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Filed Pursuant to Rule 424(b)(5)

Registration No. 333-148409

 

CALCULATION OF REGISTRATION FEE
 
             

      Proposed   Proposed maximum    

   Amount to be   maximum offering   aggregate    

Title of each class of securities to be registered   Registered   price per unit   offering price   Amount of registration fee(1)

5.50% Senior Notes due 2020   $300,000,000   99.544%   $298,632,000   $21,292.47
             

 

(1) Calculated in accordance with Rule 457(r) under the Securities Act of 1933, as amended.

 

PROSPECTUS SUPPLEMENT

(To prospectus dated December 31, 2007)
 

$300,000,000
 

Allied World Assurance Company Holdings, Ltd
 

5.50% Senior Notes due 2020
 

 

 

 

We are offering $300 million aggregate principal amount of our 5.50% senior notes due 2020. We will pay interest on the

notes on May 15 and November 15 of each year, beginning May 15, 2011. The notes will mature on November 15, 2020. We may

redeem some or all of the notes at any time and from time to time at the redemption price described in this prospectus supplement

under the heading “Description of Notes—Optional Redemption.” We may also redeem all of the notes if certain tax events occur as

described in this prospectus supplement under the heading “Description of Notes—Redemption for Changes in Withholding Taxes.”

The notes will be issued in minimum denominations of $2,000 and integral multiples of $1,000 in excess thereof.
 

The notes will be our unsecured and unsubordinated obligations and will rank equally in right of payment with all our

existing and future unsecured and unsubordinated indebtedness. The notes will be effectively junior to all our future secured debt, to

the extent of the value of the collateral securing such debt, and will rank senior to all our existing and future subordinated debt. The

notes will be effectively subordinated to all existing and future obligations (including to policyholders, trade creditors, debt holders

and taxing authorities) of our subsidiaries.
 

Investing in the notes involves risks. See “Risk Factors” beginning on page S-4 of this
prospectus supplement and on page 5 of the accompanying prospectus and in the documents
incorporated by reference in this prospectus supplement and the accompanying prospectus.
 

 

 

 
         

  Per Note  Total
 

Public offering price (1)   99.544%   $298,632,000 

Underwriting discount   0.650%   $1,950,000 

Proceeds, before expenses, to us (1)   98.894%   $296,682,000 
 

(1) Plus accrued interest, if any, from November 15, 2010, if settlement occurs after that date.
 

None of the U.S. Securities and Exchange Commission (the “Commission”), any state securities commission or any

other regulatory body has approved or disapproved of these securities or determined if this prospectus supplement or the

accompanying prospectus is truthful or complete. Any representation to the contrary is a criminal offense.
 

The notes will be ready for delivery in book-entry form only through the facilities of The Depository Trust Company

(“DTC”) and its participants, which may include Clearstream Banking, societé anonymé and Euroclear Bank S.A./N.V., against

payment in New York, New York on or about November 15, 2010.
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BofA Merrill Lynch Wells Fargo Securities
 

 

Deutsche Bank Securities
 

The date of this prospectus supplement is November 9, 2010.
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You should carefully read this prospectus supplement and the accompanying prospectus delivered with this

prospectus supplement. You should rely only on the information contained or incorporated by reference in this

prospectus supplement and the accompanying prospectus or in any free writing prospectus that we may provide you in

connection with the sale of the notes offered hereby. We have not, and the underwriters have not, authorized anyone 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 not assume that the information contained in this prospectus supplement,

the accompanying prospectus or the documents incorporated by reference is accurate as of any date other than their

respective dates. Our business, financial conditions, results of operations and prospects may have changed since those

dates.
 

No offered securities may be offered or sold in Bermuda and offers may only be accepted from persons resident in

Bermuda, for Bermuda exchange control purposes, where such offers have been delivered outside of Bermuda.
 

GENERAL PERMISSION UNDER THE BERMUDA EXCHANGE CONTROL ACT 1972 (AND ITS RELATED

REGULATIONS) HAS BEEN GRANTED BY THE BERMUDA MONETARY AUTHORITY PURSUANT TO A NOTICE

TO THE PUBLIC ISSUED BY THE BERMUDA MONETARY AUTHORITY ON 1 JUNE 2005 FOR THE ISSUE AND

TRANSFER OF OUR NOTES TO AND BETWEEN NON-RESIDENTS OF BERMUDA FOR EXCHANGE CONTROL

PURPOSES. THIS PROSPECTUS WILL BE FILED WITH THE REGISTRAR OF COMPANIES IN BERMUDA IN

ACCORDANCE WITH BERMUDA LAW. IN GRANTING SUCH CONSENT AND IN ACCEPTING THIS PROSPECTUS

FOR FILING, NEITHER THE BERMUDA MONETARY AUTHORITY NOR THE REGISTRAR OF COMPANIES IN

BERMUDA ACCEPTS ANY RESPONSIBILITY FOR OUR FINANCIAL SOUNDNESS OR THE CORRECTNESS OF

ANY OF THE STATEMENTS MADE OR OPINIONS EXPRESSED IN THIS PROSPECTUS.
 

In this prospectus supplement, references to “Allied World”, “we”, “us”, “our” or the “Company” refer to Allied

World Assurance Company Holdings, Ltd and when the context so requires, Allied World Assurance Company Holdings, Ltd

and its subsidiaries. In this prospectus supplement, references to “dollar” and “$” are to United States currency, and the terms

“United States” and “U.S.” mean the United States of America, its states, its territories, its possessions and all areas subject to

its jurisdiction.
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ABOUT THIS PROSPECTUS SUPPLEMENT
 

This document is in two parts. The first is this prospectus supplement, which describes the specific terms of this

offering. The second part is the accompanying prospectus that gives more general information, some of which may not apply to

this offering. If the description of this offering varies between this prospectus supplement and the accompanying prospectus, you

should rely on the information in this prospectus supplement. In addition, you should review the risks of investing in our senior

notes (the “notes”) discussed in this prospectus supplement, as well as the risk factors contained in our Annual Report on

Form 10-K for the year ended December 31, 2009 incorporated herein by reference, prior to making an investment decision.

Important information is incorporated into this prospectus supplement and the accompanying prospectus by reference. You may

obtain the information incorporated by reference into this prospectus supplement and the accompanying prospectus without

charge by following the instructions under “Where You Can Find More Information.”
 

DISCLOSURE REGARDING FORWARD-LOOKING STATEMENTS
 

This prospectus supplement, including the information incorporated by reference herein, may contain forward-looking

statements within the meaning of Section 27A of the Securities Act of 1933, as amended (the “Securities Act”), and Section 21E

of the Securities Exchange Act of 1934, as amended (the “Exchange Act”). Forward-looking statements are necessarily based

on estimates and assumptions that are inherently subject to significant business, economic and competitive uncertainties and

contingencies, many of which, with respect to future business decisions, are subject to change. These uncertainties and

contingencies can affect actual results and could cause actual results to differ materially from those expressed in any forward-

looking statements made by, or on behalf of, us.
 

In particular, statements using words such as “may”, “should”, “estimate”, “expect”, “anticipate”, “intends”, “believe”,

“predict”, “potential” or words of similar import generally involve forward-looking statements. In light of the risks and

uncertainties inherent in all future projections, the inclusion of forward-looking statements in this prospectus supplement should

not be considered as a representation by us or any other person that our objectives or plans will be achieved. Numerous factors



e424b5

http://sec.gov/Archives/edgar/data/1163348/000095012310103756/y87613b5e424b5.htm#123[11/11/2010 8:56:04 AM]
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contained under “Note on Forward-Looking Statements” in our Annual Report on Form 10-K for the year ended December 31,

2009, which is incorporated herein by reference.
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PROSPECTUS SUPPLEMENT SUMMARY
 

This summary highlights selected information about Allied World and this offering. It does not contain all of the

information that may be important to you in deciding whether to purchase notes. We encourage you to read the entire

prospectus supplement, the accompanying prospectus and the documents that we have filed with the Commission that are

incorporated by reference prior to deciding whether to purchase notes.
 

Allied World Assurance Company Holdings, Ltd
 

We are a Bermuda-based specialty insurance and reinsurance company that underwrites a diversified portfolio of

property and casualty lines of business through offices located in Bermuda, Hong Kong, Ireland, Singapore, Switzerland, the

United Kingdom and the United States. For the nine months ended September 30, 2010 and the year ended December 31, 2009,

our gross premiums written were $1,376.5 million and $1,696.3 million, respectively, and our net income was $572.2 million

and $606.9 million, respectively. As of September 30, 2010, we had total assets and consolidated shareholders’ equity of

approximately $10.5 billion and $3.3 billion, respectively. Our principal executive office is located at 27 Richmond Road,

Pembroke HM 08, Bermuda, and our telephone number is (441) 278-5400.
 

We were formed in November 2001 by a group of investors, including American International Group, Inc., The Chubb

Corporation, certain affiliates of The Goldman Sachs Group, Inc. and an affiliate of Swiss Reinsurance Company. Since our

formation, we have focused primarily on the direct insurance markets. We offer our clients and producers significant capacity in

both the direct property and casualty insurance markets as well as the reinsurance market. We have undergone significant

corporate expansion since our formation, and we now have 16 offices located in eight different countries.
 

We have three business segments: U.S. insurance, international insurance and reinsurance. These segments and their

respective lines of business and products may, at times, be subject to different underwriting cycles. We modify our product

strategy as market conditions change and new opportunities emerge by developing new products, targeting new industry classes

or de-emphasizing existing lines. Our diverse underwriting skills and flexibility allow us to concentrate on the business lines

where we expect to generate the greatest returns. The following table sets forth our gross premiums written by segment for the

nine months ended September 30, 2010 and the year ended December 31, 2009.
 
                 

  Nine Months Ended   Year Ended  

  September 30, 2010  December 31, 2009 

  Gross Premiums Written  Gross Premiums Written 

  ($ in millions)   % of Total   ($ in millions)   % of Total  
 

U.S. Insurance   $533.0   38.7%  $674.8   39.8%

International Insurance   389.9   28.3   555.9   32.8 

Reinsurance   453.6   33.0   465.6   27.4 
                 

Total   $1,376.5   100.0%  $1,696.3   100.0%
                 

 

For the nine months ended September 30, 2010, reinsurance business represented 33.0% of our gross premiums written

and insurance business represented 67.0% of our gross premiums written. For the nine months ended September 30, 2010,

property lines represented 26.8% and casualty lines represented 73.2% of our gross premiums written.
 

Ratings are an important factor in establishing the competitive position of insurance and reinsurance companies.

A.M. Best, Moody’s and Standard & Poor’s have each developed a rating system to provide an opinion of an insurer’s or

reinsurer’s financial strength and ability to meet ongoing obligations to its policyholders. Each rating reflects the rating

agency’s opinion of the capitalization, management and sponsorship of the entity to which it relates, and is neither an

evaluation directed to investors in our common shares nor a recommendation to buy, sell or hold our common shares. All of our

principal operating subsidiaries have financial strength ratings of “A” (Excellent) from A.M. Best.
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The Offering
 

The terms of the notes are summarized below solely for your convenience. Because the following summary is not

complete, you should refer to the indenture among Allied World, as issuer, and The Bank of New York Mellon, as trustee, as

supplemented by a supplemental indenture, for a complete description of the terms of the notes. You should also read the full

text and more specific details contained elsewhere in this prospectus supplement and the accompanying prospectus. For a more

detailed description of the notes, see the discussion under the caption “Description of Notes” beginning on page S-10 of this

prospectus supplement.
 

Issuer Allied World Assurance Company Holdings, Ltd
 

Securities Offered $300 million aggregate principal amount of 5.50% senior notes due 2020.
 

Interest Rate 5.50% per year.
 

Interest Payment Dates Semi-annually on each May 15 and November 15, commencing May 15, 2011.
 

Maturity November 15, 2020.
 

Ranking The notes will be our unsecured and unsubordinated obligations and will rank

equally in right of payment with all our existing and future unsecured and

unsubordinated indebtedness. The notes will be effectively junior to all our

future secured debt, to the extent of the value of the collateral securing such

debt, and will rank senior to all our existing and future subordinated debt.
 

We currently conduct substantially all of our operations through our subsidiaries

and our subsidiaries generate substantially all of our operating income and cash

flow. The notes will not be guaranteed by any of our subsidiaries and will be

effectively subordinated to all existing and future obligations (including to

policyholders, trade creditors, debt holders and taxing authorities) of our

subsidiaries.
 

As of September 30, 2010, after giving effect to this offering of notes, our

outstanding consolidated indebtedness for money borrowed would be

$799.0 million. As of September 30, 2010, after giving effect to this offering of

notes, the consolidated liabilities of our subsidiaries reflected on our balance

sheet would be $6,649.0 million. All such liabilities (including to policyholders,

trade creditors, debt holders and taxing authorities) of our subsidiaries would be

effectively senior to the notes.
 

Optional Redemption We may redeem some or all of the notes at any time at our option on not less

than 30 nor more than 60 days’ notice, at a “make-whole” redemption price

described in “Description of Notes—Optional Redemption” in this prospectus

supplement.
 

Use of Proceeds We intend to use the net proceeds from this offering for general corporate

purposes, which may include the repurchase of our
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outstanding common shares (including our announced repurchase of 3,159,793

common shares and warrants to purchase an additional 1,500,000 common

shares held by certain GS Capital Partners and other investment funds, which

are affiliates of The Goldman Sachs Group, Inc.), dividends to our shareholders

or potential acquisitions. See “Use of Proceeds” in this prospectus supplement.
 

Additional Amounts Subject to certain limitations and exceptions, all payments of principal and of

premium, if any, interest and any other amounts on, or in respect of, the notes

shall be made without withholding or deduction at source for, or on account of,

any present or future taxes, fees, duties, assessments or governmental charges of

whatever nature with respect to payments made by Allied World Assurance

Company Holdings, Ltd imposed by or on behalf of Bermuda or any other

jurisdiction in which Allied World Assurance Company Holdings, Ltd or any

guarantor of the notes is organized or in which our principal executive offices

are located. See “Description of Notes—Payment of Additional Amounts.”
 

Tax redemption We may redeem all of the notes at any time if certain tax events occur as

described in “Description of Notes—Redemption for Changes in Withholding

Taxes.”
 

Form and denomination Notes will be represented by global certificates deposited with, or on behalf of,

The Depository Trust Company (“DTC”) or its nominee. Notes sold will be

issuable in denominations of $2,000 or any integral multiples of $1,000 in

excess thereof.
 

Covenants The indenture under which the notes will be issued will not contain any

financial covenants or any provisions restricting us or our subsidiaries from

purchasing or redeeming share capital. In addition, we will not be required to

repurchase, redeem or modify the terms of any of the notes upon a change of

control or other event involving us, which may adversely affect the value of the

notes. In addition, the indenture will not limit the aggregate principal amount of

debt securities we may issue under it, and we may issue additional debt

securities in one or more series.
 

Risk Factors Investing in the notes involves certain risks. See “Risk Factors” beginning on

page S-4 of this prospectus supplement.
 

Trustee and Paying Agent The Bank of New York Mellon.
 

Governing Law The State of New York.
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RISK FACTORS
 

Your investment in the notes will involve a degree of risk, including those risks that are described in this section. The

risks and uncertainties described below are not the only ones relevant to an investment in the notes. Additional risks and

uncertainties not presently known to us or that we currently deem immaterial may also impair our business operations. If any of

these risks actually occurs, our business, financial condition and results of operations could be materially affected. In that case,

the value of the notes could decline substantially. You should carefully consider the following discussion of risks as well as the

risks in the section entitled “Risk Factors” in our Annual Report on Form 10-K for the year ended December 31, 2009, which is

incorporated into this prospectus supplement by reference, before deciding whether an investment in the notes is suitable for

you. These risk factors update and replace the risk factors in the accompanying prospectus under the caption “Risk Factors.”
 

An Active Trading Market for the Notes may not Develop.
 

The notes constitute a new issue of securities with no established trading market. The notes are not listed, and we do

not plan to apply to list the notes on any national securities exchange or to include them in any automated quotation system. We

have been advised by the underwriters that they presently intend to make a market in the notes after completion of the offering.

However, they are under no obligation to do so and may discontinue any market-making activities at any time without any

notice. We cannot assure the liquidity of the trading market for the notes or that an active public market for the notes will

develop or be sustained or that holders of the notes will be able to sell their notes at favorable prices or at all. If an active

public trading market for the notes does not develop, the market price and liquidity of the notes may be adversely affected. If

the notes are traded, they may trade at a discount from their initial offering price, depending on prevailing interest rates, the

market for similar securities, our operating performance and financial condition, general economic conditions and other factors.
 

Our Obligations Under the Notes are Unsecured and Subordinated in Right of Payment to any Secured Debt that We

may Incur in the Future.
 

The notes will be our unsecured and unsubordinated obligations and will:
 

 •    rank equally in right of payment with all our existing and future unsecured and unsubordinated indebtedness;
 

 •    be effectively junior to all our future secured debt, to the extent of the value of the collateral securing such

debt; and
 

 •    not be guaranteed by any of our subsidiaries and, therefore, will be effectively subordinated to all existing and

future obligations (including to policyholders, trade creditors, debt holders and taxing authorities) of our

subsidiaries.
 

As a result, in the event of the bankruptcy, liquidation or reorganization of Allied World Assurance Company

Holdings, Ltd or upon acceleration of the notes due to an event of default, Allied World Assurance Company Holdings, Ltd’s

assets will be available to pay its obligations on the notes only after all secured indebtedness has been paid in full. There may

not be sufficient assets remaining to pay amounts due on any or all of the notes then outstanding.
 

Because the Notes will not be Guaranteed by any of Our Subsidiaries, the notes will be Effectively Subordinated to the

Obligations of Our Subsidiaries.
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guaranteeing our obligations under the notes, holders of the notes will have a junior position to the claims of creditors of our

subsidiaries (including insurance policyholders, trade creditors, debt holders and taxing authorities) on their assets and earnings.

All obligations (including insurance obligations) of our subsidiaries would be effectively senior to the notes. As a result, in the

event of the bankruptcy, liquidation or reorganization of Allied World Assurance Company Holdings, Ltd or upon acceleration

of the notes due to an event of default, Allied World Assurance Company Holdings, Ltd’s subsidiaries’ assets will be available

to pay its obligations on the notes only after all of the creditors of those subsidiaries have been paid in full. As of September 30,

2010, after giving effect to this offering of notes, the consolidated liabilities of our subsidiaries reflected on our balance sheet

would be $6,649.0 million. All such liabilities (including to policyholders, trade creditors, debt holders and taxing authorities)

of our subsidiaries would be effectively senior to the notes.
 

Allied World Assurance Company Holdings, Ltd will Depend upon Dividends from its Subsidiaries to Meet its

Obligations under the Notes.
 

Allied World Assurance Company Holdings, Ltd’s ability to meet its obligations under the notes will be dependent

upon the earnings and cash flows of its subsidiaries and the ability of the subsidiaries to pay dividends or to advance or repay

funds to Allied World Assurance Company Holdings, Ltd. Dividends and other permitted distributions from its insurance

subsidiaries are expected to be the main source of funds to meet its obligations under the notes. Allied World Assurance

Company Holdings, Ltd’s insurance subsidiaries are subject to significant regulatory restrictions limiting their ability to declare

and pay any dividends.
 

The inability of its subsidiaries to pay dividends to Allied World Assurance Company Holdings, Ltd in an amount

sufficient to enable it to meet its cash requirements at the holding company level could have a material adverse effect on its

operations and ability to satisfy its obligations to you under the notes. Dividend payments and other distributions from the

subsidiaries of Allied World Assurance Company Holdings, Ltd may also be subject to withholding tax.
 

We may Incur Additional Indebtedness that could Limit the Amount of Funds Available to Make Payments on the

Notes.
 

Neither the notes nor the indenture prohibit or limit the incurrence of secured or senior indebtedness or the incurrence

of other indebtedness and liabilities by us. Any additional indebtedness or liabilities so incurred would reduce the amount of

funds we would have available to pay our obligations under the notes.
 

The Supplemental Indenture and Indenture under which the Notes will be Issued will Contain only Limited Protection

for Holders of the Notes in the Event we are Involved in a Highly Leveraged Transaction, Reorganization,

Restructuring, Merger, Amalgamation or Similar Transaction in the Future.
 

The supplemental indenture and the indenture under which the notes will be issued may not sufficiently protect

holders of notes in the event we are involved in a highly leveraged transaction, reorganization, restructuring, merger,

amalgamation or similar transaction. The supplemental indenture and the indenture will not contain any provisions restricting

our ability to:
 

 •    incur additional debt, including debt effectively senior in right of payment to the notes;
 

 •    pay dividends on or purchase or redeem share capital;
 

 •    sell assets (other than certain restrictions on our ability to consolidate, merge, amalgamate or sell all or

substantially all of our assets and our ability to sell the shares of certain subsidiaries);
 

 •    enter into transactions with affiliates;

S-5
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 •    create liens (other than certain limitations on creating liens on the shares of certain subsidiaries) or enter into

sale and leaseback transactions; or
 

 •    create restrictions on the payment of dividends or other amounts to us from our subsidiaries.
 

Additionally, the supplemental indenture and the indenture will not require us to offer to purchase the notes in

connection with a change of control or require that we or our subsidiaries adhere to any financial tests or ratios or specified

levels of net worth.
 

The Notes may be Redeemed Prior to Maturity, which may Adversely Affect your Return on the Notes.
 

