Edgar Filing: ARCH CAPITAL GROUP LTD - Form 424B3

ARCH CAPITAL GROUP LTD
Form 424B3
March 15, 2004

QuickLinks -- Click here to rapidly navigate through this document

Filed Pursuant to Rule 424(b)(3)
Registration Numbers 333-110190
333-82772

The information in this prospectus supplement and the accompanying prospectuses is not complete and may be changed. This
prospectus supplement and the accompanying prospectuses are not an offer to sell securities and are not soliciting an offer to buy
securities 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 is not permitted.
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PROSPECTUS SUPPLEMENT
(To prospectus dated January 27, 2004
and to reoffer prospectus dated February 14, 2002)

7,235,000 Common Shares

Arch Capital Group Ltd. is selling 4,425,000 common shares and the selling shareholders identified in this prospectus supplement are
selling 2,810,000 common shares. We will not receive any proceeds from the sale of common shares by the selling shareholders.

The common shares are quoted on the Nasdaq National Market under the symbol "ACGL." On March 11, 2004, the last quoted price of the
common shares as reported on the Nasdaq National Market was $42.21 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 $ $
Underwriting discount $ $
Proceeds, before expenses, to ACGL $ $
Proceeds to the selling shareholders $ $

The underwriters may also purchase up to an additional 1,085,250 common shares from us and the selling shareholders 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 prospectuses are truthful or complete. Any representation to the contrary is a
criminal offense.

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

Joint Book-Running Managers
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JPMorgan

The date of this prospectus supplement is

Credit Suisse First Boston

Fox-Pitt, Kelton

This prospectus supplement relates to (x) the sale by us of up to 4,425,000 common shares, (y) the sale by certain of the selling
shareholders identified herein of up to 2,810,000 shares and (z) the sale by Robert Clements, the chairman of our Board of Directors, of up to
80,246 common shares. This prospectus supplement supplements the accompanying "Base Prospectus" dated January 27, 2004, with respect to
the sales described in (x) and (y) above and supplements the accompanying "Reoffer Prospectus" dated February 14, 2002, with respect to the
sale described in (z) above. We sometimes refer to the Base Prospectus and the Reoffer Prospectus as the "prospectuses."
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You should rely only on the information contained or incorporated by reference in this prospectus supplement and the accompanying
prospectuses. 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 prospectuses and the documents incorporated by reference herein and in the accompanying
prospectuses 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 prospectuses 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
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accompanying prospectuses.

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 prospectuses carefully, including without limitation, the documents incorporated by reference in this
prospectus supplement or the accompanying prospectuses, the section entitled "Risk Factors" beginning on page S-6 and the section entitled
"Cautionary Note Regarding Forward Looking Statements" beginning on page S-6. 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:

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.
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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 or the accompanying prospectuses.
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The Offering

Common shares offered by us 4,425,000 common shares.

Common shares offered by the selling shareholders 2,810,000 common shares.

Common shares to be outstanding after this

offering 35,435,372 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 $178.3 million (after deducting underwriting discounts and
estimated expenses of the offering), principally to support the growth of our insurance
and reinsurance operations.
We will not receive any proceeds from the sale of common shares by selling
shareholders.

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
you should carefully consider before deciding to invest in our common shares.

)]
Calculated as of December 31, 2003, after giving effect to this offering. The number of common shares outstanding does not include
common shares issuable upon conversion of our preference shares (38,844,665 actual and 36,034,665 after giving effect to this
offering) 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).
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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.
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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)®V 816 3,886
Net income $ 280,591 $ 58,982 $ 22,016

Average shares outstanding:

Basic® 26,264,055 20,095,698 12,855,668

Diluted® 67,777,794 59,662,178 17,002,231
Net income per share data:

Basic®:

Income before extraordinary item $ 10.65 $ 274 $ 1.71

Extraordinary gain® 0.03 0.19

Net income $ 10.68 $ 293§ 1.71

Diluted®:

Income before extraordinary item $ 413 §$ 092 $ 1.29

Extraordinary gain® 0.01 0.07

Net income $ 414 % 099 $ 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 3 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
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December 31,
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® $ 31.74  $ 2148 $ 20.05
Diluted® $ 2552 $ 2120 $ 18.28
Shares outstanding:
Basic 28,200,372 27,725,334 13,513,538
Diluted® 67,045,037 66,569,999 55,804,038
)]

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.

@
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.

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.

