct commercial earned
premiums for property and casualty insurance for the prior calendar year multiplied by a specified percentage. The specified percentages are 7%
for 2003, 10% for 2004 and 15% for 2005, respectively.

        Our U.S.-based property and casualty insurers, Arch Insurance, Arch Specialty, Arch E&S and Western Diversified, are subject to TRIA.
TRIA specifically excludes reinsurance and personal lines business and, accordingly, currently does not apply to our non-standard automobile
business or our reinsurance operations. Based on 2003 direct commercial earned premiums, our U.S. insurance group's deductible for 2004
would be $104.1 million (i.e., 10% of such earned premiums). The amount of our deductible for 2005 could increase substantially, depending
upon the amount of direct commercial earned premiums we write in 2004, and in light of the fact that the deductible percentage increases in such
years. Currently, there is uncertainty as to what effect TRIA will have on the insurance industry.

        The Gramm-Leach-Bliley Act.    The Gramm-Leach-Bliley Act of 1999 ("GLBA"), which implements fundamental changes in the
regulation of the financial services industry in the United States, was enacted on November 12, 1999. The GLBA permits the transformation of
the already converging banking, insurance and securities industries by permitting mergers that combine commercial banks, insurers and
securities firms under one holding company, a "financial holding company." Bank holding companies and other entities that qualify and elect to
be treated as financial holding companies may engage in activities, and acquire companies engaged in activities, that are "financial" in nature or
"incidental" or "complementary" to such financial activities. Such financial activities include acting as principal, agent or broker in the
underwriting and sale of life, property, casualty and other forms of insurance and annuities.

        Until the passage of the GLBA, the Glass-Steagall Act of 1933 had limited the ability of banks to engage in securities-related businesses,
and the Bank Holding Company Act of 1956 had restricted banks from being affiliated with insurers. With the passage of the GLBA, among
other things, bank
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holding companies may acquire insurers, and insurance holding companies may acquire banks. The ability of banks to affiliate with insurers may
affect our U.S. subsidiaries' product lines by substantially increasing the number, size and financial strength of potential competitors.

        Legislative and Regulatory Proposals.    From time to time various regulatory and legislative changes have been proposed in the insurance
and reinsurance industry. Among the proposals that have in the past been or are at present being considered are the possible introduction of
federal regulation in addition to, or in lieu of, the current system of state regulation of insurers. In addition, there are a variety of proposals being
considered by various state legislatures (some of which proposals have been enacted). We are unable to predict whether any of these laws and
regulations will be adopted, the form in which any such laws and regulations would be adopted, or the effect, if any, these developments would
have on our operations and financial condition.
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Bermuda Insurance Regulation

The Insurance Act 1978, as Amended, and Related Regulations of Bermuda (the "Insurance Act"). As a holding company, ACGL is not
subject to Bermuda insurance regulations. The Insurance Act, which regulates the insurance business of Arch Re Bermuda, provides that no
person shall carry on any insurance business in or from within Bermuda unless registered as an insurer under the Insurance Act by the Bermuda
Monetary Authority (the "BMA"), which is responsible for the day-to-day supervision of insurers. Under the Insurance Act, insurance business
includes reinsurance business. The registration of an applicant as an insurer is subject to its complying with the terms of its registration and such
other conditions as the BMA may impose fro
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