The notes may be redeemed in whole or in part on one or more occasions at any time. Redemption may occur at a time

when prevailing interest rates are relatively low. If this happens, you may not be able to reinvest the redemption proceeds in a

comparable security at an effective interest rate as high as that of the redeemed notes. See “Description of Notes—Optional

Redemption” in this prospectus supplement for a more detailed discussion of redemption of the notes.
 

U.S. Persons who own Our Notes may have more Difficulty in Protecting their Interests than U.S. Persons who are

Creditors of a U.S. Corporation.
 

Creditors of a company in Bermuda, such as Allied World Assurance Company Holdings, Ltd, may enforce their rights

against the company by legal process in Bermuda. The creditor would first have to obtain a judgment in its favor against Allied

World Assurance Company Holdings, Ltd by pursuing a legal action against Allied World Assurance Company Holdings, Ltd

in Bermuda. This would entail retaining attorneys in Bermuda and (in the case of a plaintiff who is a U.S. person) pursuing an

action in a jurisdiction that would be foreign to the plaintiff. Pursuing such an action could be more costly than pursuing

corresponding proceedings against a U.S. person.
 

Appeals from decisions of the Supreme Court of Bermuda (the first instance court for most civil proceedings in

Bermuda) may be made in certain cases to the Court of Appeal for Bermuda. In turn, appeals from the decisions of the Court of

Appeal may be made in certain cases to the English Privy Council. Rights of appeal in Bermuda may be more restrictive than

rights of appeal in the United States.
 

In the Event that we Become Insolvent, the Rights of a Creditor Against Us would be Severely Impaired.
 

In the event of our insolvent liquidation (or appointment of a provisional liquidator), a creditor may pursue legal action

only upon obtaining permission to do so from the Supreme Court of Bermuda. The rights of creditors in an insolvent liquidation

will extend only to proving a claim in the liquidation and receiving a dividend pro rata along with other unsecured creditors to

the extent of our available assets (after the payment of costs of the liquidation). However, creditors are not prevented from

taking action against the Company in places outside Bermuda unless there has been an injunction preventing them from doing

so in that particular place. Any judgment thus obtained may be capable of enforcement against the Company’s assets located

outside Bermuda.
 

The impairment of the rights of an unsecured creditor may be more severe in an insolvent liquidation in Bermuda than

would be the case where a U.S. person has a claim against a U.S. corporation which becomes insolvent. This is so mainly

because in the event of an insolvency, Bermuda law may be more generous to secured creditors (and hence less generous to

unsecured creditors) than U.S. law. The rights of secured creditors in an insolvent liquidation in Bermuda remain largely

unimpaired, with the result that secured creditors will be paid in full to the extent of the value of the security they hold. Another

possible consequence of the favorable treatment of secured creditors under Bermuda insolvency law is that a rehabilitation of an
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insolvent company in Bermuda may be more difficult to achieve than the rehabilitation of an insolvent U.S. corporation.
 

It may be Difficult to Enforce Service of Process and Enforce Judgments Against Us and Our Officers and Directors.
 

Our company is a Bermuda company and it may be difficult for investors in the notes to enforce judgments against us

or our directors and executive officers.
 

We are incorporated pursuant to the laws of Bermuda and our business is based in Bermuda. In addition, certain of our

directors and officers reside outside the United States, and all or a substantial portion of our assets and the assets of such persons

are located in jurisdictions outside the United States. As such, it may be difficult or impossible to effect service of process

within the United States upon us or those persons or to recover against us or them on judgments of U.S. courts, including
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judgments predicated upon civil liability provisions of the U.S. federal securities laws.
 

Further, no claim may be brought in Bermuda against us or our directors and officers in the first instance for violation

of U.S. federal securities laws because these laws have no extraterritorial jurisdiction under Bermuda law and do not have force

of law in Bermuda. A Bermuda court may, however, impose civil liability, including the possibility of monetary damages, on us

or our directors and officers if the facts alleged in a complaint constitute or give rise to a cause of action under Bermuda law.
 

We have been advised by Conyers Dill & Pearman Limited, our Bermuda legal counsel, that there is doubt as to

whether the courts of Bermuda would enforce judgments of U.S. courts obtained in actions against us or our directors and

officers, as well as the experts named herein, predicated upon the civil liability provisions of the U.S. federal securities laws or

original actions brought in Bermuda against us or such persons predicated solely upon U.S. federal securities laws. Further, we

have been advised by Conyers Dill & Pearman Limited that there is no treaty in effect between the United States and Bermuda

providing for the enforcement of judgments of U.S. courts. Some remedies available under the laws of U.S. jurisdictions,

including some remedies available under the U.S. federal securities laws, may not be allowed in Bermuda courts as contrary to

that jurisdiction’s public policy. Because judgments of U.S. courts are not automatically enforceable in Bermuda, it may be

difficult for investors to recover against us based upon such judgments.
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USE OF PROCEEDS
 

We expect that the net proceeds from this offering, after deducting the underwriting discounts and commissions and

estimated expenses payable by us, will be approximately $295.9 million. We intend to use the net proceeds from this offering

for general corporate purposes (exclusively outside of Switzerland), including the repurchase of our outstanding common shares

(including our announced repurchase of 3,159,793 common shares and warrants to purchase an additional 1,500,000 common

shares held by certain GS Capital Partners and other investment funds, which are affiliates of The Goldman Sachs Group, Inc.),

dividends to our shareholders or potential acquisitions.
 

RATIOS OF EARNINGS TO FIXED CHARGES
 

The following table sets forth the ratio of our earnings to fixed charges for each of the periods indicated:
 
                         

  Nine Months   

  Ended   

  September 30, Fiscal Year Ended December 31,

  2010  2009 2008 2007 2006 2005 (2)
 

Ratio of Earnings to Fixed Charges (1)   22.0   17.5   5.5   13.4   14.8   (9.3)
 

 

(1) For purposes of determining this ratio, “earnings” consist of consolidated net income before federal income taxes plus fixed

charges. “Fixed charges” consist of interest expense on our former bank loan that was repaid from the proceeds of our

initial public offering in July 2006, interest on our outstanding 7.50% senior notes due 2016 and interest on a borrowing

under our senior credit facility.
 

(2) For the year ended December 31, 2005, earnings were insufficient to cover fixed charges by $175.8 million.
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CAPITALIZATION
 

The following table sets forth our consolidated capitalization at September 30, 2010, on a historical basis and as

adjusted to give effect to the offering of the notes and the application of the estimated net proceeds therefrom, including our

announced repurchase of 3,159,793 common shares and warrants to purchase an additional 1,500,000 common shares held by

certain GS Capital Partners and other investment funds, which are affiliates of The Goldman Sachs Group, Inc. See “Use of

Proceeds.” This table should be read in conjunction with our consolidated financial statements and related notes thereto and

“Management’s Discussion and Analysis of Financial Condition and Results of Operations,” both of which can be found in our
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Annual Report on Form 10-K for the year ended December 31, 2009 and our Quarterly Report on Form 10-Q for the period

ended September 30, 2010, which are incorporated into this prospectus supplement by reference.
 
         

  September 30 2010  

  Actual   As Adjusted 

  ($ in thousands, except share numbers)  
 

Debt:         

7.50% Senior Notes due 2016   $499,017   $499,017 

5.50% Senior Notes due 2020 offered hereby   —   300,000 

Total debt   499,017   799,017 

Shareholders’ equity:         

Common shares, par value $0.03 per share (50,793,902 shares issued and

42,394,576 (as adjusted: 39,234,783) shares outstanding)   1,524   1,524 

Additional paid-in capital   1,355,685   1,318,487 

Treasury shares, at cost (8,399,326 (as adjusted: 11,559,119))   (415,009)   (600,457)

Accumulated other comprehensive income:         

net unrealized gains on investments, net of tax   111,760   111,760 

Retained earnings   2,287,354   2,287,354 

Total shareholders’ equity   3,341,314   3,118,668 
         

Total capitalization   $3,840,331   $3,917,685 
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DESCRIPTION OF NOTES
 

The following description of the specific terms of the Notes that we are offering supplements the description of the

general terms and provisions of the senior debt securities set forth in the accompanying prospectus under the caption

“Description of the Debt Securities”.
 

The Notes constitute a series of debt securities, which are more fully described in the accompanying prospectus, to be

issued pursuant to an indenture between us, as issuer, and The Bank of New York Mellon, as trustee (the “Indenture”). The

terms of the Notes include those provisions contained in the Indenture and those made part of the Indenture by reference to the

Trust Indenture Act of 1939, as amended (the “Trust Indenture Act”). The Notes are subject to all such terms, and holders of

Notes are referred to the Indenture and the Trust Indenture Act for a statement of such terms. The following summaries of

certain provisions of the Indenture do not purport to be complete and are subject to and qualified in their entirety by reference to

the Indenture, including the definitions in the Indenture of certain terms used below.
 

General
 

The Notes will be our senior, unsecured obligations and will rank equally in right of payment to all of our existing and

future unsubordinated indebtedness from time to time outstanding. The Notes will be effectively subordinated to all our future

secured obligations to the extent of the collateral securing such obligations and effectively subordinated to all existing and

future obligations (including to policyholders, trade creditors, debt holders and taxing authorities) of our subsidiaries. All

liabilities of our future subsidiaries will be effectively senior to the Notes.
 

Under the Indenture we covenant that if any direct or indirect parent company of ours guarantees our outstanding

7.50% Senior Notes due 2016, equivalent guarantees will be provided with respect to the Notes so long as such 7.50% Senior

Notes due 2016 are so guaranteed.
 

The Notes will mature on November 15, 2020. The Notes will be initially issued through The Depository

Trust Company (“DTC”) in fully registered form without coupons, in denominations of $2,000 and integral multiples of $1,000

in excess thereof, except under the limited circumstances described below under “—Delivery and Form.” The Notes will

initially be issued in aggregate principal amount of $300 million. On one or more occasions after the sale of the Notes, we may

issue additional notes under the Indenture having substantially identical terms to the Notes offered hereby (except for the public

offering price and the issue date). The Notes and any such additional notes subsequently issued under the Indenture will be

treated as a single class for all purposes under the Indenture, including, without limitation, waivers, amendments and

redemptions.
 

Principal and Interest
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We will pay interest on the Notes at a rate of 5.50% per year semi-annually in arrears on May 15 and November 15 of

each year, commencing May 15, 2011, to the persons in whose names the Notes are registered at the close of business on May 1

or November 1, as the case may be (whether or not a Business Day (as defined in the Indenture)), immediately preceding the

relevant interest payment date. Interest will be computed on the basis of a 360-day year of twelve 30-day months.
 

If any interest payment date falls on a day that is not a Business Day, the interest payment will be postponed to the

next day that is a Business Day, and no interest on such payment will accrue for the period from and after such interest payment

date. If the maturity date of the Notes falls on a day that is not a Business Day, the payment of interest and principal may be

made on the next succeeding Business Day, and no interest on such payment will accrue for the period from and after the

maturity date. Interest payments for the Notes will include accrued interest from and including the date of issue or from and

including the last date in respect of which interest has been paid, as the case may be, to, but excluding, the interest payment date

or the date of maturity, as the case may be. Interest on the Notes which have a Redemption Date (as defined

S-10

Table of Contents

below) after a regular record date and on or before the following interest payment date will also be payable to the persons in

whose names the Notes are so registered.
 

Payment of Additional Amounts
 

We will make all payments on the Notes without withholding of any present or future taxes or governmental charges of

(i) our jurisdiction of organization or any political subdivision or taxing authority thereof or therein, (ii) the jurisdiction of our

principal executive offices or any political subdivision or taxing authority thereof or therein or (iii) the jurisdiction of

organization of any guarantor of the Notes or any political subdivision or taxing authority thereof or therein (each of clause (i),

(ii) and (iii), a “taxing jurisdiction”), unless we are required to do so by applicable law or regulation. If under the laws or

regulations of a taxing jurisdiction we are required to withhold amounts, we will, subject to the limitations described in the

accompanying prospectus under “Description of the Debt Securities,” pay to persons in whose names the Notes are registered

additional amounts so that every net payment made to such persons, after the withholding, will be the same amount provided for

in the Notes. We will pay any stamp, issue, registration, documentary, value added, excise, property or other similar taxes and

duties (including interest and penalties) payable in respect of the creation, issue, offering or execution of the notes or any

guarantee of the Notes, or any documentation with respect thereto, and will indemnify the holders for any such taxes paid by the

holders.
 

Redemption for Changes in Withholding Taxes
 

We will be entitled to redeem the Notes, at our option, at any time as a whole but not in part, upon not less than 30 nor

more than 60 days’ notice, at 100% of the principal amount thereof, plus accrued and unpaid interest (if any) to the

Redemption Date (subject to the right of holders of record on the relevant record date to receive interest due on the relevant

interest payment date), in the event that we have become or would become obligated to pay, on the next date on which any

amount would be payable with respect to the Notes, any additional amounts as a result of:
 

 •    a change in or an amendment to the laws (including any regulations or rulings promulgated thereunder) of a

taxing jurisdiction, which change or amendment (i) in our case, is announced after the date of this prospectus

supplement and (ii) in the case of any successor to us, is announced after the date such successor assumes our

obligations under the Notes and the Indenture; or
 

 •    any change in or amendment to any official position regarding the application, administration, interpretation or

enforcement of the laws, regulations or rulings (including a holding by a court of competent jurisdiction or by a

taxing authority) of a taxing jurisdiction, which change or amendment (i) in our case, is announced after the date

of this prospectus supplement and (ii) in the case of any successor to us, is announced after the date such

successor assumes our obligations under the Notes and the Indenture,
 

and, in each case, we cannot avoid such obligation by taking reasonable measures available to us.
 

Before we publish or mail any notice of redemption of the Notes as described above, we will deliver to the trustee an

officers’ certificate to the effect that we cannot avoid our obligation to pay additional amounts by taking reasonable measures

available to us (consistent with practices and interpretations generally followed or in effect at the time such measures could be

taken) and an opinion of independent legal counsel of recognized standing stating that there is a substantial probability that we

would be obligated to pay additional amounts as a result of a change in tax laws or regulations or the application or

interpretation of such laws or regulations.
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Optional Redemption
 

We will be entitled to redeem the Notes, at our option, at any time or from time to time in whole or in part, on not less

than 30 nor more than 60 days’ prior notice to the holders of the Notes, on any date prior to maturity (a “Redemption Date”) at

a redemption price equal to the greater of (i) 100% of the principal amount of the Notes to be redeemed and (ii) the Discounted

Present Value of the Notes subject to redemption, plus in each case accrued and unpaid interest on the principal amount of the

Notes being redeemed to, but excluding, the Redemption Date.
 

“Discounted Present Value” of any Note subject to optional redemption shall be equal to the sum of the present values

of the remaining scheduled payments of principal and interest (excluding interest accrued to the Redemption Date) on such Note

discounted to the Redemption Date on a semi-annual basis (assuming a 360-day year consisting of twelve 30-day months) at the

applicable Treasury Rate plus 50 basis points.
 

“Treasury Rate” means, with respect to any Redemption Date, (i) the yield, under the heading which represents the

average for the immediately preceding week, appearing in the most recently published statistical release designated “H.15

(519)” or any successor publication which is published weekly by the Board of Governors of the Federal Reserve System and

which establishes yields on actively traded United States Treasury securities adjusted to constant maturity under the caption

“Treasury Constant Maturities,” for the maturity corresponding to the Comparable Treasury Issue (if no maturity is within three

months before or after the remaining term of the Notes to be redeemed, yields for the two published maturities most closely

corresponding to the Comparable Treasury Issue will be determined and the Treasury Rate will be interpolated or extrapolated

from such yields on a straight line basis, rounding to the nearest month) or (ii) if such release (or any successor release) is not

published during the week preceding the calculation date or does not contain such yields, the rate per year equal to the semi-

annual equivalent yield-to-maturity of the Comparable Treasury Issue, calculated using a price for the Comparable Treasury

Issue (expressed as a percentage of its principal amount) equal to the Comparable Treasury Price for such Redemption Date.

The Treasury Rate will be calculated on the third Business Day preceding the Redemption Date.
 

“Comparable Treasury Issue” means the United States Treasury security selected by an Independent Investment

Banker as having a maturity comparable to the remaining term of the Notes to be redeemed.
 

“Comparable Treasury Price” means (i) the average of four Reference Treasury Dealer Quotations for such

Redemption Date, after excluding the highest and lowest Reference Treasury Dealer Quotations, or (ii) if the Independent

Investment Banker obtains fewer than four such Reference Treasury Dealer Quotations, the average of all such quotations.
 

“Independent Investment Banker” means Merrill Lynch, Pierce, Fenner & Smith Incorporated or Wells Fargo

Securities, LLC and their respective successors or, if both firms are unwilling or unable to select the Comparable Treasury

Issue, an independent investment banking institution of national standing appointed by us.
 

“Reference Treasury Dealer” means each of (i) Merrill Lynch, Pierce, Fenner & Smith Incorporated and a Primary

Treasury Dealer (defined herein) selected by Wells Fargo Securities, LLC and their respective successors; provided, however,

that if either of the foregoing shall cease to be a primary U.S. Government securities dealer in the City of New York (a

“Primary Treasury Dealer”), we will substitute another Primary Treasury Dealer and (ii) any two other Primary Treasury

Dealers selected by the Independent Investment Banker after consultation with us.
 

“Reference Treasury Dealer Quotation” means, with respect to each Reference Treasury Dealer and any

Redemption Date, the average, as determined by the Independent Investment Banker, of the bid and asked prices for the

Comparable Treasury Issue (expressed in each case as a percentage of its principal amount) quoted in writing to the

Independent Investment Banker at 5:00 p.m., New York City time, on the third Business Day preceding such Redemption Date.
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If less than all of the Notes are to be redeemed, the Notes to be redeemed shall be selected not more than 60 days prior
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to the Redemption Date by the trustee, by a method the trustee deems to be appropriate.
 

The Notes will not be entitled to the benefit of any mandatory redemption or sinking fund.
 

We will not be required to (1) register the transfer of or exchange the Notes during a period beginning at the opening

of business 15 days before the day of mailing of a notice of redemption of any Notes and ending at the close of business on the

day of such mailing or (2) register the transfer or exchange of any Note selected for redemption in whole or in part, except the

unredeemed portion of any Note being redeemed in part.
 

We may acquire Notes by means other than a redemption, whether by tender offer, open market purchases, negotiated

transactions or otherwise, so long as such acquisition does not otherwise violate the terms of the Indenture.
 

Certain Covenants
 

Limitation on Liens on Stock of Designated Subsidiaries
 

Under the Indenture, we will covenant that, so long as any Notes are outstanding, we will not, nor will we permit any

subsidiary to, create, assume, incur, guarantee or otherwise permit to exist any Indebtedness secured by any Lien upon any

shares of Capital Stock of any Designated Subsidiary (whether such shares of stock are now owned or hereafter acquired)

without effectively providing concurrently that the Notes (and, if we so elect, any of our other Indebtedness that is not

subordinate to the Notes and with respect to which the governing instruments require, or pursuant to which we are otherwise

obligated, to provide such security) shall be secured equally and ratably with such Indebtedness for at least the time period such

other Indebtedness is so secured.
 

For purposes of the Indenture, “Capital Stock” of any person means any and all shares, interests, rights to purchase,

warrants, options, participations or other equivalents of or interests in (however designated) equity of such person, including

preferred stock, but excluding any debt securities convertible into such equity.
 

The term “Designated Subsidiary” means any present or future consolidated subsidiary of us, the consolidated net

worth of which constitutes at least 20% of our consolidated net worth. As of November 9, 2010, our only Designated

Subsidiaries were Allied World Assurance Company, Ltd, Allied World Assurance Holdings (Ireland) Ltd, Allied World

Assurance Holdings (U.S.) Inc. and Allied World Reinsurance Company.
 

The term “Indebtedness” means, with respect to any person:
 

 (1) the principal of and any premium and interest on (a) indebtedness of such person for money borrowed and

(b) indebtedness evidenced by notes, debentures, bonds or other similar instruments for the payment of which

such person is responsible or liable;
 

 (2) all Capitalized Lease Obligations (as defined in the Indenture) of such person;
 

 (3) all obligations of such person issued or assumed as the deferred purchase price of property, all conditional sale

obligations and all obligations under any title retention agreement (but excluding trade accounts payable arising in

the ordinary course of business);
 

 (4) all obligations of such person for the reimbursement of any obligor on any letter of credit, banker’s acceptance or

similar credit transaction (other than obligations with respect to letters of credit securing obligations (other than

obligations described in (1) through (3) above) entered into in the ordinary course of business of such person to

the extent such letters of credit are not drawn upon or, if and to the extent drawn upon, such drawing is

reimbursed no later than the third
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 Business Day following receipt by such person of a demand for reimbursement following payment on the

letter of credit);
 

 (5) all obligations of the type referred to in clauses (1) through (4) above of other persons and all dividends of other

persons for the payment of which, in either case, such person is responsible or liable as obligor, guarantor or

otherwise;
 

 (6) all obligations of the type referred to in clauses (1) through (5) above of other persons secured by a Lien on any

property or asset of such person (whether or not such obligation is assumed by such person), the amount of such

obligation being deemed to be the lesser of the value of such property or assets or the amount of the obligation so



e424b5

http://sec.gov/Archives/edgar/data/1163348/000095012310103756/y87613b5e424b5.htm#123[11/11/2010 8:56:04 AM]

secured; and
 

 (7) any amendments, modifications, refundings, renewals or extensions of any indebtedness or obligation described as

Indebtedness in clauses (1) through (6) above.
 

The term “Lien” means any mortgage, pledge, lien, security interest or other encumbrance.
 