C)

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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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 prospectuses, 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.
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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
Riickversicherung 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.

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,

8
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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.

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.

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,
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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.

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.
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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
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("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;

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
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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
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

12



Edgar Filing: ARCH CAPITAL GROUP LTD - Form 424B3
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.

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
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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 11, 2004, the last quoted price of our common shares as
reported on the Nasdaq National Market was $42.21. 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

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
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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
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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
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;

16



Edgar Filing: ARCH CAPITAL GROUP LTD - Form 424B3

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.

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.
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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;

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.

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.
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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.
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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.
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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
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.
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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.
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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;

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.
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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.
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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.
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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 $178.9 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 $26.9 million.

We will not receive any of the proceeds from the sale of common shares by the selling shareholders.

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."
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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 11, 2004, the high and low sales prices and the closing price for our common shares as reported on the Nasdaq National Market
were $42.66, $41.94 and $42.21, 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
such repurchase, preference shares having an aggregate value of $250.0 million, at a per share price acceptable to those shareholders.
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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.
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December 31, 2003

Historical As adjusted

(in thousands)

Revolving credit agreement borrowings $ 200,000 $ 200,000
Other debtV®

Total debt® 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, 36,034,665 shares

issued and outstanding as adjusted® 388 360
Common shares, $0.01 par value, 200,000,000 shares authorized, 28,200,372

shares issued and outstanding actual, 35,435,372 shares issued and outstanding as

adjusted®® 282 354

Additional paid-in capital 1,361,267 1,539,531

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 1,889,037
Total capitalization $ 1,910,729 $ 2,089,037

December 31, 2003

Historical As Adjusted

Book value:

Per common share®® $ 31.74 $ 31.95

Diluted® $ 2552 $ 26.43
Common shares outstanding:

Actual 28,200,372 35,435,372

Diluted® 67,045,037 71,470,037
)]

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."

@
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
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"Series A convertible preference shares, as adjusted" and "Common shares, as adjusted" gives effect to the conversion of 2,810,000
shares of Series A convertible preference shares into 2,810,000 common shares by certain selling shareholders in connection with this
offering.

C))
The number of common shares outstanding does not include common shares issuable upon conversion of our preference shares
(38,844,665 actual and 36,034,665 as adjusted) 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).

)
Book value per common share at December 31, 2003 was determined by dividing (i) the difference between total shareholders' equity
and the aggregate liquidation preference of the preference shares of $815.7 million actual and $756.7 million as adjusted by (ii) the
number of common shares outstanding.

(©)

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)

Statement of Operations Data:

Revenues:
Net premiums written” $ 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)® 816 3,886

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

Average shares outstanding:
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Year Ended December 31,
Basic® 26,264,055 20,095,698 12,855,668 13,198,075 17,086,732
Diluted® 67,777,794 59,662,178 17,002,231 13,198,075 17,086,732
Net income (loss) per share data:
Basic®:
Income (loss) before extraordinary item 10.65 274 $ 1.71 0.61) $ (2.09)
Extraordinary gain® 0.03 0.19
Net income (loss) 10.68 293 $ 1.71 0.61) $ (2.09)
Diluted®:
Income (loss) before extraordinary item 4.13 092 $ 1.29 0.61) $ (2.09)
Extraordinary gain® 0.01 0.07
Net income (loss) 4.14 099 $ 1.29 0.61) $ (2.09)
Cash dividends per share
S-29
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
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® 31.74 2148 $ 20.05 2143 $ 20.03
Diluted® 25.52 2120 $ 18.28 2143 $ 20.03
Shares outstanding:
Basic 28,200,372 27,725,334 13,513,538 12,708,818 17,087,970
Diluted® 67,045,037 66,569,999 55,804,038 12,708,818 17,087,970
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)]
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.

@3]
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.

“
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.

&)

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."

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.
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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.

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
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
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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.

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
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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:

Reinsurance Insurance Total

(in thousands)

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

Simulation results:
90th percentile) $ 1,164,327 $ 707,123  $ 1,819,071

10th percentile® $ 784,706 $ 465,424 $ 1,294,613

)]
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.

@3]
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.
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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 Acquisition Amount
Amount Expenses Net

(in thousands)

Casualty $ 192,159 (% 54,014) $ 138,145
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

32



Edgar Filing: ARCH CAPITAL GROUP LTD - Form 424B3

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.

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

33



Edgar Filing: ARCH CAPITAL GROUP LTD - Form 424B3

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
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
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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
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,