Limitations on Disposition of Stock of Designated Subsidiaries
 

The Indenture also provides that, so long as any Notes are outstanding and except in a transaction otherwise governed

by the Indenture, we will not issue, sell, assign, transfer or otherwise dispose of any shares of, securities convertible into, or

warrants, rights or options to subscribe for or purchase shares of, Capital Stock (other than preferred stock having no voting

rights of any kind) of any Designated Subsidiary, nor will we permit any Designated Subsidiary to issue (other than to us or to

other Designated Subsidiaries) any shares (other than director’s qualifying shares or similar securities) of, or securities

convertible into, or warrants, rights or options to subscribe for or purchase shares of, Capital Stock (other than preferred stock

having no voting rights of any kind) of any Designated Subsidiary, unless such Capital Stock is issued, sold, assigned,

transferred or otherwise disposed of, as the case may be, for consideration which is at least equal to the fair market value of the

Capital Stock so issued, sold, assigned, transferred or otherwise disposed of, as the case may be, as determined by our board of

directors, pursuant to a resolution adopted in good faith. The foregoing will not prohibit any such issuance or disposition of

securities if required by any law or any regulation or order of any governmental or insurance regulatory authority. In addition,

notwithstanding the foregoing, we may merge or consolidate any Designated Subsidiary into or with another of our direct or

indirect subsidiaries.
 

Compliance with the covenants described herein and any additional covenants with respect to the Notes may not be

waived by the trustee in most instances unless the holders of at least a majority in principal amount of all outstanding Notes

consent to such waiver.
 

Reports
 

We will file with the trustee, within 15 days after we are required to file with the Securities and Exchange Commission

(the “Commission”), copies of the annual reports and of the information, documents and other reports that we may be required

to file with the Commission pursuant to Section 13 or Section 15(d) of the Exchange Act or, if we are not required to file

information, documents or reports pursuant to either of these sections, we will file with the trustee and the Commission such of

the supplementary and periodic information, documents and reports which may be required pursuant to Section 13 of the

Exchange Act in respect of a security listed and registered on a national securities exchange as may be prescribed from time to

time in such rules and regulations.
 

Events of Default
 

Reference is made to the section entitled “Description of the Debt Securities—Events of Default” in the accompanying

prospectus, which provides a description of the events that constitute “Events of Default”
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with respect to the Notes. If an Event of Default with respect to the Notes occurs (other than an Event of Default resulting from

certain events relating to the bankruptcy, insolvency or reorganization of us) and is continuing, either the trustee or the holders

of not less than 25% in principal amount of the Notes may declare the unpaid principal amount of the Notes, together with

accrued interest thereon, to be due and payable immediately. An Event of Default resulting from certain events relating to the

bankruptcy, insolvency or reorganization of us will cause the principal amount of, and accrued interest on, the Notes to become

immediately due and payable without any declaration or other act by the trustee or any holder of the Notes.
 

Delivery and Form
 

DTC
 

The Notes will be issued in the form of one or more securities in registered global form. Each global security will be

deposited on the date of the closing of the sale of the Notes with, or on behalf of DTC, and registered in the name of Cede &

Co., as DTC’s nominee. So long as DTC or its nominee is the registered owner or holder of the Notes, DTC or such nominee

will be considered the sole owner or holder of the Notes represented by such global securities for all purposes under the

Indenture. No beneficial owner of an interest in the global securities will be able to transfer such interest except in accordance

with DTC’s procedures, as described below, in addition to those provided for under the Indenture with respect to the Notes.
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DTC is a limited-purpose trust company created to hold securities for its participants and to facilitate the clearance and

settlement of transactions in those securities between those participants through electronic book-entry changes in accounts of

the participants. DTC’s participants include securities brokers and dealers, banks, trust companies, clearing corporations and

other organizations. Access to DTC’s system is also available to other entities such as banks, brokers, dealers and trust

companies that clear through or maintain a custodial relationship with a participant, either directly or indirectly (referred to as

the “indirect participants”). Persons who are not participants may beneficially own securities held by or on behalf of DTC only

through the participants or the indirect participants. The ownership interest and transfer of ownership interest of each actual

purchaser of each security held by or on behalf of DTC is recorded on the records of the participants and indirect participants.
 

We expect that under procedures established by DTC, (1) upon deposit of the global securities, DTC will credit the

accounts of participants designated by the underwriters with portions of the principal amount of the global securities and

(2) ownership of such interests in the global securities will be shown on, and the transfer of ownership thereof will be effected

only through, records maintained by DTC or its nominee (with respect to the participants) or by the participants and the indirect

participants (with respect to other owners of beneficial interests in the global securities).
 

All interests in a global security may be subject to the procedures and requirements of DTC. The laws of some states

require that some persons take physical delivery in certificated form of securities that they own. Consequently, the ability to

transfer beneficial interests in a global security to those persons will be limited to that extent. Because DTC can act only on

behalf of its participants, which in turn act on behalf of indirect participants and certain banks, the ability of owners of interests

in the global securities to pledge their interests in a global security to persons or entities that do not participate in the DTC

system, or otherwise take actions in respect of such interests, may be affected by the lack of a physical certificate evidencing

such interests.
 

Except as described below, owners of interests in the global securities will not have Notes registered in their name,

will not receive physical delivery of Notes in certificated form and will not be considered the registered owners or holders of

Notes for any purpose.
 

Transfers between participants in DTC will be effected in accordance with DTC’s procedures, and will be settled in

same-day funds.
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Payments on the global securities registered in the name of DTC or its nominee will be payable by the trustee to DTC

in its capacity as the registered holder under the Indenture. Under the terms of the Indenture, the trustee will treat the persons in

whose names the Notes, including the global securities, are registered, as the owners for the purpose of receiving those

payments and for any and all other purposes.
 

Consequently, neither the trustee nor any agent of the trustee has or will have any responsibility or liability for:
 

 •    any aspect of DTC’s records or any participant’s or indirect participant’s records relating to, or payments made

on account of beneficial ownership interests in, the global security or for maintaining, supervising or reviewing

any of DTC’s records or any participant’s or indirect participant’s records relating to the beneficial ownership

interests in the global security, or
 

 •    any other matter relating to the actions and practices of DTC or any of its participants or indirect participants.
 

DTC’s current practice, upon receipt of any payment on securities such as the Notes, is to credit the accounts of the

relevant participants with the payment on the payment date, in amounts proportionate to their respective holdings in principal

amounts of beneficial interests in the relevant security as shown on the records of DTC unless DTC has reason to believe it will

not receive payment on the payment date. Payments by the participants and the indirect participants to the beneficial owners of

the Notes will be governed by standing instructions and customary practices and will be the responsibility of the participants or

the indirect participants and will not be the responsibility of DTC, the trustee or us. Neither we nor the trustee will be liable for

any delay by DTC or any of its participants in identifying the beneficial owners of the Notes, and we and the trustee may

conclusively rely on and will be protected in relying on instructions from DTC or its nominee for all purposes.
 

DTC will take any action permitted to be taken by a holder of the Notes only at the direction of one or more

participants to whose account with DTC interests in the global securities are credited and only in respect of such portion of the

Notes as to which the participant or participants has or have given such direction. However, if there is an Event of Default, DTC

reserves the right to exchange the global securities for Notes in certificated form and to distribute the Notes to its participants.
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A global security is exchangeable for Notes in registered certificated form if:
 

 •    DTC notifies us that it is unwilling or unable to continue as depositary or if we determine that DTC is unable to

continue as depositary and we fail to appoint a successor depositary within 90 days;
 

 •    we determine that the Notes will no longer be represented by global securities and execute and deliver to the

trustee instructions to such effect; or
 

 •    there has occurred and is continuing an Event of Default under the Indenture.
 

DTC has advised us that it is:
 

 (1) a limited purpose trust company organized under the laws of the State of New York;
 

 (2) a “banking organization” within the meaning of the New York Banking Law;
 

 (3) a member of the Federal Reserve System;
 

 (4) a “clearing corporation” within the meaning of the Uniform Commercial Code; and
 

 (5) a “Clearing Agency” registered pursuant to the provisions of Section 17A of the Exchange Act.
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Although DTC has agreed to the foregoing procedures in order to facilitate transfers of beneficial ownership interests

in the global securities among participants of DTC, it is under no obligation to perform or continue to perform such procedures,

and such procedures may be discontinued at any time. Neither we, nor the trustee nor any of their respective agents will have

any responsibility for the performance by DTC or its participants or indirect participants of their respective obligations under the

rules and procedures governing their operations, including maintaining, supervising or reviewing the records relating to, or

payments made on account of, beneficial ownership interests in global securities.
 

Clearstream and Euroclear
 

Links have been established among DTC, Clearstream Banking, société anonyme, Luxembourg (“Clearstream Banking

SA”) and Euroclear Bank, S.A./N.V. (“Euroclear”) (two international clearing systems that perform functions similar to those

that DTC performs in the U.S.), to facilitate the initial issuance of book-entry securities and cross-market transfers of book-

entry securities associated with secondary market trading.
 

Although DTC, Clearstream Banking SA and Euroclear have agreed to the procedures provided below in order to

facilitate transfers, they are under no obligation to perform such procedures, and the procedures may be modified or

discontinued at any time.
 

Clearstream Banking SA and Euroclear will record the ownership interests of their participants in much the same way

as DTC, and DTC will record the aggregate ownership of each of the U.S. agents of Clearstream Banking SA and Euroclear, as

participants in DTC.
 

When book-entry securities are to be transferred from the account of a DTC participant to the account of a Clearstream

Banking SA participant or a Euroclear participant, the purchaser must send instructions to Clearstream Banking SA or Euroclear

through a participant at least one business day prior to settlement. Clearstream Banking SA or Euroclear, as the case may be,

will instruct its U.S. agent to receive book-entry securities against payment. After settlement, Clearstream Banking SA or

Euroclear will credit its participant’s account. Credit for the book-entry securities will appear on the next day (European time).
 

Because settlement is taking place during New York business hours, DTC participants can employ their usual

procedures for sending book-entry securities to the relevant U.S. agent acting for the benefit of Clearstream Banking SA or

Euroclear participants. The sale proceeds will be available to the DTC seller on the settlement date. Thus, to the DTC

participant, a cross market transaction will settle no differently than a trade between two DTC participants.
 

When a Clearstream Banking SA or Euroclear participant wishes to transfer book-entry securities to a DTC

participant, the seller must send instructions to Clearstream Banking SA or Euroclear through a participant at least one business

day prior to settlement. In these cases, Clearstream Banking SA or Euroclear will instruct its U.S. agent to transfer the book-

entry securities against payment. The payment will then be reflected in the account of the Clearstream Banking SA or Euroclear

participant the following day, with the proceeds back-valued to the value date (which would be the preceding day, when

settlement occurs in New York). If settlement is not completed on the intended value date (i.e., the trade fails), proceeds
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credited to the Clearstream Banking SA or Euroclear participant’s account would instead be valued as of the actual settlement

date.
 

The information in this section concerning DTC, Clearstream Banking SA and Euroclear and their respective book-

entry systems has been obtained from sources that we believe to be reliable, but we have not independently determined the

accuracy of such information. We will not have any responsibility for the performance by DTC, Clearstream Banking SA,

Euroclear or any of their respective participants of their obligations under the rules and procedures governing their operations.
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CERTAIN UNITED STATES FEDERAL INCOME TAX CONSIDERATIONS
 

The following discussion is a summary of the material U.S. federal income tax consequences relevant to the purchase,

ownership and disposition of the notes, and does not purport to be a complete analysis of all potential tax effects. This

discussion does not address all the U.S. federal income tax consequences that may be relevant to a holder in light of such

holder’s particular circumstances or to holders subject to special rules, such as financial institutions, banks, partnerships and

other pass-through entities, U.S. expatriates, insurance companies, dealers in securities or currencies, traders in securities or

currencies, U.S. Holders (defined below) whose functional currency is not the U.S. dollar, tax-exempt organizations and

persons holding the notes as part of a “straddle,” “hedge,” “conversion transaction” or other integrated transaction. In addition,

this discussion is limited to persons purchasing the notes for cash pursuant to this prospectus supplement at the offering price on

the cover page of this prospectus supplement and does not discuss the tax considerations applicable to subsequent purchasers of

the notes. Moreover, the effect of any applicable state, local or foreign tax laws is not discussed. The discussion deals only with

notes held as “capital assets” within the meaning of Section 1221 of the Internal Revenue Code of 1986, as amended (the

“Code”).
 

The discussion is based on the provisions of the Code, U.S. Treasury regulations issued thereunder, rulings and

pronouncements of the Internal Revenue Service (the “IRS”) and judicial decisions, all as in effect as of the date of this

prospectus supplement and all of which are subject to change at any time. Any such change may be applied retroactively in a

manner that could adversely affect a holder of the notes.
 

We have not sought and will not seek any rulings from the IRS with respect to the matters discussed below. There can

be no assurance that the IRS will not take a different position concerning the tax consequences of the purchase, ownership or

disposition of the notes or that any such position would not be sustained.
 

Prospective investors should consult their own tax advisors with regard to the application of the tax

consequences discussed below to their particular situations as well as the application of any state, local, foreign or other

tax laws, including gift and estate tax laws.
 

U.S. Holders
 

As used herein, “U.S. Holder” means a beneficial owner of the notes who or that is for U.S. federal income tax

purposes:
 

 •    an individual who is a citizen or resident of the United States;
 

 •    a corporation or other entity taxable as a corporation created or organized in or under the laws of the U.S. or any

state thereof or the District of Columbia;
 

 •    an estate, the income of which is subject to U.S. federal income tax regardless of its source;
 

 •    a trust, if a U.S. court can exercise primary supervision over the administration of the trust and one or more

U.S. persons can control all substantial trust decisions, or, if the trust was in existence on August 20, 1996, and

has elected to continue to be treated as a U.S. person; or
 

 •    a person whose worldwide income or gain is otherwise subject to U.S. federal income tax on a net income basis.
 

If a partnership (or other entity treated as a partnership for U.S. federal income tax purposes) holds notes, the tax

treatment of a partner will generally depend on the status of the partner and the activities of the partnership. Each partner of a

partnership (and member of any other entity treated as a partnership for U.S. federal income tax purposes) holding notes should

consult its own tax advisor.
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Interest
 

A U.S. Holder must generally include stated interest on a note as ordinary income at the time such interest is received

or accrued, in accordance with such U.S. Holder’s method of accounting for U.S. federal income tax purposes. Interest on a

note will be foreign source income and generally will treated as “passive category” income for U.S. foreign tax credit limitation

purposes, but may in the case of certain U.S. Holders be treated as “general category” income.
 

Sale or Other Taxable Disposition of the Notes
 

A U.S. Holder will generally recognize gain or loss on the sale, exchange, redemption, retirement or other taxable

disposition of a note equal to the difference between the amount realized upon the disposition of the note and the U.S. Holder’s

adjusted tax basis in the note. A U.S. Holder’s adjusted tax basis in a note generally will be the U.S. Holder’s cost therefor.

Such recognized gain or loss generally will be a capital gain or loss and, if the U.S. Holder is a non-corporate U.S. Holder,

including an individual that has held the note for more than one year, such capital gain will generally be subject to tax at long-

term capital gain rates (currently at a maximum rate of 15%, but scheduled to increase to 20% for any taxable year beginning on

or after January 1, 2011). A U.S. Holder’s ability to deduct capital losses may be limited. Gain or loss generally will be treated

as U.S.-source income or loss for U.S. foreign tax credit purposes.
 

Recent legislation will impose, beginning in 2013, a new 3.8% Medicare contribution tax on net investment income,

including interest, dividends and capital gain, of U.S. individuals with income exceeding $200,000 (or $250,000 if married

filing jointly), and of estates and trusts.
 

Notwithstanding the foregoing, any amounts realized in connection with any sale, exchange, redemption, retirement or

other taxable disposition to the extent attributable to accrued interest not previously included in income will be treated as

ordinary interest income.
 

Information Reporting and Backup Withholding
 

Information returns may be filed with the IRS and backup withholding (currently at a rate of 28% and scheduled to

increase to 31% for taxable years beginning after January 1, 2011) may apply in connection with certain payments of principal

and interest on a note and payments of the proceeds on the sale or exchange of a note by a U.S. Holder. A U.S. Holder will not

be subject to backup withholding tax if such U.S. Holder provides its taxpayer identification number to us or our paying agent

and complies with certain certification procedures or otherwise establishes an exemption from backup withholding. Certain

U.S. Holders, including corporations, are currently not subject to backup withholding.
 

Backup withholding is not an additional tax. Rather, the U.S. federal income tax liability of U.S. Holders subject to

backup withholding will be offset by the amount of tax withheld. If backup withholding tax results in an overpayment of

U.S. federal income taxes, a refund or credit may be obtained from the IRS, provided the required information is timely

furnished.
 

For taxable years beginning after December 31, 2012, new legislation may require certain U.S. Holders who are

individuals who hold certain foreign financial assets (which may include notes) to report information relating to such assets,

subject to certain exceptions (including an exception for assets held in accounts maintained by certain financial institutions).

Each U.S. Holder should consult its own tax advisor regarding the effect, if any, of this legislation on its ownership and

disposition of notes.
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UNDERWRITING
 

Merrill Lynch, Pierce, Fenner & Smith Incorporated and Wells Fargo Securities, LLC are acting as representatives of

each of the underwriters named below. Deutsche Bank Securities, Inc. is acting as joint lead. Subject to the terms and conditions

set forth in a firm commitment underwriting agreement among us and the underwriters, we have agreed to sell to the

underwriters, and each of the underwriters has agreed, severally and not jointly, to purchase from us, the principal amount of
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notes set forth opposite its name below.
 
     

  Principal
Underwriter  Amount of Notes
 

Merrill Lynch, Pierce, Fenner & Smith

Incorporated  $ 138,750,000 

Wells Fargo Securities, LLC   138,750,000 

Deutsche Bank Securities Inc.   22,500,000 
     

Total  $ 300,000,000 
     

 

Subject to the terms and conditions set forth in the underwriting agreement, the underwriters have agreed, severally and

not jointly, to purchase all of the notes sold under the underwriting agreement if any of these notes are purchased. If an

underwriter defaults, the underwriting agreement provides that the purchase commitments of the nondefaulting underwriters

may be increased or the underwriting agreement may be terminated.
 

We have agreed to indemnify the underwriters and their controlling persons against certain liabilities in connection

with this offering, including liabilities under the Securities Act, or to contribute to payments the underwriters may be required

to make with respect to those liabilities.
 

The underwriters are offering the notes, subject to prior sale, when, as and if issued to and accepted by them, subject to

approval of legal matters by their counsel, including the validity of the notes, and other conditions contained in the underwriting

agreement, such as the receipt by the underwriters of officer’s certificates and legal opinions. The underwriters reserve the right

to withdraw, cancel or modify offers to the public and to reject orders in whole or in part.
 

Commissions and Discounts
 

The representatives have advised us that the underwriters propose initially to offer the notes to the public at the public

offering price set forth on the cover page of this prospectus supplement and to certain dealers at such price less a concession not

in excess of 0.40% of the principal amount of the notes. The underwriters may allow, and such dealers may reallow, a

concession not in excess of 0.25% of the principal amount of the notes. After the initial offering, the public offering price,

concession or any other term of the offering may be changed.
 

The expenses of the offering, not including the underwriting discount, are estimated at $830,000 and are payable by us.

The underwriters have agreed to reimburse us for certain documented expenses incurred in connection with this offering.
 

New Issue of Notes
 

The notes are a new issue of securities with no established trading market. We do not intend to apply for listing of the

notes on any national securities exchange or for inclusion of the notes on any automated dealer quotation system. We have been

advised by the underwriters that they presently intend to make a market in the notes after completion of the offering. However,

they are under no obligation to do so and may discontinue any market-making activities at any time without any notice. We

cannot assure the liquidity of the
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trading market for the notes or that an active public market for the notes will develop. If an active public trading market for the

notes does not develop, the market price and liquidity of the notes may be adversely affected. If the notes are traded, they may

trade at a discount from their initial offering price, depending on prevailing interest rates, the market for similar securities, our

operating performance and financial condition, general economic conditions and other factors.
 

Short Positions
 

In connection with the offering, the underwriters may purchase and sell the notes in the open market. These

transactions may include short sales and purchases on the open market to cover positions created by short sales. Short sales

involve the sale by the underwriters of a greater principal amount of notes than they are required to purchase in the offering.

The underwriters must close out any short position by purchasing notes in the open market. A short position is more likely to be

created if the underwriters are concerned that there may be downward pressure on the price of the notes in the open market after

pricing that could adversely affect investors who purchase in the offering.
 

Similar to other purchase transactions, the underwriters’ purchases to cover the syndicate short sales may have the

effect of raising or maintaining the market price of the notes or preventing or retarding a decline in the market price of the notes.
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As a result, the price of the notes may be higher than the price that might otherwise exist in the open market.
 

Neither we nor any of the underwriters make any representation or prediction as to the direction or magnitude of any

effect that the transactions described above may have on the price of the notes. In addition, neither we nor any of the

underwriters make any representation that the representatives will engage in these transactions or that these transactions, once

commenced, will not be discontinued without notice.
 

Reserved Notes
 

At our request, the underwriters have reserved for sale, at the public offering price, up to $5.0 million aggregate

principal amount of notes offered hereby for sale to certain of our directors, officers, relatives of directors or officers or trusts

for the benefit of any of the foregoing. The aggregate principal amount of notes available for sale to the general public will be

reduced to the extent such persons purchase such reserved notes. Any reserved notes which are not so purchased will be offered

by the underwriters to the general public on the same terms as the other notes offered hereby.
 

Other Relationships
 

Wells Fargo Bank, N.A. (as successor to Wachovia Bank, N.A.), an affiliate of Wells Fargo Securities LLC, is the

administrative agent, fronting bank, letter of credit issuer and a lender of Allied World’s existing $800 million senior credit

facility. Bank of America, N.A., an affiliate of Merrill Lynch, Pierce, Fenner & Smith Incorporated, is also a lender as well as

the syndication agent of Allied World’s senior credit facility. In addition, some subsidiaries of Allied World have accounts at

Bank of America, N.A. Deutsche Bank AG New York Branch, an affiliate of Deutsche Bank Securities, Inc., is a lender of

Allied World’s senior credit facility. Some of the underwriters and their affiliates have engaged in, and may in the future engage

in, investment banking and other commercial dealings in the ordinary course of business with us or our affiliates. They have

received, or may in the future receive, customary fees and commissions for these transactions.
 

Notice to Prospective Investors in the EEA
 

In relation to each Member State of the European Economic Area that has implemented the Prospectus Directive (each,

a “Relevant Member State”) an offer to the public of any notes that are the subject of the offering contemplated by this

prospectus supplement may not be made in that Relevant Member State, except that an offer to the public in that Relevant

Member State of any notes may be made at any time under
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the following exemptions under the Prospectus Directive, if they have been implemented in that Relevant Member State:
 

 (a) to legal entities that are authorized or regulated to operate in the financial markets or, if not so authorized or

regulated, whose corporate purpose is solely to invest in securities;
 

 (b) to any legal entity that has two or more of (1) an average of at least 250 employees during the last financial year,

(2) a total balance sheet of more than €43,000,000 and (3) an annual net turnover of more than €50,000,000, as

shown in its last annual or consolidated accounts;
 

 (c) by the underwriters to fewer than 100 natural or legal persons (other than “qualified investors” as defined in the

Prospectus Directive) subject to obtaining the prior consent of the representatives for any such offer; or
 

 (d) in any other circumstances falling within Article 3(2) of the Prospectus Directive;
 

provided that no such offer of notes shall result in a requirement for the publication by us or any representative of a prospectus

pursuant to Article 3 of the Prospectus Directive.
 

Any person making or intending to make any offer of notes within the EEA should only do so in circumstances in

which no obligation arises for us or any of the underwriters to produce a prospectus for such offer. Neither we nor the

underwriters have authorized, nor do they authorize, the making of any offer of notes through any financial intermediary, other

than offers made by the underwriters that constitute the final offering of notes contemplated in this prospectus supplement.
 

For the purposes of this provision, and your representation below, the expression an “offer to the public” in relation to

any notes in any Relevant Member State means the communication in any form and by any means of sufficient information on

the terms of the offer and any notes to be offered so as to enable an investor to decide to purchase any notes, as the same may

be varied in that Relevant Member State by any measure implementing the Prospectus Directive in that Relevant Member State

and the expression “Prospectus Directive” means Directive 2003/71/EC and includes any relevant implementing measure in



e424b5

http://sec.gov/Archives/edgar/data/1163348/000095012310103756/y87613b5e424b5.htm#123[11/11/2010 8:56:04 AM]

each Relevant Member State.
 

Each person in a Relevant Member State who receives any communication with respect to, or who acquires any notes

under, the offer of notes contemplated by this prospectus supplement will be deemed to have represented, warranted and agreed

to and with us and each underwriter that:
 

 (A) it is a “qualified investor” within the meaning of the law in that Relevant Member State implementing

Article 2(1)(e) of the Prospectus Directive; and
 

 (B) in the case of any notes acquired by it as a financial intermediary, as that term is used in Article 3(2) of the

Prospectus Directive, (i) the notes acquired by it in the offering have not been acquired on behalf of, nor have

they been acquired with a view to their offer or resale to, persons in any Relevant Member State other than

“qualified investors” (as defined in the Prospectus Directive), or in circumstances in which the prior consent of

the representatives has been given to the offer or resale; or (ii) where notes have been acquired by it on behalf of

persons in any Relevant Member State other than qualified investors, the offer of those notes to it is not treated

under the Prospectus Directive as having been made to such persons.
 

In addition, in the United Kingdom, this document is being distributed only to, and is directed only at, and any offer

subsequently made may only be directed at persons who are “qualified investors” (as defined in the Prospectus Directive)

(i) who have professional experience in matters relating to investments falling within Article 19 (5) of the Financial Services

and Markets Act 2000 (Financial Promotion) Order 2005, as
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amended (the “Order”) and/or (ii) who are high net worth companies (or persons to whom it may otherwise be lawfully

communicated) falling within Article 49(2)(a) to (d) of the Order (all such persons together being referred to as “relevant

persons”). This document must not be acted on or relied on in the United Kingdom by persons who are not relevant persons. In

the United Kingdom, any investment or investment activity to which this document relates is only available to, and will be

engaged in with, relevant persons.
 

Notice to Prospective Investors in Switzerland
 

This prospectus supplement does not constitute an issue prospectus pursuant to Article 652a or Article 1156 of the

Swiss Code of Obligations and the notes will not be listed on the SIX Swiss Exchange. Therefore, this prospectus supplement

may not comply with the disclosure standards of the listing rules (including any additional listing rules or prospectus schemes)

of the SIX Swiss Exchange. Accordingly, the notes may not be offered to the public in or from Switzerland, but only to a

selected and limited circle of investors who do not subscribe to the notes with a view to distribution. Any such investors will be

individually approached by the underwriters from time to time.
 

Notice to Prospective Investors in the Dubai International Financial Centre
 

This document relates to an exempt offer in accordance with the Offered Securities Rules of the Dubai Financial

Services Authority. This document is intended for distribution only to persons of a type specified in those rules. It must not be

delivered to, or relied on by, any other person. The Dubai Financial Services Authority has no responsibility for reviewing or

verifying any documents in connection with exempt offers. The Dubai Financial Services Authority has not approved this

document nor taken steps to verify the information set out in it, and has no responsibility for it. The notes that are the subject of

the offering contemplated by this prospectus supplement may be illiquid and/or subject to restrictions on their resale.

Prospective purchasers of the notes offered should conduct their own due diligence on the notes. If you do not understand the

contents of this document you should consult an authorised financial adviser.
 

Notice to Prospective Investors in Hong Kong
 

This prospectus has not been approved by or registered with the Securities and Futures Commission of Hong Kong or

the Registrar of Companies of Hong Kong. The securities will not be offered or sold in Hong Kong other than (a) to

“professional investors” as defined in the Securities and Futures Ordinance (Cap. 571) of Hong Kong and any rules made under

that Ordinance; or (b) in other circumstances which do not result in the document being a “prospectus” as defined in the

Companies Ordinance (Cap. 32) of Hong Kong or which do not constitute an offer to the public within the meaning of that

Ordinance. No advertisement, invitation or document relating to the securities which is directed at, or the contents of which are

likely to be accessed or read by, the public of Hong Kong (except if permitted to do so under the securities laws of Hong Kong)

has been issued or will be issued in Hong Kong or elsewhere other than with respect to securities which are or are intended to
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be disposed of only to persons outside Hong Kong or only to “professional investors” as defined in the Securities and Futures

Ordinance and any rules made under that Ordinance.
 

Notice to Prospective Investors in Singapore
 

This prospectus has not been registered as a prospectus with the Monetary Authority of Singapore. Accordingly, this

prospectus and any other document or material in connection with the offer or sale, or invitation for subscription or purchase, of

the securities may not be circulated or distributed, nor may the securities be offered or sold, or be made the subject of an

invitation for subscription or purchase, whether directly or indirectly, to persons in Singapore other than (i) to an institutional

investor under Section 274 of the Securities and Futures Act (Chapter 289) (the “SFA”), (ii) to a relevant person, or any person

pursuant to Section 275(1A), and in accordance with the conditions, specified in Section 275 of the SF A or (iii) otherwise

pursuant to, and in accordance with the conditions of, any other applicable provision of the SFA. Where the securities are

subscribed or purchased under Section 275 by a relevant person which is: (a) a corporation
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(which is not an accredited investor) the sole business of which is to hold investments and the entire share capital of which is

owned by one or more individuals, each of whom is an accredited investor; or (b) a trust (where the trustee is not an accredited

investor) whose sole purpose is to hold investments and each beneficiary is an accredited investor, then shares, debentures and

units of shares and debentures of that corporation or the beneficiaries’ rights and interest in that trust shall not be transferable

for 6 months after that corporation or that trust has acquired the securities under Section 275 except: (i) to an institutional

investor under Section 274 of the SFA or to a relevant person, or any person pursuant to Section 275(1A), and in accordance

with the conditions, specified in Section 275 of the SFA; (ii) where no consideration is given for the transfer; or (iii) by

operation of law.
 

Notice to Prospective Investors in Japan
 

The securities have not been and will not be registered under the Financial Instruments and Exchange Law of Japan

(Law No. 25 of 1948, as amended) and, accordingly, will not be offered or sold, directly or indirectly, in Japan, or for the

benefit of any Japanese Person or to others for re-offering or resale, directly or indirectly, in Japan or to any Japanese Person,

except in compliance with all applicable laws, regulations and ministerial guidelines promulgated by relevant Japanese

governmental or regulatory authorities in effect at the relevant time. For the purposes of this paragraph, “Japanese Person” shall

mean any person resident in Japan, including any corporation or other entity organized under the laws of Japan.
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LEGAL MATTERS
 

Certain legal matters with respect to United States, New York and Delaware law with respect to the validity of the

offered securities will be passed upon for us by Willkie Farr & Gallagher LLP, New York, New York. Certain legal matters

with respect to Bermuda law will be passed upon for us by Conyers Dill & Pearman Limited, Bermuda. Certain legal matters

will be passed upon for the underwriters by Shearman & Sterling LLP, New York, New York.
 

EXPERTS
 

The financial statements and the related financial statement schedules incorporated herein by reference from our

Annual Report on Form 10-K and the effectiveness of Allied World’s internal control over financial reporting have been

audited by Deloitte & Touche, an independent registered public accounting firm, as stated in their reports which are

incorporated herein by reference which (1) expresses an unqualified opinion on the financial statements and financial statement

schedules and includes an explanatory paragraph referring to Note 2 to the consolidated financial statements, where the

Company has disclosed its change of method of accounting for other-than-temporary impairments of debt securities as of

April 1, 2009 due to the required adoption of new FASB guidance and (2) expresses an unqualified opinion on the effectiveness

of internal control over financial reporting. Such financial statements and financial statement schedules have been so included in

reliance upon the reports of such firm given upon their authority as experts in accounting and auditing.
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WHERE YOU CAN FIND MORE INFORMATION
 

We have filed with the Commission a registration statement on Form S-3 under the Securities Act relating to our debt

securities. This prospectus supplement and the accompanying prospectus are a part of the registration statement, but the

registration statement also contains additional information and exhibits.
 

Allied World is subject to the informational requirements of the Securities Exchange Act of 1934, as amended (the

“Exchange Act”). Accordingly, Allied World files annual, quarterly and current reports, proxy statements and other reports with

the Commission. You can read and copy the registration statement and the reports that we file with the Commission at the

Commission’s public reference rooms at Judiciary Plaza, 100 F Street, N.E., Washington, D.C. 20549. Copies of such material

can also be obtained from the Public Reference Section of the Commission, 100 F Street, N.E., Washington, D.C. 20549, at

prescribed rates.
 

The Commission allows us to “incorporate by reference” the information set forth in certain documents we file with it,

which means that we can disclose important information to you by referring to those documents. The information incorporated

by reference is an important part of this prospectus supplement and the accompanying prospectus. Any statement contained in a

document that is incorporated by reference in this prospectus supplement and the accompanying prospectus is automatically

updated and superseded if information contained in this prospectus supplement and the accompanying prospectus, or

information that we later file with the Commission, modifies or replaces this information. All documents subsequently filed by

Allied World pursuant to Sections 13(a), 13(c), 14 or 15(d) of the Exchange Act prior to the termination of this offering shall be

deemed to be incorporated by reference into this prospectus supplement and the accompanying prospectus. In addition, we

incorporate by reference the following documents filed prior to the date of this prospectus supplement:
 

 •    Allied World’s Annual Report on Form 10-K for the year ended December 31, 2009, filed with the Commission

on March 1, 2010;
 

 •    Allied World’s Definitive Proxy Statements on Schedule 14A, filed with the Commission on March 17, 2010

and October 14, 2010;
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 •    Allied World’s Quarterly Reports on Form 10-Q for the periods ended March 31, 2010, June 30, 2010 and

September 30, 2010, filed with the Commission on May 7, 2010, August 6, 2010 and November 5, 2010; and
 

 •    Allied World’s Current Reports on Form 8-K, filed with the Commission on March 3, May 11, August 9,

August 13, October 1, 2010 and November 8, 2010.
 

In no event, however, will any of the information that we furnish under Item 2.02 or Item 7.01 of any Current Report

on Form 8-K that we may file from time to time with the Commission be incorporated by reference into, or otherwise be

included in, this prospectus supplement or the accompanying prospectus.
 

To receive a free copy of any of the documents incorporated by reference in this prospectus supplement and the

accompanying prospectus (other than exhibits), call or write us at the following address: Allied World Assurance Company

Holdings, Ltd, Attn: Wesley D. Dupont, Corporate Secretary, 27 Richmond Road, Pembroke HM 08, Bermuda, telephone

(441) 278-5400.
 

Our filings with the Commission are also available from the Commission’s web site at http://www.sec.gov. Please call

the Commission’s toll-free telephone number at 1-800-SEC-0330 if you need further information about the operation of the

Commission’s public reference rooms. Allied World’s common shares are listed on the New York Stock Exchange and Allied

World’s reports can also be inspected at their offices at 20 Broad Street, 17th Floor, New York, New York 10005. For

information on obtaining copies of Allied World’s public filings at the New York Stock Exchange, please call (212) 656-5060.
 

We maintain a website at http://www.awac.com. We make available, free of charge through our website, our financial

information, including the information contained in our Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q,

Current Reports on Form 8-K and amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the

Exchange Act as soon as reasonably practicable after we electronically file such material with, or furnish such material to, the

Commission. The information on our website is not incorporated by reference in this prospectus supplement.

S-26
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PROSPECTUS
 

ALLIED WORLD ASSURANCE COMPANY HOLDINGS, LTD
 

Common Shares, Preference Shares, Depositary Shares, Debt Securities,

Warrants to Purchase Common Shares, Warrants to Purchase

Preference Shares, Warrants to Purchase Debt Securities, Share

Purchase Contracts, Share Purchase Units and Units
 

We may offer and sell from time to time:

•    common shares;

•    preference shares;

•    depositary shares representing preference shares or common shares;

•    senior or subordinated debt securities;

•    warrants to purchase common shares, preference shares or debt securities;

•    share purchase contracts and share purchase units; and

•    units which may consist of any combination of the securities listed above.
 

We will provide the specific terms and initial public offering prices of these securities in supplements to this prospectus. You

should read this prospectus and any supplement carefully before you invest. We will not use this prospectus to confirm sales of any

securities unless it is attached to a prospectus supplement.
 

We may sell these securities to or through underwriters and also to other purchasers or through agents. The names of any

underwriters or agents will be stated in an accompanying prospectus supplement.
 

We may sell any combination of these securities in one or more offerings for an indeterminate number or amount of securities.
 

Our common shares are traded on the New York Stock Exchange under the symbol “AWH”. Other than our common shares, there

is no public trading market for the other securities that may be offered hereby.
 

INVESTING IN THESE SECURITIES INVOLVES CERTAIN RISKS. SEE “RISK FACTORS”
ON PAGE 5.
 

NEITHER THE SECURITIES AND EXCHANGE COMMISSION NOR ANY STATE SECURITIES COMMISSION

HAS APPROVED OR DISAPPROVED OF THESE SECURITIES OR DETERMINED IF THIS PROSPECTUS IS TRUTHFUL

OR COMPLETE. ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE.
 

This prospectus may not be used to consummate sales of offered securities unless accompanied by a prospectus supplement.
 

Consent under the Exchange Control Act 1972 (and its related regulations) has been obtained from the Bermuda Monetary

Authority for the issue and transfer of the common shares to and between non-residents of Bermuda for exchange control purposes

provided our shares remain listed on an appointed stock exchange, which includes the New York Stock Exchange. This prospectus and

the accompanying prospectus supplements will be filed with the Registrar of Companies in Bermuda in accordance with Bermuda law. In

granting such consent and in accepting this prospectus for filing, neither the Bermuda Monetary Authority nor the Registrar of Companies

in Bermuda accepts any responsibility for our financial soundness or the correctness of any of the statements made or opinions expressed

in this prospectus.
 

Except as expressly provided in an underwriting agreement, no offered securities may be offered or sold in Bermuda and offers

may only be accepted from persons resident in Bermuda, for Bermuda exchange control purposes, where such offers have been delivered

outside of Bermuda. Persons resident in Bermuda, for Bermuda exchange control purposes, may require the prior approval of the Bermuda

Monetary Authority in order to acquire any offered securities.
 

In this prospectus, references to “Allied World,” “we,” “us,” “our,” “our company,” “the company,” or other similar terms mean

the consolidated operations of Allied World Assurance Company Holdings, Ltd and our consolidated subsidiaries, unless the context

requires otherwise. In addition, references in this prospectus to “dollar” and “$” are to United States currency, and the terms “United

States” and “U.S.” mean the United States of America, its states, its territories, its possessions and all areas subject to its jurisdiction.
 

The date of this prospectus is December 31, 2007.
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ABOUT THIS PROSPECTUS
 

This prospectus is part of a registration statement that we have filed with the United States Securities and Exchange

Commission (the “Commission”) using a “shelf” registration process, relating to the common shares, preference shares,

depositary shares, debt securities, warrants to purchase common shares, preference shares or debt securities, share purchase

contracts, share purchase units, and units described in this prospectus. This means:
 

 •    we may issue any combination of securities covered by this prospectus from time to time for an indeterminate

number or amount of securities;
 

 •    we will provide a prospectus supplement each time these securities are offered pursuant to this prospectus; and
 

 •    the prospectus supplement will provide specific information about the terms of that offering and also may add,

update or change information contained in this prospectus.
 

This prospectus provides you with a general description of the securities we may offer. This prospectus does not

contain all of the information set forth in the registration statement as permitted by the rules and regulations of the Commission.

For additional information regarding us and the offered securities, please refer to the registration statement. Each time we sell

securities, we will provide a prospectus supplement that will contain specific information about the terms of that offering. The

prospectus supplement may also add, update or change information contained in this prospectus. You should read both this

prospectus and any prospectus supplement together with additional information described under the heading “Where You Can

Find More Information.”

1
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ALLIED WORLD ASSURANCE COMPANY HOLDINGS, LTD
 

Overview
 

Allied World Assurance Company Holdings, Ltd (“Allied World”) is a Bermuda-based specialty insurance and

reinsurance company that underwrites a diversified portfolio of property and casualty insurance and reinsurance lines of

business. We write direct property and casualty insurance as well as reinsurance through our operations in Bermuda, the United

States, Ireland and the United Kingdom. Since our formation in November 2001, we have focused primarily on the direct

insurance markets. Direct insurance is insurance sold by an insurer that contracts directly with an insured, as distinguished from

reinsurance, which is insurance sold by an insurer that contracts with another insurer. We offer our clients and producers

significant capacity in both the direct property and casualty insurance markets.
 

We have three business segments: property insurance, casualty insurance and reinsurance. Our property segment

includes the insurance of physical property and business interruption coverage for commercial property and energy-related

risks. We write solely commercial coverages. This type of coverage is usually not written in one contract; rather, the total

amount of protection is split into layers and separate contracts are written with separate consecutive limits that aggregate to the

total amount of coverage required by the insured. We focus on the insurance of primary risk layers, where we believe our

capital can be most effectively deployed. This means that we are typically part of the first group of insurers that cover a loss up

to a specified limit.
 

Our direct casualty underwriters provide a variety of specialty insurance casualty products to large and complex

organizations around the world. Our casualty segment specializes in insurance products providing coverage for general and

product liability, professional liability and healthcare liability risks. We focus primarily on insurance of excess layers, which

means we are insuring the second and/or subsequent layers of a policy above the primary layer.
 

Our reinsurance segment includes the reinsurance of property, general casualty, professional liability, specialty lines

and property catastrophe coverages written by other insurance companies. We presently write reinsurance on both a treaty and a

facultative basis, targeting several niche reinsurance markets including professional liability lines, specialty casualty, property

for U.S. regional insurers, accident and health and to a lesser extent marine and aviation lines.
 

We operate in three geographic markets: Bermuda, Europe and the United States. Our Bermuda insurance operations

focus primarily on underwriting risks for U.S. domiciled Fortune 1000 clients and other large clients with complex insurance

needs. Our Bermuda reinsurance operations focus on underwriting treaty and facultative risks principally located in the United

States, with additional exposures internationally. Our Bermuda office has ultimate responsibility for establishing our

underwriting guidelines and operating procedures, although we provide our underwriters outside of Bermuda with significant

local autonomy.
 

Our European operations focus predominantly on direct property and casualty insurance for large European and

international accounts. We expect to capitalize on opportunities in European countries where terms and conditions are attractive,

and where we can develop a strong local underwriting presence.
 

Our U.S. operations focus on the middle-market and non-Fortune 1000 companies. We generally operate in the excess

and surplus lines segment of the U.S. market. By having offices in the United States, we believe we are better able to target

producers and clients that would typically not access the Bermuda insurance market due to their smaller size or particular

insurance needs. Our U.S. distribution platform concentrates primarily on direct casualty and property insurance, with a

particular emphasis on professional liability, excess casualty risks and commercial property insurance.
 

Other Information
 

For further information regarding Allied World, including financial information, you should refer to our recent filings

with the Commission.
 

Our registered and principal executive offices are located at 27 Richmond Road, Pembroke HM 08, Bermuda, and our

telephone number is (441) 278-5400.
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GENERAL DESCRIPTION OF THE OFFERED SECURITIES
 

We may from time to time offer under this prospectus, separately or together:
 

 •    common shares, which we would expect to list on the New York Stock Exchange;
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 •    preference shares, the terms and series of which would be described in the related prospectus supplement;
 

 •    depositary shares, each representing a fraction of a share of common shares or a particular series of preference

shares, which will be deposited under a deposit agreement among us, a depositary selected by us and the holders

of the depository receipts;
 

 •    senior debt securities;
 

 •    subordinated debt securities which will be subordinated in right of payment to our senior indebtedness;
 

 •    warrants to purchase common shares and warrants to purchase preference shares, which will be evidenced by

share warrant certificates and may be issued under the share warrant agreement independently or together with

any other securities offered by any prospectus supplement and may be attached to or separate from such other

offered securities;
 

 •    warrants to purchase debt securities, which will be evidenced by debt warrant certificates and may be issued

under the debt warrant agreement independently or together with any other securities offered by any prospectus

supplement and may be attached to or separate from such other offered securities;
 

 •    share purchase contracts obligating holders to purchase from us a specified number of common shares or

preference shares at a future date or dates;
 

 •    share purchase units, consisting of a share purchase contract and, as security for the holder’s obligation to

purchase common shares or preference shares under the share purchase contract, any of (1) our debt securities or

(2) debt obligations of third parties, including U.S. Treasury securities; and
 

 •    units which may consist of any combination of the securities listed above.

3
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RATIO OF EARNINGS TO FIXED CHARGES
 

The following table sets forth the ratio of our earnings to fixed charges for each of the periods indicated:
 
                         

  Nine Months   

  Ended   

  September 30, Fiscal Year Ended December 31,

  2007  2006 2005 (2) 2004 2003 2002
 

Ratio of Earnings to Fixed Charges (1)   12.4   13.9   (9.3)    *    *   *
 

 

(1) For purposes of determining this ratio, “earnings” consist of consolidated net income before federal income taxes plus fixed

charges. “Fixed charges” consist of interest expense on our former bank loan that was repaid from the proceeds of our

initial public offering in July 2006, interest on our senior notes and one third of payments under our operating lease.
 

(2) For the year ended December 31, 2005, earnings were insufficient to cover fixed charges by $175.8 million.
 

* Our former bank loan was funded on March 30, 2005. Prior to this funding, we did not have any fixed charges and no ratios

have been provided for prior periods.
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RISK FACTORS
 

Before you invest in our securities, you should carefully consider the risks involved. In addition, we may include

additional risk factors in a prospectus supplement to the extent there are additional risks related to the securities offered by that

prospectus supplement. Accordingly, you should carefully consider the following risk factors and any additional risk factors

included in the relevant prospectus supplement:
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Risks Related to Our Company
 

Downgrades or the Revocation of Our Financial Strength Ratings would Affect Our Standing among Brokers and Customers

and may Cause Our Premiums and Earnings to Decrease.
 

Ratings have become an increasingly important factor in establishing the competitive position of insurance and

reinsurance companies. Each of our principal operating insurance subsidiaries has been assigned a financial strength rating of

“A” (Excellent) from A.M. Best Company (“A.M. Best”) and “A-” (Strong) from Standard & Poor’s Ratings Services

(“S&P”). Allied World Assurance Company, Ltd and our U.S. operating insurance subsidiaries are rated A2 (Good) by

Moody’s, Inc. (“Moody’s”). Each rating is subject to periodic review by, and may be revised downward or revoked at the sole

discretion of, the rating agency. The ratings are neither an evaluation directed to investors in our common shares, preferences

shares or other securities nor a recommendation to buy, sell or hold our common shares, preference shares or other securities. If

the rating of any of our subsidiaries is revised downward or revoked, our competitive position in the insurance and reinsurance

industry may suffer, and it may be more difficult for us to market our products. Specifically, any revision or revocation of this

kind could result in a significant reduction in the number of insurance and reinsurance contracts we write and in a substantial

loss of business as customers and brokers that place this business move to competitors with higher financial strength ratings.
 

Additionally, it is increasingly common for our reinsurance contracts to contain terms that would allow the ceding

companies to cancel the contract for the portion of our obligations if our insurance subsidiaries are downgraded below an A- by

A.M. Best. Whether a ceding company would exercise this cancellation right would depend, among other factors, on the reason

for such downgrade, the extent of the downgrade, the prevailing market conditions and the pricing and availability of

replacement reinsurance coverage. Therefore, we cannot predict in advance the extent to which this cancellation right would be

exercised, if at all, or what effect any such cancellations would have on our financial condition or future operations, but such

effect could be material.
 

We also cannot assure you that A.M. Best, S&P or Moody’s will not downgrade our insurance subsidiaries.
 

Actual Claims may Exceed Our Reserves for Losses and Loss Expenses.
 

Our success depends on our ability to accurately assess the risks associated with the businesses that we insure and

reinsure. We establish loss reserves to cover our estimated liability for the payment of all losses and loss expenses incurred with

respect to the policies we write. Loss reserves do not represent an exact calculation of liability. Rather, loss reserves are

estimates of what we expect the ultimate resolution and administration of claims will cost. These estimates are based on

actuarial and statistical projections and on our assessment of currently available data, as well as estimates of future trends in

claims severity and frequency, judicial theories of liability and other factors. Loss reserve estimates are refined as experience

develops and claims are reported and resolved. Establishing an appropriate level of loss reserves is an inherently uncertain

process. It is therefore possible that our reserves at any given time will prove to be inadequate.
 

To the extent we determine that actual losses or loss expenses exceed our expectations and reserves reflected in our

financial statements, we will be required to increase our reserves to reflect our changed expectations. This could cause a

material increase in our liabilities and a reduction in our profitability,
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including operating losses and a reduction of capital. Our results for the nine months ended September 30, 2007 included

$210.1 million and $123.0 million of favorable (i.e., a loss reserve decrease) and adverse development (i.e., a loss reserve

increase), respectively, of reserves relating to losses incurred for prior loss years. Our results for the year ended December 31,

2006 included $135.9 million and $25.2 million of favorable and adverse development, respectively, of reserves relating to

losses incurred for prior loss years. In comparison, for the year ended December 31, 2005, our results included $72.1 million of

adverse development of reserves, which included $62.5 million of adverse development from 2004 catastrophes, and

$121.1 million of favorable development relating to losses incurred for prior accident years. Our results for the year ended

December 31, 2004 included $81.7 million of favorable development and $2.3 million of adverse reserve development.
 

We have estimated our net losses from catastrophes based on actuarial analysis of claims information received to date,

industry modeling and discussions with individual insureds and reinsureds. Accordingly, actual losses may vary from those

estimated and will be adjusted in the period in which further information becomes available.
 

A Complaint Filed Against Our Bermuda Insurance Subsidiary could, If Adversely Determined or Resolved, Subject Us to a

Material Loss.
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On April 4, 2006, a complaint was filed in the U.S. District Court for the Northern District of Georgia (Atlanta

Division) by a group of several corporations and certain of their related entities in an action entitled New Cingular Wireless

Headquarters, LLC et al, as plaintiffs, against certain defendants, including Marsh & McLennan Companies, Inc., Marsh Inc.

and Aon Corporation, in their capacities as insurance brokers, and 78 insurers, including our insurance subsidiary in Bermuda,

Allied World Assurance Company, Ltd.
 

The action generally relates to broker defendants’ placement of insurance contracts for plaintiffs with the 78 insurer

defendants. Plaintiffs maintain that the defendants used a variety of illegal schemes and practices designed to, among other

things, allocate customers, rig bids for insurance products and raise the prices of insurance products paid by the plaintiffs. In

addition, plaintiffs allege that the broker defendants steered policyholders’ business to preferred insurer defendants. Plaintiffs

claim that as a result of these practices, policyholders either paid more for insurance products or received less beneficial terms

than the competitive market would have produced. The eight counts in the complaint allege, among other things,

(i) unreasonable restraints of trade and conspiracy in violation of the Sherman Act, (ii) violations of the Racketeer Influenced

and Corrupt Organizations Act, or RICO, (iii) that broker defendants breached their fiduciary duties to plaintiffs, (iv) that

insurer defendants participated in and induced this alleged breach of fiduciary duty, (v) unjust enrichment, (vi) common law

fraud by broker defendants and (vii) statutory and consumer fraud under the laws of certain U.S. states. Plaintiffs seek equitable

and legal remedies, including injunctive relief, unquantified consequential and punitive damages, and treble damages under the

Sherman Act and RICO. On October 16, 2006, the Judicial Panel on Multidistrict Litigation ordered that the litigation be

transferred to the U.S. District Court for the District of New Jersey for inclusion in the coordinated or consolidated pretrial

proceedings occurring in that court. Neither Allied World Assurance Company, Ltd nor any of the other defendants have

responded to the complaint. Written discovery has begun but has not been completed. As a result of the court granting motions

to dismiss in the related putative class action proceeding, prosecution of this case is currently stayed and the court is deciding

whether to extend the current stay during the pendency of an appeal filed by the class action plaintiffs with the Third Circuit

Court of Appeals. While this matter is in an early stage, it is not possible to predict its outcome, the company does not,

however, currently believe that the outcome will have a material adverse effect on the company’s operations or financial

position.
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Government Authorities are Continuing to Investigate the Insurance Industry, which may Adversely Affect Our Business.
 

The attorneys general for multiple states and other insurance regulatory authorities have been investigating a number of

issues and practices within the insurance industry, and in particular insurance brokerage practices. These investigations of the

insurance industry in general, whether involving the company specifically or not, together with any legal or regulatory

proceedings, related settlements and industry reform or other changes arising therefrom, may materially adversely affect our

business and future prospects.
 

When We Act as a Property Insurer and Reinsurer, We are Particularly Vulnerable to Losses From Catastrophes.
 

Our direct property insurance and reinsurance operations expose us to claims arising out of catastrophes. Catastrophes

can be caused by various unpredictable events, including earthquakes, volcanic eruptions, hurricanes, windstorms, hailstorms,

severe winter weather, floods, fires, tornadoes, explosions and other natural or man-made disasters. Over the past several years,

changing weather patterns and climactic conditions such as global warming have added to the unpredictability and frequency of

natural disasters in certain parts of the world and created additional uncertainty as to future trends and exposures. In addition,

some experts have attributed the recent high incidence of hurricanes in the Gulf of Mexico and the Caribbean to a permanent

change in weather patterns resulting from rising ocean temperature in the region. The international geographic distribution of

our business subjects us to catastrophe exposure from natural events occurring in a number of areas throughout the world,

including floods and windstorms in Europe, hurricanes and windstorms in Florida, the Gulf Coast and the Atlantic coast regions

of the United States, typhoons and earthquakes in Japan and Taiwan and earthquakes in California and parts of the Midwestern

United States known as the New Madrid zone. The loss experience of catastrophe insurers and reinsurers has historically been

characterized as low frequency but high severity in nature. In recent years, the frequency of major catastrophes appears to have

increased. Increases in the values and concentrations of insured property and the effects of inflation have resulted in increased

severity of losses to the industry in recent years, and we expect this trend to continue.
 

In the event we experience further losses from catastrophes that have already occurred, there is a possibility that loss

reserves for such catastrophes will be inadequate to cover the losses. In addition, because accounting principles generally

accepted in the United States of America do not permit insurers and reinsurers to reserve for catastrophes until they occur,

claims from these events could cause substantial volatility in our financial results for any fiscal quarter or year and could have a
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material adverse effect on our financial condition and results of operations.
 

We Could Face Losses from Terrorism, Political Unrest and Pandemic Diseases.
 

We have exposure to losses resulting from acts of terrorism and political instability. Although we generally exclude

acts of terrorism from our property insurance policies and reinsurance treaties where practicable, we provide coverage in

circumstances where we believe we are adequately compensated for assuming those risks. A pandemic disease could also cause

us to suffer increased insurance losses on a variety of coverages we offer. Our reinsurance protections may only partially offset

these losses. Moreover, even in cases where we seek to exclude coverage, we may not be able to completely eliminate our

exposure to these events. It is impossible to predict the timing or severity of these events with statistical certainty or to estimate

the amount of loss that any given occurrence will generate. We could also suffer losses from a disruption of our business

operations and our investments may suffer a decrease in value due to the occurrence of any of these events. To the extent we

suffer losses from these risks, such losses could be significant.

7

Table of Contents

 

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 adhering to maximum limitations on policies written in defined geographical

zones (which limits our exposure to losses in any one geographic area), limiting program size for each client (which limits our

exposure to losses with respect to any one client), adjusting retention levels and establishing per risk and per occurrence

limitations for each event and prudent underwriting guidelines for each insurance program written (all of which limit our

liability on any one policy). Most of our direct liability insurance policies include maximum aggregate limitations. We cannot

assure you that any of these loss limitation methods will be effective. In particular, geographic zone limitations involve

significant underwriting judgments, including the determination of the areas of the zones and whether a policy falls within

particular zone limits. Disputes relating to coverage and choice of legal forum may also arise. As a result, various provisions of

our policies that are designed to limit our risks, such as limitations or exclusions from coverage (which limit the range and

amount of liability to which we are exposed on a policy) or choice of forum (which provides us with a predictable set of laws to

govern our policies and the ability to lower costs by retaining legal counsel in fewer jurisdictions), may not be enforceable in

the manner we intend and some or all of our other loss limitation methods may prove to be ineffective. One or more

catastrophic or other events could result in claims and expenses that substantially exceed our expectations and could have a

material adverse effect on our results of operations.
 

For Our Reinsurance Business, We Depend on the Policies, Procedures and Expertise of Ceding Companies; These Companies

may Fail to Accurately Assess the Risks they Underwrite Which May Lead Us to Inaccurately Assess the Risks We Assume.
 

Because we participate in reinsurance markets, the success of our reinsurance underwriting efforts depends in part on

the policies, procedures and expertise of the ceding companies making the original underwriting decisions (when an insurer

transfers some or all of its risk to a reinsurer, the insurer is sometimes referred to as a “ceding company”). Underwriting is a

matter of judgment, involving important assumptions about matters that are inherently unpredictable and beyond the ceding

companies’ control and for which historical experience and statistical analysis may not provide sufficient guidance. We face the

risk that the ceding companies may fail to accurately assess the risks they underwrite, which, in turn, may lead us to

inaccurately assess the risks we assume as reinsurance; if this occurs, the premiums that are ceded to us may not adequately

compensate us and we could face significant losses on these reinsurance contracts.
 

The Availability and Cost of Security Arrangements for Reinsurance Transactions may Materially Impact Our Ability to

Provide Reinsurance to Insurers Domiciled in the United States.
 

Allied World Assurance Company, Ltd is neither licensed nor admitted as an insurer, nor is it accredited as a reinsurer,

in any jurisdiction in the United States. As a result, it is required to post collateral security with respect to any reinsurance

liabilities it assumes from ceding insurers domiciled in the United States in order for U.S. ceding companies to obtain credit on

their U.S. statutory financial statements with respect to the insurance liabilities ceded to them. Under applicable statutory

provisions, the security arrangements may be in the form of letters of credit, reinsurance trusts maintained by trustees or funds-

withheld arrangements where assets are held by the ceding company. Allied World Assurance Company, Ltd uses trust

accounts and has access to up to $1.55 billion in letters of credit under two letter of credit facilities. The letter of credit facilities

impose restrictive covenants, including restrictions on asset sales, limitations on the incurrence of certain liens and required

collateral and financial strength levels. Violations of these or other covenants could result in the suspension of access to letters

of credit or such letters of credit becoming due and payable. If these letter of credit facilities are not sufficient or drawable or if
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Allied World Assurance Company, Ltd is unable to renew either or both of these facilities or to arrange for trust accounts or

other types of security on commercially acceptable terms, its ability to provide reinsurance to U.S.-domiciled insurers may be

severely limited.
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In addition, security arrangements with ceding insurers may subject our assets to security interests or may require that

a portion of our assets be pledged to, or otherwise held by, third parties. Although the investment income derived from our

assets while held in trust typically accrues to our benefit, the investment of these assets is governed by the terms of the letter of

credit facilities and the investment regulations of the state of domicile of the ceding insurer, which generally regulate the amount

and quality of investments permitted and which may be more restrictive than the investment regulations applicable to us under

Bermuda law. These restrictions may result in lower investment yields on these assets, which could adversely affect our

profitability.
 

We Depend on a Small Number of Brokers for a Large Portion of Our Revenues. The Loss of Business Provided by any One of

Them Could Adversely Affect Us.
 

We market our insurance and reinsurance products worldwide through insurance and reinsurance brokers. For the nine

months ended September 30, 2007, our top four brokers represented approximately 67% of our gross premiums written.

Marsh & McLennan Companies, Inc., Aon Corporation and Willis Group Holdings Ltd were responsible for the distribution of

approximately 30%, 23% and 10%, respectively, of our gross premiums written for the nine months ended September 30, 2007.

Loss of all or a substantial portion of the business provided by any one of those brokers could have a material adverse effect on

our financial condition and results of operations.
 

Our Reliance on Brokers Subjects Us to their Credit Risk.
 

In accordance with industry practice, we frequently pay amounts owed on claims under our insurance and reinsurance

contracts to brokers, and these brokers, in turn, pay these amounts to the customers that have purchased insurance or

reinsurance from us. If a broker fails to make such a payment, it is likely that, in most cases, we will be liable to the client for

the deficiency because of local laws or contractual obligations. Likewise, when a customer pays premiums for policies written

by us to a broker for further payment to us, these premiums are generally considered to have been paid and, in most cases, the

client will no longer be liable to us for those amounts, whether or not we actually receive the premiums. Consequently, we

assume a degree of credit risk associated with the brokers we use with respect to our insurance and reinsurance business.
 

We may be Unable to Purchase Reinsurance for Our Own Account on Commercially Acceptable Terms or to Collect Under any

Reinsurance We Have Purchased.
 

We acquire reinsurance purchased for our own account to mitigate the effects of large or multiple losses on our

financial condition. From time to time, market conditions have limited, and in some cases prevented, insurers and reinsurers

from obtaining the types and amounts of reinsurance they consider adequate for their business needs. For example, following

the events of September 11, 2001, terms and conditions in the reinsurance markets generally became less attractive to buyers of

such coverage. Similar conditions may occur at any time in the future, and we may not be able to purchase reinsurance in the

areas and for the amounts required or desired. Even if reinsurance is generally available, we may not be able to negotiate terms

that we deem appropriate or acceptable or to obtain coverage from entities with satisfactory financial resources.
 

In addition, a reinsurer’s insolvency, or inability or refusal to make payments under a reinsurance or retrocessional

reinsurance agreement with us, could have a material adverse effect on our financial condition and results of operations because

we remain liable to the insured under the corresponding coverages written by us.

9
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Our Investment Performance may Adversely Affect Our Financial Performance and Ability to Conduct Business.
 

We derive a significant portion of our income from our invested assets. As a result, our operating results depend in
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part on the performance of our investment portfolio. Our investment performance is subject to a variety of risks, including risks

related to general economic conditions, market volatility and interest rate fluctuations, liquidity risk, and credit and default risk.

Additionally, with respect to some of our investments, we are subject to pre-payment or reinvestment risk. As authorized by our

board of directors, we may invest up to 20% of our shareholders’ equity in alternative investments, including public and private

equities, preferred equities and hedge funds. As a result, we may be subject to restrictions on redemption, which may limit our

ability to withdraw funds for some period of time after our initial investment. The values of, and returns on, such investments

may also be more volatile.
 

Because of the unpredictable nature of losses that may arise under insurance or reinsurance policies written by us, our

liquidity needs could be substantial and may arise at any time. To the extent we are unsuccessful in correlating our investment

portfolio with our expected liabilities, we may be forced to liquidate our investments at times and prices that are not optimal.

This could have a material adverse effect on the performance of our investment portfolio. If our liquidity needs or general

liability profile unexpectedly change, we may not be successful in continuing to structure our investment portfolio in its current

manner.
 

Any Increase in Interest Rates Could Result in Significant Losses in the Fair Value of Our Investment Portfolio.
 

Our investment portfolio contains interest-rate-sensitive instruments that may be adversely affected by changes in

interest rates. Fluctuations in interest rates affect our returns on fixed income investments. Generally, investment income will

be reduced during sustained periods of lower interest rates as higher-yielding fixed income securities are called, mature or are

sold and the proceeds reinvested at lower rates. During periods of rising interest rates, prices of fixed income securities tend to

fall and realized gains upon their sale are reduced. In addition, we are exposed to changes in the level or volatility of equity

prices that affect the value of securities or instruments that derive their value from a particular equity security, a basket of

equity securities or a stock index. 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. We may not be able to

effectively mitigate interest rate sensitivity. In particular, a significant increase in interest rates could result in significant losses,

realized or unrealized, in the fair value of our investment portfolio and, consequently, could have an adverse effect on our

results of operations.
 

In addition, our investment portfolio includes mortgage-backed securities. As of September 30, 2007, mortgage-

backed securities constituted approximately 31.8% of the fair market value of our aggregate invested assets. Aggregate invested

assets include cash and cash equivalents, restricted cash, fixed-maturity securities, a fund consisting of global high-yield fixed-

income securities, four hedge funds, balances receivable on sale of investments and balances due on purchase of investments.

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.
 

In recent months, delinquencies and losses with respect to residential mortgage loans generally have increased and

may continue to increase, particularly in the subprime sector. In addition, in recent months residential property values in many

states have declined or remained stable, after extended periods during which those values appreciated. A continued decline or

an extended flattening in those values may result in additional increases in delinquencies and losses on residential mortgage

loans generally, especially with respect to second homes and investor properties, and with respect to any residential mortgage

loans where the
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aggregate loan amounts (including any subordinate loans) are close to or greater than the related property values.
 

We may be Adversely Affected by Fluctuations in Currency Exchange Rates.
 

The U.S. dollar is our reporting currency and the functional currency of all of our operating subsidiaries. We enter into

insurance and reinsurance contracts where the premiums receivable and losses payable are denominated in currencies other than

the U.S. dollar. In addition, we maintain a portion of our investments and liabilities in currencies other than the U.S. dollar.

Assets in non-U.S. currencies are generally converted into U.S. dollars at the time of receipt. When we incur a liability in a

non-U.S. currency, we carry such liability on our books in the original currency. These liabilities are converted from the

non-U.S. currency to U.S. dollars at the time of payment. We may incur foreign currency exchange gains or losses as we

ultimately receive premiums and settle claims required to be paid in foreign currencies.
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We have currency hedges in place that seek to alleviate our potential exposure to volatility in foreign exchange rates

and intend to consider the use of additional hedges when we are advised of known or probable significant losses that will be

paid in currencies other than the U.S. dollar. To the extent that we do not seek to hedge our foreign currency risk or our hedges

prove ineffective, the impact of a movement in foreign currency exchange rates could adversely affect our operating results.
 

We may Require Additional Capital in the Future that may not be Available to Us on Commercially Favorable Terms.
 

Our future capital requirements depend on many factors, including our ability to write new business and to establish

premium rates and reserves at levels sufficient to cover losses. To the extent that the funds generated by insurance premiums

received and sale proceeds and income from our investment portfolio are insufficient to fund future operating requirements and

cover losses and loss expenses, we may need to raise additional funds through financings or curtail our growth and reduce our

assets. Any future financing, if available at all, may be on terms that are not favorable to us.
 

Conflicts of Interests may Arise Because Affiliates of Some of Our Principal Shareholders have Continuing Agreements and

Business Relationships with us, and Also may Compete With us in Several of Our Business Lines.
 

Affiliates of some of our principal shareholders engage in transactions with our company. Affiliates of one of our

principal shareholders—certain affiliates of The Goldman Sachs Group, Inc. (the “Goldman Sachs Funds”)—serve as

investment managers for nearly our entire investment portfolio, except for a portion that includes an investment in the AIG

Select Hedge Fund Ltd., which is managed by a subsidiary of American International Group, Inc. (“AIG”). On December 14,

2007, we entered into a stock purchase agreement with AIG pursuant to which we purchased an AIG subsidiary whose sole

asset was its holding of 11,693,333 of our common shares. The interests of these affiliates of our principal shareholders may

conflict with the interests of our company. Affiliates of our principal shareholders, AIG and The Chubb Corporation (“Chubb”),

are also customers of our company.
 

Furthermore, affiliates of AIG, Chubb and the Goldman Sachs Funds may from time to time compete with us,

including by assisting or investing in the formation of other entities engaged in the insurance and reinsurance business. Conflicts

of interest could also arise with respect to business opportunities that could be advantageous to AIG, Chubb, the Goldman

Sachs Funds or other existing shareholders or any of their affiliates, on the one hand, and us, on the other hand. AIG, Chubb and

the Goldman Sachs Funds either directly or through affiliates, also maintain business relationships with numerous companies

that may directly compete with us. In general, these affiliates could pursue business interests or exercise their voting power as

shareholders in ways that are detrimental to us, but beneficial to themselves or to other companies in which they invest or with

whom they have a material relationship.
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Our Business could be Adversely Affected if We Lose any Member of Our Management Team or are Unable to Attract and

Retain Our Personnel.
 

Our success depends in substantial part on our ability to attract and retain our employees who generate and service our

business. We rely substantially on the services of our executive management team. If we lose the services of any member of our

executive management team, our business could be adversely affected. If we are unable to attract and retain other talented

personnel, the further implementation of our business strategy could be impeded. This, in turn, could have a material adverse

effect on our business. The location of our global headquarters in Bermuda may also impede our ability to attract and retain

talented employees. We currently have written employment agreements with our Chief Executive Officer, Chief Financial

Officer, General Counsel and Chief Corporate Actuary and certain other members of our executive management team. We do

not maintain key man life insurance policies for any of our employees.
 

Anti-Takeover Provisions in Our Bye-Laws could Impede an Attempt to Replace or Remove Our Directors.
 

Our Amended and Restated Bye-laws (the “Bye-laws”) contain provisions that may entrench directors and make it

more difficult for shareholders to replace directors even if the shareholders consider it beneficial to do so. In addition, these

provisions could delay or prevent a change of control that a shareholder might consider favorable. For example, the following

provisions in our Bye-laws could have such an effect:
 

 •    the election of our directors is staggered, meaning that members of only one of three classes of our directors are

elected each year, thus limiting your ability to replace directors,
 

 •    our shareholders have a limited ability to remove directors,
 

 •    the total voting power of any shareholder beneficially owning 10% or more of the total voting power of our
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voting shares will be reduced to less than 10% of the total voting power. Conversely, shareholders owning less

than 10% of the total voting power may gain increased voting power as a result of these cutbacks,
 

 •    no shareholder may transfer shares if as a result of such transfer any U.S. person (other than some of our

principal shareholders, whose share ownership, as a result of a share transfer, may not exceed the percentage of

our common shares owned immediately after our initial public offering of common shares in July 2006) owns

10% or more of our shares by vote or value,
 

 •    if our directors determine that share ownership of any person may result in a violation of our ownership

limitations, our board of directors has the power to force that shareholder to sell its shares and
 

 •    our board of directors has the power to issue preferred shares without any shareholder approval, which

effectively allows the board to dilute the holdings of any shareholder and could be used to institute a “poison

pill” that would work to dilute the share ownership of a potential hostile acquirer, effectively preventing

acquisitions that have not been approved by our board of directors.
 

Risks Related to the Insurance and Reinsurance Business
 

The Insurance and Reinsurance Business is Historically Cyclical and We Expect to Experience Periods with Excess

Underwriting Capacity and Unfavorable Premium Rates and Policy Terms and Conditions.
 

Historically, insurers and reinsurers have experienced significant fluctuations in operating results due to competition,

frequency of occurrence or severity of catastrophic events, levels of underwriting capacity, general economic conditions and

other factors. The supply of insurance and reinsurance is related to prevailing
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prices, the level of insured losses and the level of industry surplus which, in turn, may fluctuate in response to changes in rates

of return on investments being earned 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 competition on price and policy terms due

to excessive underwriting capacity as well as periods when shortages of capacity permit favorable premium rates and policy

terms and conditions. Because premium levels for many products have increased over the past several years, the supply of

insurance and reinsurance has increased and is likely to increase further, either as a result of capital provided by new entrants or

by the commitment of additional capital by existing insurers or reinsurers. Continued increases in the supply of insurance and

reinsurance may have consequences for us, including fewer contracts written, lower premium rates, increased expenses for

customer acquisition and retention, and less favorable policy terms and conditions.
 

Increased Competition in the Insurance and Reinsurance Markets in Which We Operate could Adversely Impact Our Operating

Margins.
 

The insurance and reinsurance industries are highly competitive. We compete with major U.S. and non-U.S. insurers

and reinsurers, including other Bermuda-based insurers and reinsurers, on an international and regional basis. Many of our

competitors have greater financial, marketing and management resources. Since September 2001, a number of new Bermuda-

based insurance and reinsurance companies have been formed and some of those companies compete in the same market

segments in which we operate. Some of these companies have more capital than us. As a result of Hurricane Katrina in 2005,

the insurance industry’s largest natural catastrophe loss, and two subsequent substantial hurricanes (Rita and Wilma), existing

insurers and reinsurers raised new capital and significant investments were made in new insurance and reinsurance companies

in Bermuda.
 

In addition, risk-linked securities and derivative and other non-traditional risk transfer mechanisms and vehicles are

being developed and offered by other parties, including entities other than insurance and reinsurance companies. The availability

of these non-traditional products could reduce the demand for traditional insurance and reinsurance. A number of new, proposed

or potential industry or legislative developments could further increase competition in our industry. These developments

include:
 

 •    legislative mandates for insurers to provide specified types of coverage in areas where we or our ceding clients

do business, such as the terrorism coverage mandated in the United States Terrorism Risk Insurance Act of 2002,

the Terrorism Risk Insurance Extension Act of 2005 and the Terrorism Risk Insurance Revision and Extension

Act of 2007, could eliminate or reduce opportunities for us to write those coverages; and
 

 •    programs in which state-sponsored entities provide property insurance or reinsurance in catastrophe prone areas,
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such as recent legislative enactments passed in the State of Florida, or other “alternative market” types of

coverage could eliminate or reduce opportunities for us to write those coverages.
 

New competition from these developments could result in fewer contracts written, lower premium rates, increased

expenses for customer acquisition and retention and less favorable policy terms and conditions.
 

The Effects of Emerging Claims and Coverage Issues On Our Business are Uncertain.
 

As industry practices and legal, judicial, social and other conditions change, unexpected and unintended issues related

to claims and coverage may emerge. These issues may adversely affect our business by either extending coverage beyond our

underwriting intent or by increasing the number or size of claims. 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
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insurance and reinsurance contracts may not be known for many years after a contract is issued. Examples of emerging claims

and coverage issues include:
 

 •    larger settlements and jury awards in cases involving professionals and corporate directors and officers covered

by professional liability and directors and officers liability insurance; and
 

 •    a trend of plaintiffs targeting property and casualty insurers in class action litigation related to claims handling,

insurance sales practices and other practices related to the conduct of our business.
 

Risks Related to Laws and Regulations Applicable to Us
 

Compliance by Our Insurance Subsidiaries with the Legal and Regulatory Requirements to Which they are Subject is

Expensive. Any Failure to Comply could have a Material Adverse Effect on Our Business.
 

Our insurance subsidiaries are required to comply with a wide variety of laws and regulations applicable to insurance

or reinsurance companies, both in the jurisdictions in which they are organized and where they sell their insurance and

reinsurance products. The insurance and regulatory environment, in particular for offshore insurance and reinsurance

companies, has become subject to increased scrutiny in many jurisdictions, including the United States, various states within the

United States and the United Kingdom. In the past, there have been Congressional and other initiatives in the United States

regarding increased supervision and regulation of the insurance industry, including proposals to supervise and regulate offshore

reinsurers. It is not possible to predict the future impact of changes in laws and regulations on our operations. The cost of

complying with any new legal requirements affecting our subsidiaries could have a material adverse effect on our business.
 

In addition, our subsidiaries may not always be able to obtain or maintain necessary licenses, permits, authorizations or

accreditations. They also may not be able to fully comply with, or to obtain appropriate exemptions from, the laws and

regulations applicable to them. Any failure to comply with applicable law or to obtain appropriate exemptions could result in

restrictions on either the ability of the company in question, as well as potentially its affiliates, to do business in one or more of

the jurisdictions in which they operate or on brokers on which we rely to produce business for us. In addition, any such failure

to comply with applicable laws or to obtain appropriate exemptions could result in the imposition of fines or other sanctions.

Any of these sanctions could have a material adverse effect on our business.
 

Our principal insurance subsidiary, Allied World Assurance Company, Ltd, is registered as a Class 4 Bermuda

insurance and reinsurance company and is subject to regulation and supervision in Bermuda. The applicable Bermudian statutes

and regulations generally are designed to protect insureds and ceding insurance companies rather than shareholders or

noteholders. Among other things, those statutes and regulations:
 

 •    require Allied World Assurance Company, Ltd to maintain minimum levels of capital and surplus,
 

 •    impose liquidity requirements which restrict the amount and type of investments it may hold,
 

 •    prescribe solvency standards that it must meet and
 

 •    restrict payments of dividends and reductions of capital and provide for the performance of periodic

examinations of Allied World Assurance Company, Ltd and its financial condition.
 

These statutes and regulations may, in effect, restrict the ability of Allied World Assurance Company, Ltd to write new

business. Although it conducts its operations from Bermuda, Allied World Assurance Company, Ltd is not authorized to



e424b5

http://sec.gov/Archives/edgar/data/1163348/000095012310103756/y87613b5e424b5.htm#123[11/11/2010 8:56:04 AM]

directly underwrite local risks in Bermuda.
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Allied World Assurance Company (U.S.) Inc., a Delaware domiciled insurer, and Allied World National Assurance

Company, a New Hampshire domiciled insurer, are both subject to the statutes and regulations of their relevant state of domicile

as well as any other state in the United States where they conduct business. In the states where the companies are admitted, the

companies must comply with all insurance laws and regulations, including insurance rate and form requirements. Insurance

laws and regulations may vary significantly from state to state. In those states where the companies act as surplus lines carriers,

the states’ regulation focuses mainly on the company’s solvency.
 

Allied World Assurance Company (Europe) Limited, an Irish domiciled insurer, operates within the European Union

non-life insurance legal and regulatory framework as established under the European Union Non-Life Directives. Allied World

Assurance Company (Europe) Limited is required to operate in accordance with the provisions of the Irish Insurance Acts

1909-2000; the Central Bank and Financial Services Authority of Ireland Acts 2003 and 2004; all statutory instruments made

thereunder; all statutory instruments relating to insurance made under the European Communities Acts 1972 to 2003; and the

requirements of the Irish Financial Regulator.
 

Allied World Assurance Company (Reinsurance) Limited, an Irish domiciled reinsurer, is regulated by the Irish

Financial Regulator pursuant to the provisions of the European Communities (Reinsurance) Regulations 2006 (which

transposed the E.U. Reinsurance Directive into Irish law). Pursuant to the provisions of these regulations, reinsurance

undertakings may, subject to the satisfaction of certain formalities, carry on reinsurance business in other European Union

member states either directly from the home member state (on a services basis) or through local branches (by way of permanent

establishment).
 

Our Bermudian Entities could Become Subject to Regulation in the United States.
 

Neither Allied World Assurance Company Holdings, Ltd, Allied World Assurance Company, Ltd nor Allied World

Assurance Holdings (Ireland) Ltd is licensed or admitted as an insurer, nor is any of them accredited as a reinsurer, in any

jurisdiction in the United States. For the nine months ended September 30, 2007, more than 75% of the gross premiums written

by Allied World Assurance Company, Ltd, however, are derived from insurance or reinsurance contracts entered into with

entities domiciled in the United States. The insurance laws of each state in the United States regulate the sale of insurance and

reinsurance within the state’s jurisdiction by foreign insurers. Allied World Assurance Company, Ltd conducts its business

through its offices in Bermuda and does not maintain an office, and its personnel do not solicit insurance business, resolve

claims or conduct other insurance business, in the United States. While Allied World Assurance Company, Ltd does not believe

it is in violation of insurance laws of any jurisdiction in the United States, we cannot be certain that inquiries or challenges to

our insurance and reinsurance activities will not be raised in the future. It is possible that, if Allied World Assurance Company,

Ltd were to become subject to any laws of this type at any time in the future, we would not be in compliance with the

requirements of those laws.
 

Our Holding Company Structure and Regulatory and Other Constraints Affect Our Ability to Pay Dividends and Make Other

Payments.
 

Allied World Assurance Company Holdings, Ltd is a holding company, and as such has no substantial operations of its

own. It does not have any significant assets other than its ownership of the shares of its direct and indirect subsidiaries.

Dividends and other permitted distributions from insurance subsidiaries are expected to be the sole source of funds for Allied

World Assurance Company Holdings, Ltd to meet any ongoing cash requirements, including any debt service payments and

other expenses, and to pay any dividends to shareholders. Bermuda law, including Bermuda insurance regulations and the

Companies Act 1981 of Bermuda (the “Companies Act”) restricts the declaration and payment of dividends and the making of

distributions by Allied World Assurance Company Holdings, Ltd, Allied World Assurance Company, Ltd, and Allied World

Assurance Holdings (Ireland) Ltd, unless specified requirements are met. Allied World Assurance Company, Ltd is prohibited

from paying dividends of more than 25% of its total statutory capital and surplus (as shown in its previous financial year’s

statutory balance sheet) unless it files with the Bermuda
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Monetary Authority at least seven days before payment of such dividend an affidavit stating that the declaration of such

dividends has not caused it to fail to meet its minimum solvency margin and minimum liquidity ratio. Allied World Assurance

Company, Ltd is also prohibited from declaring or paying dividends without the approval of the Bermuda Monetary Authority if

Allied World Assurance Company, Ltd failed to meet its minimum solvency margin and minimum liquidity ratio on the last

day of the previous financial year. Furthermore, in order to reduce its total statutory capital by 15% or more, Allied World

Assurance Company, Ltd would require the prior approval of the Bermuda Monetary Authority. In addition, Bermuda corporate

law prohibits a company from declaring or paying a dividend if there are reasonable grounds for believing that (i) the company

is, or would after the payment be, unable to pay its liabilities as they become due; or (ii) the realizable value of the company’s

assets would thereby be less than the aggregate of its liabilities, its issued share capital and its share premium accounts. The

inability by Allied World Assurance Company, Ltd or Allied World Assurance Holdings (Ireland) Ltd to pay dividends in an

amount sufficient to enable Allied World Assurance Company Holdings, Ltd to meet its cash requirements at the holding

company level could have a material adverse effect on our business, our ability to make payments on any indebtedness, our

ability to transfer capital from one subsidiary to another and our ability to declare and pay dividends to our shareholders.
 

In addition, Allied World Assurance Company (Europe) Limited, Allied World Assurance Company (Reinsurance)

Limited, Allied World Assurance Company (U.S.) Inc. and Allied World National Assurance Company are subject to

significant regulatory restrictions limiting their ability to declare and pay any dividends. In particular, payments of dividends by

Allied World Assurance Company (U.S.) Inc. and Allied World National Assurance Company are subject to restrictions on

statutory surplus pursuant to Delaware law and New Hampshire law, respectively. Both states require prior regulatory approval

of any payment of extraordinary dividends.
 

Our Business could be Adversely Affected by Bermuda Employment Restrictions.
 

We will need to hire additional employees to work in Bermuda. Under Bermuda law, non-Bermudians (other than

spouses of Bermudians, holders of a permanent resident’s certificate and holders of a working resident’s certificate) may not

engage in any gainful occupation in Bermuda without an appropriate governmental work permit. Work permits may be granted

or extended by the Bermuda government if it is shown that, after proper public advertisement in most cases, no Bermudian (or

spouse of a Bermudian, holder of a permanent resident’s certificate or holder of a working resident’s certificate) is available

who meets the minimum standard requirements for the advertised position. In 2001, the Bermuda government announced a new

immigration policy limiting the total duration of work permits, including renewals, to six to nine years, with specified

exemptions for key employees. In March 2004, the Bermuda government announced an amendment to this policy which

expanded the categories of occupations recognized by the government as “key” and with respect to which businesses can apply

to be exempt from the six-to-nine-year limitations. The categories include senior executives, managers with global

responsibility, senior financial posts, certain legal professionals and senior insurance professionals, experienced/specialized

brokers, actuaries, specialist investment traders/analysts and senior information technology engineers and managers. All of our

Bermuda-based professional employees who require work permits have been granted permits by the Bermuda government. It is

possible that the Bermuda government could deny work permits for our employees in the future, which could have a material

adverse effect on our business.
 

Risks Related to Taxation
 

U.S. Taxation of Our Non-U.S. Companies could Materially Adversely Affect Our Financial Condition and Results of

Operations.
 

We believe that our non-U.S. companies, including our Bermuda and Irish companies (collectively, the

“non-U.S. companies”), have operated and will operate their respective businesses in a manner that will not cause them to be

subject to U.S. tax (other than U.S. federal excise tax on insurance and reinsurance

16

Table of Contents

premiums and withholding tax on specified investment income from U.S. sources) on the basis that none of them is engaged in a

U.S. trade or business. However, there are no definitive standards under current law as to those activities that constitute a

U.S. trade or business and the determination of whether a non-U.S. company is engaged in a U.S. trade or business is inherently

factual. Therefore, we cannot assure you that the U.S. Internal Revenue Service (the “IRS”) will not contend that a

non-U.S. company is engaged in a U.S. trade or business. If any of the non-U.S. companies is engaged in a U.S. trade or

business and does not qualify for benefits under the applicable income tax treaty, such company may be subject to U.S. federal
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income taxation at regular corporate rates on its premium income from U.S. sources and investment income that is effectively

connected with its U.S. trade or business. In addition, a U.S. federal branch profits tax at the rate of 30% will be imposed on the

earnings and profits attributable to such income. All of the premium income from U.S. sources and a significant portion of

investment income of such company, as computed under Section 842 of the U.S. Internal Revenue Code of 1986, as amended

(the “Code”), requiring that a foreign company carrying on a U.S. insurance or reinsurance business have a certain minimum

amount of effectively connected net investment income, determined in accordance with a formula that depends, in part, on the

amount of U.S. risks insured or reinsured by such company, may be subject to U.S. federal income and branch profits taxes.
 

If Allied World Assurance Company, Ltd (the “Bermuda insurance subsidiary”) or any Bermuda insurance subsidiary

we form or acquire in the future is engaged in a U.S. trade or business and qualifies for benefits under the United States-

Bermuda tax treaty, U.S. federal income taxation of such subsidiary will depend on whether (i) it maintains a U.S. permanent

establishment and (ii) the relief from taxation under the treaty generally applies to non-premium income. We believe that the

Bermuda insurance subsidiary has operated and will operate its business in a manner that will not cause it to maintain a

U.S. permanent establishment. However, the determination of whether an insurance company maintains a U.S. permanent

establishment is inherently factual. Therefore, we cannot assure you that the IRS will not successfully assert that a Bermuda

insurance subsidiary maintains a U.S. permanent establishment. In such case, the Bermuda insurance subsidiary will be subject

to U.S. federal income tax at regular corporate rates and branch profit tax at the rate of 30% with respect to its income

attributable to the permanent establishment. Furthermore, although the provisions of the treaty clearly apply to premium

income, it is uncertain whether they generally apply to other income of a Bermuda insurance company. Therefore, if a Bermuda

insurance subsidiary of our Company is engaged in a U.S. trade or business, qualifies for benefits under the treaty and does not

maintain a U.S. permanent establishment but the treaty is interpreted not to apply to income other than premium income, such

subsidiary will be subject to U.S. federal income and branch profits taxes on its investment and other non-premium income as

described in the preceding paragraph.
 

If any of Allied World Assurance Holdings (Ireland) Ltd or our Irish companies is engaged in a U.S. trade or business

and qualifies for benefits under the Ireland-United States income tax treaty, U.S. federal income taxation of such company will

depend on whether it maintains a U.S. permanent establishment. We believe that each such company has operated and will

operate its business in a manner that will not cause it to maintain a U.S. permanent establishment. However, the determination

of whether a non-U.S. company maintains a U.S. permanent establishment is inherently factual. Therefore, we cannot assure

you that the IRS will not successfully assert that any of such companies maintains a U.S. permanent establishment. In such case,

the company will be subject to U.S. federal income tax at regular corporate rates and branch profits tax at the rate of 5% with

respect to its income attributable to the permanent establishment.
 

U.S. federal income tax, if imposed, will be based on effectively connected or attributable income of a

non-U.S. company computed in a manner generally analogous to that applied to the income of a U.S. corporation, except that

all deductions and credits claimed by a non-U.S. company in a taxable year can be disallowed if the company does not file a

U.S. federal income tax return for such year. Penalties may be assessed for failure to file such return. None of our

non-U.S. companies filed U.S. federal income tax returns for the 2002 and 2001 taxable years. However, we have filed

protective U.S. federal income tax returns on a timely basis for each non-U.S. company for subsequent years in order to

preserve our right to claim tax

17

Table of Contents

deductions and credits in such years if any of such companies is determined to be subject to U.S. federal income tax.
 

If any of our non-U.S. companies is subject to such U.S. federal taxation, our financial condition and results of

operations could be materially adversely affected.
 

Our U.S. Subsidiaries may be Subject to Additional U.S. Taxes in Connection with Our Interaffiliate Arrangements.
 

Allied World Assurance Company (U.S.) Inc. and Allied World National Assurance Company (the “U.S. insurance

subsidiaries”) are U.S. companies. They reinsure a significant portion of their insurance policies with Allied World Assurance

Company, Ltd. While we believe that the terms of these reinsurance arrangements are arm’s length, we cannot assure you that

the IRS will not successfully assert that the payments made by the U.S. insurance subsidiaries with respect to such

arrangements exceed arm’s length amounts. In such case, our U.S. insurance subsidiaries will be treated as realizing additional

income that may be subject to additional U.S. income tax, possibly with interest and penalties. Such excess amount may also be

deemed to have been distributed as dividends to the direct parent of the U.S. insurance subsidiaries, Allied World Assurance

Holdings (Ireland) Ltd, in which case this deemed dividend will also be subject to a U.S. federal withholding tax of 5%,
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assuming that the parent is eligible for benefits under the United States-Ireland income tax treaty (or a withholding tax of 30%

if the parent is not so eligible). If any of these U.S. taxes are imposed, our financial condition and results of operations could be

materially adversely affected.
 

You may be Subject to U.S. Income Taxation with Respect to Income of Our Non-U.S. Companies and Ordinary Income

Characterization of Gains on Disposition of Our Shares Under the Controlled Foreign Corporation (“CFC”) Rules.
 

We believe that U.S. persons holding our shares should not be subject to U.S. federal income taxation with respect to

income of our non-U.S. companies prior to the distribution of earnings attributable to such income or ordinary income

characterization of gains on disposition of shares on the basis that such persons should not be “United States shareholders”

subject to the CFC rules of the Code. Generally, each “United States shareholder” of a CFC will be subject to (i) U.S. federal

income taxation on its ratable share of the CFC’s subpart F income, even if the earnings attributable to such income are not

distributed, provided that such “United States shareholder” holds directly or through non-U.S. entities shares of the CFC; and

(ii) potential ordinary income characterization of gains from sale or exchange of the directly owned shares of the

non-U.S. corporation. For these purposes, any U.S. person who owns directly, through non-U.S. entities, or under applicable

constructive ownership rules, 10% or more of the total combined voting power of all classes of stock of any non-U.S. company

will be considered to be a “United States shareholder.” Although our non-U.S. companies may be or become CFCs and certain

of our principal U.S. shareholders currently own 10% or more of our common shares, for the following reasons we believe that

no U.S. person holding our shares directly, or through non-U.S. entities, should be a “United States shareholder.” First, our

Bye-laws provide that if a U.S. person (including any principal shareholder) owns directly or through non-U.S. entities any of

our shares, the number of votes conferred by the shares owned directly, indirectly or under applicable constructive ownership

rules by such person will be less than 10% of the aggregate number of votes conferred by all issued shares of Allied World

Assurance Company Holdings, Ltd. Second, our Bye-laws restrict issuance, conversion, transfer and repurchase of the shares to

the extent such transaction would cause a U.S. person holding directly or through non-U.S. entities any of our shares to own

directly, through non-U.S. entities or under applicable constructive ownership rules shares representing 10% or more of the

voting power in Allied World Assurance Company Holdings, Ltd. Third, our Bye-laws and the bye-laws of our

non-U.S. subsidiaries require (i) the board of directors of Allied World Assurance Company, Ltd to consist only of persons

who have been elected as directors of Allied World Assurance Company Holdings, Ltd (with the number and classification of

directors of Allied World Assurance Company, Ltd being identical to those of Allied World Assurance Company Holdings,

Ltd) and (ii) the board of directors of each other
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non-U.S. subsidiary of Allied World Assurance Company Holdings, Ltd to consist only of persons approved by our

shareholders as persons eligible to be elected as directors of such subsidiary. Therefore, U.S. persons holding our shares should

not be subject to the CFC rules of the Code (except that a U.S. person may be subject to the ordinary income characterization of

gains on disposition of shares if such person owned 10% or more of our total voting power solely under the applicable

constructive ownership rules at any time during the 5-year period ending on the date of the disposition when we were a CFC).

We cannot assure you, however, that the Bye-law provisions referenced in this paragraph will operate as intended or that we

will be otherwise successful in preventing a U.S. person from exceeding, or being deemed to exceed, these voting limitations.

Accordingly, U.S. persons who hold our shares directly or through non-U.S. entities should consider the possible application of

the CFC rules.
 

You may be Subject to U.S. Income Taxation Under the Related Person Insurance Income (“RPII”) Rules.
 

Allied World Assurance Company, Ltd, Allied World Assurance Company (Europe) Limited and Allied World

Assurance Company (Reinsurance) Limited (the “non-U.S. insurance subsidiaries”), are non-U.S. companies which currently

insure and reinsure and are expected to continue to insure and reinsure directly or indirectly certain of our U.S. shareholders

(including our U.S. principal shareholders) and persons related to such shareholders. We believe that U.S. persons that hold our

shares directly or through non-U.S. entities will not be subject to U.S. federal income taxation with respect to the income

realized in connection with such insurance and reinsurance prior to distribution of earnings attributable to such income on the

basis that RPII, determined on gross basis, realized by each non-U.S. insurance subsidiary will be less than 20% of its gross

insurance income in each taxable year. We currently monitor and will continue to monitor the amount of RPII realized and,

when appropriate, will decline to write primary insurance and reinsurance for our U.S. shareholders and persons related to such

shareholders. However, we cannot assure you that the measures described in this paragraph will operate as intended. In addition,

some of the factors that determine the extent of RPII in any period may be beyond our knowledge or control. For example, we

may be considered to insure indirectly the risk of our shareholder if an unrelated company that insured such risk in the first
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instance reinsures such risk with us. Therefore, we cannot assure you that we will be successful in keeping the RPII realized by

the non-U.S. insurance subsidiaries below the 20% limit in each taxable year. Furthermore, even if we are successful in keeping

the RPII below the 20% limit, we cannot assure you that we will be able to establish that fact to the satisfaction of the U.S. tax

authorities. If we are unable to establish that the RPII of any non-U.S. insurance subsidiary is less than 20% of that subsidiary’s

gross insurance income in any taxable year, and no other exception from the RPII rules applies, each U.S. person who owns our

shares, directly or through non-U.S. entities, on the last day of the taxable year will be generally required to include in its

income for U.S. federal income tax purposes that person’s ratable share of that subsidiary’s RPII for the taxable year,

determined as if that RPII were distributed proportionately to U.S. holders at that date, regardless of whether that income was

actually distributed.
 

The RPII rules provide that if a holder who is a U.S. person disposes of shares in a foreign insurance corporation that

has RPII (even if the amount of RPII is less than 20% of the corporation’s gross insurance income) and in which U.S. persons

own 25% or more of the shares, any gain from the disposition will generally be treated as a dividend to the extent of the

holder’s share of the corporation’s undistributed earnings and profits that were accumulated during the period that the holder

owned the shares (whether or not those earnings and profits are attributable to RPII). In addition, such a shareholder will be

required to comply with specified reporting requirements, regardless of the amount of shares owned. These rules should not

apply to dispositions of our shares because Allied World Assurance Company Holdings, Ltd is not itself directly engaged in the

insurance business and these rules appear to apply only in the case of shares of corporations that are directly engaged in the

insurance business. We cannot assure you, however, that the IRS will interpret these rules in this manner or that the proposed

regulations addressing the RPII rules will not be promulgated in final form in a manner that would cause these rules to apply to

dispositions of our shares.
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U.S. Tax-Exempt Entities may Recognize Unrelated Business Taxable Income (“UBTI”).
 

A U.S. tax-exempt entity holding our shares generally will not be subject to U.S. federal income tax with respect to

dividends and gains on our shares, provided that such entity does not purchase our shares with borrowed funds. However, if a

U.S. tax-exempt entity realizes income with respect to our shares under the CFC or RPII rules, as discussed above, such entity

will be generally subject to U.S. federal income tax with respect to such income as UBTI. Accordingly, U.S. tax-exempt

entities that are potential investors in our shares should consider the possible application of the CFC and RPII rules.
 

You may be Subject to Additional U.S. Federal Income taxation with Respect to Distributions on and Gains on Dispositions of

Our Shares Under the Passive Foreign Investment Company (“PFIC”) Rules.
 

We believe that U.S. persons holding our shares should not be subject to additional U.S. federal income taxation with

respect to distributions on and gains on dispositions of shares under the PFIC rules. We expect that our insurance subsidiaries

will be predominantly engaged in, and derive their income from the active conduct of, an insurance business and will not hold

reserves in excess of reasonable needs of their business, and therefore qualify for the insurance exception from the PFIC rules.

However, the determination of the nature of such business and the reasonableness of such reserves is inherently factual.

Furthermore, we cannot assure you, as to what positions the IRS or a court might take in the future regarding the application of

the PFIC rules to us. Therefore, we cannot assure you that we will not be considered to be a PFIC. If we are considered to be a

PFIC, U.S. persons holding our shares could be subject to additional U.S. federal income taxation on distributions on and gains

on dispositions of shares. Accordingly, each U.S. person who is considering an investment in our shares should consult his or

her tax advisor as to the effects of the PFIC rules.
 

Application of a Published IRS Revenue Ruling with Respect to Our Insurance or Reinsurance Arrangements can Materially

Adversely Affect Us.
 

The IRS published Revenue Ruling 2005-40 (the “Ruling”) addressing the requirement of adequate risk distribution

among insureds in order for a primary insurance arrangement to constitute insurance for U.S. federal income tax purposes. If

the IRS successfully contends that our insurance or reinsurance arrangements, including such arrangements with affiliates of

our principal shareholders, and with our U.S. subsidiaries, do not provide for adequate risk distribution under the principles set

forth in the Ruling, we could be subject to material adverse U.S. federal income tax consequences. See “Certain Tax

Considerations”.
 

Future U.S. Legislative Action or Other Changes in U.S. Tax Law Might Adversely Affect Us.
 

The tax treatment of non-U.S. insurance companies and their U.S. insurance subsidiaries has been the subject of
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discussion and legislative proposals in the U.S. Congress. We cannot assure you that future legislative action will not increase

the amount of U.S. tax payable by our non-U.S. companies or our U.S. subsidiaries. If this happens, our financial condition and

results of operations could be materially adversely affected.
 

We may be Subject to U.K. Tax, Which may have a Material Adverse Effect on Our Results of Operations.
 

None of our companies are incorporated in the United Kingdom. Accordingly, none of our companies should be

treated as being resident in the United Kingdom for corporation tax purposes unless the central management and control of any

such company is exercised in the United Kingdom. The concept of central management and control is indicative of the highest

level of control of a company, which is wholly a question of fact. Each of our companies currently intend to manage our affairs

so that none of our companies are resident in the United Kingdom for tax purposes.
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The rules governing the taxation of foreign companies operating in the United Kingdom through a branch or agency

were amended by the Finance Act 2003. The current rules apply to the accounting periods of non-U.K. resident companies

which start on or after January 1, 2003. Accordingly, a non-U.K. resident company will only be subject to U.K. corporation tax

if it carries on a trade in the United Kingdom through a permanent establishment in the United Kingdom. In that case, the

company is, in broad terms, taxable on the profits and gains attributable to the permanent establishment in the United Kingdom.

Broadly a company will have a permanent establishment if it has a fixed place of business in the United Kingdom through

which the business of the company is wholly or partly carried on or if an agent acting on behalf of the company has and

habitually exercises authority in the United Kingdom to do business on behalf of the company. Each of our companies, other

than Allied World Assurance Company (Reinsurance) Limited and Allied World Assurance Company (Europe) Limited (which

have established branches in the United Kingdom), currently intend that we will operate in such a manner so that none of our

companies, other than Allied World Assurance Company (Reinsurance) Limited and Allied World Assurance Company

(Europe) Limited, carry on a trade through a permanent establishment in the United Kingdom.
 

If any of our U.S. subsidiaries were trading in the United Kingdom through a branch or agency and the

U.S. subsidiaries were to qualify for benefits under the applicable income tax treaty between the United Kingdom and the

United States, only those profits which were attributable to a permanent establishment in the United Kingdom would be subject

to U.K. corporation tax.
 

If Allied World Assurance Holdings (Ireland) Ltd was trading in the United Kingdom through a branch or agency and

it was entitled to the benefits of the tax treaty between Ireland and the United Kingdom, it would only be subject to U.K.

taxation on its profits which were attributable to a permanent establishment in the United Kingdom. The branches established in

the United Kingdom by Allied World Assurance Company (Reinsurance) Limited and Allied World Assurance Company

(Europe) Limited constitute a permanent establishment of those companies and the profits attributable to those permanent

establishments are subject to U.K. corporation tax.
 

The United Kingdom has no income tax treaty with Bermuda.
 

There are circumstances in which companies that are neither resident in the United Kingdom nor entitled to the

protection afforded by a double tax treaty between the United Kingdom and the jurisdiction in which they are resident may be

exposed to income tax in the United Kingdom (other than by deduction or withholding) on income arising in the United

Kingdom (including the profits of a trade carried on there even if that trade is not carried on through a branch agency or

permanent establishment), but each of our companies currently operates in such a manner that none of our companies will fall

within the charge to income tax in the United Kingdom (other than by deduction or withholding) in this respect.
 

If any of our companies were treated as being resident in the United Kingdom for U.K. corporation tax purposes, or if

any of our companies, other than Allied World Assurance Company (Reinsurance) Limited and Allied World Assurance

Company (Europe) Limited, were to be treated as carrying on a trade in the United Kingdom through a branch agency or of

having a permanent establishment in the United Kingdom, our results of operations and your investment could be materially

adversely affected.
 

We may be Subject to Irish Tax, which may have a Material Adverse Effect on Our Results of Operations.
 

Companies resident in Ireland are generally subject to Irish corporation tax on their worldwide income and capital

gains. None of our companies, other than our Irish companies and Allied World Assurance Holdings (Ireland) Ltd, which

resides in Ireland, should be treated as being resident in Ireland unless the central management and control of any such

company is exercised in Ireland. The concept of central management and control is indicative of the highest level of control of a
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company, and is wholly a question of fact. Each of our companies, other than Allied World Assurance Holdings (Ireland) Ltd

and our Irish companies, currently intend to operate in such a manner so that the central management and control of each of
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our companies, other than Allied World Assurance Holdings (Ireland) Ltd and our Irish companies, is exercised outside of

Ireland. Nevertheless, because central management and control is a question of fact to be determined based on a number of

different factors, the Irish Revenue Commissioners might contend successfully that the central management and control of any

of our companies, other than Allied World Assurance Holdings (Ireland) Ltd or our Irish companies, is exercised in Ireland.

Should this occur, such company will be subject to Irish corporation tax on their worldwide income and capital gains.
 

The trading income of a company not resident in Ireland for Irish tax purposes can also be subject to Irish corporation

tax if it carries on a trade through a branch or agency in Ireland. Each of our companies currently intend to operate in such a

manner so that none of our companies carry on a trade through a branch or agency in Ireland. Nevertheless, because neither

case law nor Irish legislation definitively defines the activities that constitute trading in Ireland through a branch or agency, the

Irish Revenue Commissioners might contend successfully that any of our companies, other than Allied World Assurance

Holdings (Ireland) Ltd and our Irish companies, is trading through a branch or agency in Ireland. Should this occur, such

companies will be subject to Irish corporation tax on profits attributable to that branch or agency.
 

If any of our companies, other than Allied World Assurance Holdings (Ireland) Ltd and our Irish companies, were

treated as resident in Ireland for Irish corporation tax purposes, or as carrying on a trade in Ireland through a branch or agency,

our results of operations and your investment could be materially adversely affected.
 

If Corporate Tax Rates in Ireland Increase, Our Business and Financial Results could be Adversely Affected.
 

Trading income derived from the insurance and reinsurance businesses carried on in Ireland by our Irish companies is

generally taxed in Ireland at a rate of 12.5%. Over the past number of years, various European Union Member States have, from

time to time, called for harmonization of corporate tax rates within the European Union. Ireland, along with other member

states, has consistently resisted any movement towards standardized corporate tax rates in the European Union. The

Government of Ireland has also made clear its commitment to retain the 12.5% rate of corporation tax until at least the year

2025. Should, however, tax laws in Ireland change so as to increase the general corporation tax rate in Ireland, our results of

operations could be materially adversely affected.

 

If Investments Held by Our Irish Companies are Determined not to be Integral to the Insurance and Reinsurance Businesses

Carried on by those Companies, Additional Irish Tax could be Imposed and Our Business and Financial Results could be

Adversely Affected.
 

Based on administrative practice, taxable income derived from investments made by our Irish companies is generally

taxed in Ireland at the rate of 12.5% on the grounds that such investments either form part of the permanent capital required by

regulatory authorities, or are otherwise integral to the insurance and reinsurance businesses carried on by those companies. Our

Irish companies intend to operate in such a manner so that the level of investments held by such companies does not exceed the

amount that is integral to the insurance and reinsurance businesses carried on by our Irish companies. If, however, investment

income earned by our Irish companies exceeds these thresholds, or if the administrative practice of the Irish Revenue

Commissioners changes, Irish corporations tax could apply to such investment income at a higher rate (currently 25%) instead

of the general 12.5% rate, and our results of operations could be materially adversely 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 and Our Investment.
 

The Bermuda Minister of Finance, under the Exempted Undertakings Tax Protection Act, 1966 of Bermuda, has given

each of Allied World Assurance Company Holdings, Ltd, Allied World Assurance Company, Ltd and Allied World Assurance

Holdings (Ireland) Ltd an assurance that if any legislation is enacted in Bermuda that would impose tax computed on profits or
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income, or computed on any capital asset, gain or appreciation, or any tax in the nature of estate duty or inheritance tax, then the

imposition of any such tax will not be applicable to Allied World Assurance Company Holdings, Ltd, Allied World Assurance

Company, Ltd and Allied World Assurance Holdings (Ireland) Ltd or any of their operations, shares, debentures or other

obligations until March 28, 2016. See “Certain Tax Considerations—Taxation of Our Companies—Bermuda”. Given the

limited duration of the Minister of Finance’s assurance, we cannot be certain that we will not be subject to any Bermuda tax

after March 28, 2016.
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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS
 

Certain information included or incorporated by reference in this prospectus or the accompanying prospectus

supplement contains forward-looking statements within the meaning of The Private Securities Litigation Reform Act of 1995

that involve inherent risks and uncertainties. These statements include in general forward-looking statements both with respect

to us and the insurance industry. Statements that are not historical facts, including statements that use terms such as

“anticipates,” “believes,” “expects,” “intends,” “plans,” “projects,” “seeks” and “will” and that relate to our plans and objectives

for future operations, are forward-looking statements. In light of the risks and uncertainties inherent in all forward-looking

statements, the inclusion of such statements in this prospectus should not be considered as a representation by us or any other

person that our objectives or plans will be achieved. These statements are based on current plans, estimates and expectations.

Actual results may differ materially from those projected in such forward-looking statements and therefore you should not place

undue reliance on them.
 

In addition to the factors described in “Risk Factors,” we believe that these factors include, but are not limited to, the

following:
 

 •    the inability to obtain or maintain financial strength ratings by one or more of our insurance subsidiaries,
 

 •    changes in insurance or financial rating agency policies or practices,
 

 •    the adequacy of our loss reserves and the need to adjust such reserves as claims develop over time,
 

 •    the effects of investigations into market practices, in particular insurance and insurance brokerage practices,

together with any legal or regulatory proceedings, related settlements and industry reform or other changes

arising therefrom,
 

 •    greater frequency or severity of claims and loss activity, including as a result of natural or man-made

catastrophic events, than our underwriting, reserving or investment practices have anticipated,
 

 •    the impact of acts of terrorism, political unrest, acts of war and pandemic diseases,
 

 •    the effects of terrorist-related insurance legislation and laws,
 

 •    the effectiveness of our loss limitation methods,
 

 •    changes in the availability or creditworthiness of our brokers or reinsurers,
 

 •    changes in the availability, cost or quality of reinsurance coverage,
 

 •    changes in general economic conditions, including inflation, foreign currency exchange rates, interest rates,

prevailing credit terms and other factors that could affect our investment portfolio,
 

 •    changes in agreements and business relationships with affiliates of some of our principal shareholders,
 

 •    loss of key personnel,
 

 •    decreased level of demand for direct property and casualty insurance or reinsurance or increased competition

due to an increase in capacity of property and casualty insurers or reinsurers,
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 •    the effects of competitors’ pricing policies and of changes in laws and regulations on competition, including

industry consolidation and development of competing financial products,
 

 •    changes in Bermuda law or regulation or the political stability of Bermuda,
 

 •    changes in legal, judicial and social conditions,
 

 •    if we or one of our non-U.S. subsidiaries become subject to significant, or significantly increased, income taxes

in the United States or elsewhere and
 

 •    changes in regulations or tax laws applicable to us, our subsidiaries, brokers, customers or U.S. insurers or

reinsurers.
 

The foregoing review of important factors should not be construed as exhaustive and should be read in conjunction

with the other cautionary statements that are included in this prospectus. We undertake no obligation (and expressly disclaim

any such obligation) to update or revise any forward-looking statement that may be made from time to time, whether as a result

of new information, future developments or otherwise.
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USE OF PROCEEDS
 

Unless the applicable prospectus supplement states otherwise, the net proceeds from the sale of securities offered by

Allied World will be used by us and our subsidiaries for working capital, capital expenditures, acquisitions and other general

corporate purposes. Until we use the net proceeds in this manner, we may temporarily use them to make short-term investments

or reduce short-term borrowings.
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DESCRIPTION OF OUR SHARE CAPITAL
 

The following description of our share capital summarizes specified provisions of our Bye-laws and our Memorandum

of Association (“Memorandum”). These summaries do not purport to be complete and are subject to, and are qualified in their

entirety by, our Bye-laws and Memorandum. Copies of our Bye-laws and Memorandum are filed as exhibits to the registration

statement of which this prospectus forms a part.
 

General
 

Our authorized share capital on December 14, 2007 consisted of approximately 333,333,333 shares, of which

60,434,860 common shares were outstanding. As of December 14, 2007, there were 112 holders of record of our common

shares.
 

Common Shares
 

Our common shares are listed on the New York Stock Exchange under the symbol “AWH.” The common shares

currently issued and outstanding are fully paid and nonassessable within the meaning of applicable Bermuda law. Any common

shares offered by a prospectus supplement, upon issuance against full consideration, will be fully paid and nonassessable within

the meaning of applicable Bermuda law. There are no provisions of Bermuda law or our Memorandum or Bye-laws which

impose any limitation on the rights of shareholders to hold or vote common shares by reason of their not being residents of

Bermuda.
 

Holders of our common shares are entitled to receive dividends if and when those dividends are declared by our board

of directors, subject to rights of holders of preference shares, if any. As of the date of this prospectus, no preference shares have

been issued.
 

Voting Common Shares
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As of December 14, 2007, there were 42,978,632 voting common shares outstanding. Holders of our voting common

shares have no pre-emptive, redemption, conversion or sinking fund rights. The quorum required for a general meeting of

shareholders is two or more persons present in person and representing in person or by proxy more than 50% of the common

shares (without giving effect to the limitation on voting rights described below). Subject to the limitation on voting rights and

except as set forth below, holders of common shares are entitled to one vote per share on all matters submitted to a vote of

holders of common shares. Most matters to be approved by holders of common shares require approval by a simple majority of

the votes cast at a meeting at which a quorum is present. Under our Bye-laws, the holders of a majority of the common shares

present in person or by proxy at a meeting at which a quorum is present and voting thereon (after giving effect to the limitation

on voting rights) must generally approve a merger or amalgamation with another company. Under Bermuda law, the holders of

75% of the common shares present in person or by proxy and voting thereon (after giving effect to the limitation on voting

rights) at a meeting at which a quorum is present, must approve a discontinuation of our company from Bermuda to another

jurisdiction.
 

In the event of a liquidation, dissolution or winding-up of our company, the holders of our common shares are entitled

to share equally and ratably in our assets, if any, remaining after the payment of all of our debts and liabilities. Upon completion

of our offering, all outstanding common shares will be fully paid and nonassessable. Authorized but unissued shares may,

subject to any rights attaching to existing shares, be issued at any time and at the discretion of the board of directors without the

approval of the shareholders with such rights, preferences and limitations as the board of directors may determine.
 

Voting common shares shall not be convertible into non-voting common shares, except that if a Goldman Sachs Fund

or any affiliate thereof owns directly, by attribution or constructively any common shares, all voting common shares owned

directly, by attribution and constructively by such fund or any affiliate thereof shall convert into non-voting common shares.

Such non-voting common shares shall revert to
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being voting common shares after the date they are no longer owned by such fund or its affiliates. Upon our request, each such

fund or affiliate must timely identify all shares subject to the application of the foregoing rules.
 

Non-Voting Common Shares
 

As of December 14, 2007, there were 17,456,228 non-voting common shares in issue. Holders of our non-voting

common shares have the same rights as the holders of common shares, except that (unless otherwise granted a vote according to

the provisions of the Companies Act) they have no right to vote on any matters put before the shareholders. If holders of our

non-voting common shares are entitled to vote on corporate matters under the Companies Act, those holders may cast votes

corresponding with their shares in proportion to the votes cast by holders of our voting common shares for, against or

abstaining from any resolution.
 

At the present time, we have no intention to issue additional non-voting common shares except in the event a stock

dividend or other distribution in kind is declared on outstanding non-voting common shares.
 

Limitations on Voting Rights
 

Each voting common share has one vote on a poll of the shareholders, except that, if and for as long as (i) the number

of controlled shares (as described below) of any person would constitute 10% or more of the total combined voting power of all

classes of our shares, as determined under Treasury Regulations (after giving effect to any prior reduction in voting power as

described below), and (ii) if such person is a U.S. person, it owns directly or through non-U.S. entities any of our shares, such

person’s controlled shares, regardless of the identity of their registered holder, will confer a number of votes as determined by

the following formula:
 

((T - C) ¸ 9) - 1
 

Where: (1) “T” is the aggregate number of votes conferred by all of our issued shares immediately prior to the

application of the formula with respect to such controlled shares, adjusted to take into account each reduction in such aggregate

number of votes that results from a prior reduction in the exercisable votes conferred by any controlled shares pursuant to the

sequencing provision (as defined below) as at the same date;
 

(2) “C” is the aggregate number of votes conferred by controlled shares attributable to such person. “Controlled

shares” of any person means all voting shares (i) owned or with respect to persons who are U.S. persons deemed owned by
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application of the attribution and constructive ownership rules of Sections 958(a) and 958(b) of the Code by that person, or

(ii) beneficially owned directly or indirectly within the meaning of Section 13(d)(3) of the Securities Exchange Act of 1934, as

amended (the “Exchange Act”), and the rules and regulations thereunder other than Excluded Controlled Shares (as defined

below).
 

The formula will be applied successively as many times as may be necessary to ensure that no person (except a

U.S. person who does not own any of our shares directly or through non-U.S. entities) will be a 10% shareholder at any time

(the “sequencing provision”). For the purposes of determining the votes exercisable by shareholders as at any date, the formula

will be applied to the controlled shares of each person in declining order based on the respective numbers of controlled shares

attributable to each person. Thus, the formula will be applied first to the shares held by the person to whom the largest number

of controlled shares are attributable and thereafter sequentially with respect to the controlled shares of the person with the next

largest number of controlled shares. In each case, calculations are made on the basis of the aggregate number of votes conferred

by the issued voting common shares as of that date, as reduced by the prior application of the formula to any controlled shares

of any person as of that date. “10% shareholder” means a person who owns, in the aggregate, (1) directly, (2) with respect to

persons who are U.S. persons, by application of the attribution
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and constructive ownership rules of Sections 958(a) and 958(b) of the Code or (3) beneficially, directly or indirectly within the

meaning of Section 13(d)(3) of the Exchange Act, issued or issuable shares of our company representing 10% or more of the

total combined voting rights attaching to the issued common shares and the issued shares of any other class or classes of shares

of the Company other than, with respect to clause (3), the shares owned by a bank, broker, dealer or investment adviser which

does not have or exercise the power to vote those shares and which has only passive investment intent as reflected in its ability

to file beneficial ownership reports on Schedule 13G under the Exchange Act with respect to the common shares it holds

(known as “Excluded Controlled Shares”).
 

The directors are empowered to require any shareholder to provide information as to that shareholder’s legal or

beneficial share ownership, the names of persons having beneficial ownership of the shareholder’s shares, relationships with

other shareholders or persons or any other facts the directors may deem relevant to a determination of the number of controlled

shares attributable to any person. The directors may disregard the votes attached to shares of any holder failing to respond to

that type of request or submitting incomplete or untrue information.
 

The directors retain certain discretion to make any final adjustments to the aggregate number of votes attaching to the

shares of any shareholder that they consider fair and reasonable in all the circumstances to ensure that no person will be a 10%

shareholder at any time.
 

Preference Shares
 

Pursuant to the Bye-laws and Bermuda law, the board of directors by resolution may establish one or more series of

preference shares in such number and having such designations, relative voting rights, dividend rates, liquidation and other

rights, preferences, policies and limitations as may be fixed by the board of directors without any further shareholder approval.

Such rights, preferences, powers and limitations as may be established could also have the effect of discouraging an attempt to

obtain control of us. As of the date of this prospectus, no preference shares have been issued.
 

The preference shares, upon issuance against full consideration, will be fully paid and nonassessable. This section

describes the general terms and provisions of the preference shares. The applicable prospectus supplement will describe the

specific terms of the preference shares offered by that prospectus supplement and any general terms outlined in this section that

will not apply to those preference shares. You should refer to the Memorandum, the Bye-laws and any applicable Certificate of

Designation, Preferences and Rights or similar document or other governing instrument for complete information regarding the

terms of the class or series of preference shares described in a prospectus supplement.
 

A prospectus supplement will specify the terms of a particular class or series of preference shares as follows:
 

 •    the number of shares to be issued and sold and the distinctive designation thereof;
 

 •    the dividend rights of the preference shares, whether dividends will be cumulative and, if so, from which date or

dates and the relative rights or priority, if any, of payment of dividends on preference shares and any limitations,

restrictions or conditions on the payment of such dividends;
 

 •    the voting powers, if any, of the preference shares, equal to or greater than one vote per share, which may
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include the right to vote, as a class or with other classes of capital stock, to elect one or more of our directors;
 

 •    the terms and conditions (including the price or prices, which may vary under different conditions and at

different redemption dates), if any, upon which all or any part of the preference
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 shares may be redeemed, at whose option such a redemption may occur, and any limitations, restrictions or

conditions on such redemption;
 

 •    the terms, if any, upon which the preference shares will be convertible into or exchangeable for our shares of

any other class, classes or series;
 

 •    the relative amounts, and the relative rights or priority, if any, of payment in respect of preference shares, which

the holders of the preference shares will be entitled to receive upon our liquidation, dissolution, winding up,

merger or sale of assets;
 

 •    the terms, if any, of any purchase, retirement or sinking fund to be provided for the preference shares;
 

 •    the restrictions, limitations and conditions, if any, upon the issuance of our indebtedness so long as any

preference shares are outstanding; and
 

 •    any other relative rights, preferences, limitations and powers not inconsistent with applicable law, the

Memorandum or the Bye-laws.
 

Subject to the specification of the above terms of preference shares in a supplement to this prospectus, we anticipate

that the terms of such preference shares will correspond to those set forth below.
 

Dividends
 

The holders of preference shares may be entitled to receive dividends, if any, at the rate established in accordance with

the Bye-laws, payable on specified dates each year for the respective dividend periods ending on such dates (“dividend

periods”), when and as declared by our board of directors. Such dividends will accrue on each preference share from the first

day of the dividend period in which such share is issued or from such other date as the board of directors may fix for such

purpose. If we do not pay or set apart for payment the dividend, or any part thereof, on the issued and outstanding preference

shares for any dividend period, the deficiency in the dividend on the preference shares, if applicable, must thereafter be fully

paid or declared and set apart for payment (without interest) before any dividend may be paid or declared and set apart for

payment on the common shares. The holders of preference shares may not be entitled to participate in any other or additional

earnings or profits of ours, except for such premiums, if any, as may be payable in case of our liquidation, dissolution or

winding up.
 

Any dividend paid upon the preference shares at a time when any accrued dividends for any prior dividend period are

delinquent will be expressly declared to be in whole or partial payment of the accrued dividends to the extent thereof, beginning

with the earliest dividend period for which dividends are then wholly or partly delinquent, and will be so designated to each

shareholder to whom payment is made.
 

No dividends will be paid upon any shares of any class or series of preference shares for a current dividend period

unless there will have been paid or declared and set apart for payment dividends required to be paid to the holders of each other

class or series of preference shares for all past dividend periods of such other class or series. If any dividends are paid on any of

the preference shares with respect to any past dividend period at any time when less than the total dividends then accumulated

and payable for all past dividend periods on all of the preference shares then outstanding are to be paid or declared and set apart

for payment, then the dividends being paid will be paid on each class or series of preference shares in the proportions that the

dividends then accumulated and payable on each class or series for all past dividend periods bear to the total dividends then

accumulated and payable for all past dividend periods on all outstanding preference shares.
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Liquidation, Dissolution or Winding Up
 

In case of our voluntary or involuntary liquidation, dissolution or winding up, the holders of each class or series of

preference shares may be entitled to receive out of our assets in money or monies worth the liquidation preference with respect

to that class or series of preference shares. These holders may also receive an amount in cash equal to all accrued but unpaid

dividends thereon (whether or not earned or declared), before any of our assets will be paid or distributed to holders of common

shares.
 

It is possible that, in the case of our voluntary or involuntary liquidation, dissolution or winding up, our assets could be

insufficient to pay the holders of all of the classes or series of preference shares then outstanding the full, or any, amounts to

which they may be entitled. In that circumstance, the holders of each outstanding class or series of preference shares may share

ratably in such assets in proportion to the amounts which would be payable with respect to such class or series if all amounts

payable thereon were paid in full.
 

Our amalgamation, consolidation or merger with or into any other corporation, or a sale of all or any part of our assets,

will not be deemed to constitute a liquidation, dissolution or winding up.
 

Redemption
 

Except as otherwise provided with respect to a particular class or series of preference shares, the following general

redemption provisions will apply to each class or series of preference shares.
 

On or prior to the date fixed for redemption of a particular class or series of preference shares or any part thereof as

specified in the notice of redemption for such class or series, we will deposit adequate funds for such redemption, in trust for

the account of holders of such class or series, with a bank or trust company that has an office in the U.S., and that has, or is an

affiliate of a bank or trust company that has, capital and surplus of at least $50,000,000. If the name and address of such bank or

trust company and the deposit of or intent to deposit the redemption funds in such trust account have been stated in the

redemption notice, then from and after the mailing of the notice and the making of such deposit the shares of the class or series

called for redemption will no longer be deemed to be outstanding for any purpose whatsoever, and all rights of the holders of

such shares in or with respect to us will cease and terminate, except for the right of the holders of the shares:
 

 •    to transfer such shares prior to the date fixed for redemption;
 

 •    to receive the redemption price of such shares, including accrued but unpaid dividends to the date fixed for

redemption, without interest, upon surrender of the certificate or certificates representing the shares to be

redeemed; and
 

 •    on or before the close of business on the fifth day preceding the date fixed for redemption, to exercise privileges

of conversion, if any, not previously expired.
 

Any monies so deposited by us which remain unclaimed by the holders of the shares called for redemption and not

converted will, at the end of six years after the redemption date, be paid to us upon our request, after which repayment the

holders of the shares called for redemption can no longer look to such bank or trust company for the payment of the redemption

price but must look only to us for the payment of any lawful claim for such monies which holders of such shares may still have.

After such six-year period, the right of any shareholder or other person to receive such payment may lapse through limitations

imposed in the manner and with the effect provided under the law of Bermuda. Any portion of the monies so deposited by us, in

respect of preference shares called for redemption that are converted into common shares, will be repaid to us upon our request.
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In case of redemption of only a part of a class or series of preference shares, we will designate by lot, in such manner

as the board of directors may determine, the shares to be redeemed, or will effect such redemption pro rata.
 

Conversion Rights
 

Except as otherwise provided with respect to a particular class or series of preference shares and subject in each case to

applicable Bermuda law, the following general conversion provisions will apply to each class or series of preference shares that

is convertible into common shares.
 

All common shares issued upon conversion will be fully paid and nonassessable, and will be free of all taxes, liens and

charges with respect to the issue thereof except taxes, if any, payable by reason of issuance in a name other than that of the
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holder of the shares converted and except as otherwise provided by applicable law or the Bye-laws.
 

The number of common shares issuable upon conversion of a particular class or series of preference shares at any time

will be the quotient obtained by dividing the aggregate conversion value of the shares of such class or series surrendered for

conversion, by the conversion price per share of common shares then in effect for such class or series. We will not be required,

however, upon any such conversion, to issue any fractional share of common shares, but instead we will pay to the holder who

would otherwise be entitled to receive such fractional share if issued, a sum in cash equal to the value of such fractional share

based on the last reported sale price per common share on the New York Stock Exchange at the date of determination.

Preference shares will be deemed to have been converted as of the close of business on the date of receipt at the office of the

transfer agent of the certificates, duly endorsed, together with written notice by the holder of his election to convert the shares.
 

Except as otherwise provided with respect to a particular class or series of preference shares and subject in each case to

applicable Bermuda law, the Memorandum and the Bye-laws, the basic conversion price per ordinary share for a class or series

of preference shares, as fixed by the board of directors, may be subject to adjustment from time to time as follows:
 

 •    In case Allied World (1) pays a dividend or makes a distribution in common shares to all holders of outstanding

common shares as a class, (2) subdivides or splits the outstanding common shares into a larger number of shares

or (3) combines the outstanding common shares into a smaller number of shares, the basic conversion price per

ordinary share in effect immediately prior to that event may be adjusted retroactively so that the holder of each

outstanding share of each class or series of preference shares which by its terms is convertible into common

shares will thereafter be entitled to receive upon the conversion of such share the number of common shares

which that holder would have owned and been entitled to receive after the happening of any of the events

described above had such share of such class or series been converted immediately prior to the happening of that

event. An adjustment made pursuant to this clause will become effective retroactively immediately after such

record date in the case of a dividend or distribution and immediately after the effective date in the case of a

subdivision, split or combination. Such adjustments will be made successively whenever any event described in

this clause occurs.
 

 •    In case Allied World issues to all holders of common shares as a class any rights or warrants enabling them to

subscribe for or purchase common shares at a price per share less than the current market price per common

share at the record date for determination of shareholders entitled to receive such rights or warrants, the basic

conversion price per ordinary share in effect immediately prior thereto for each class or series of preference

shares which by its terms is convertible into common shares may be adjusted retroactively by multiplying such

basic conversion price by a fraction, of which the numerator will be the sum of the number of common shares

outstanding at such record date and the number of common shares which the
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 aggregate exercise price (before deduction of underwriting discounts or commissions and other expenses of

Allied World in connection with the issue) of the total number of shares so offered for subscription or purchase

would purchase at such current market price per share and of which the denominator will be the sum of the

number of common shares outstanding at such record date and the number of additional common shares so

offered for subscription or purchase. An adjustment made pursuant to this clause will become effective

retroactively immediately after the record date for determination of shareholders entitled to receive such rights or

warrants. Such adjustments will be made successively whenever any event described in this clause occurs.
 

 •    In case Allied World distributes to all holders of common shares as a class evidences of indebtedness or assets

(other than cash dividends), the basic conversion price per ordinary share in effect immediately prior thereto for

each class or series of preference shares which by its terms is convertible into common shares may be adjusted

retroactively by multiplying such basic conversion price by a fraction, of which the numerator will be the

difference between the current market price per ordinary share at the record date for determination of

shareholders entitled to receive such distribution and the fair value (as determined by the board of directors) of

the portion of the evidences of indebtedness or assets (other than cash dividends) so distributed applicable to one

common share and of which the denominator will be the current market price per common share. An adjustment

made pursuant to this clause will become effective retroactively immediately after such record date. Such

adjustments will be made successively whenever any event described in this clause occurs.
 

For the purpose of any computation under the last clause above, the current market price per common share on any
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date may be based upon the average of the high and low sales prices of the common shares, as reported in the New York Stock

Exchange—Composite Transactions (or such other principal market quotation as may then be applicable to the common shares)

for a certain number of consecutive trading days commencing a specified number of trading days before such date.
 

No adjustment, if applicable, will be made in the basic conversion price for any class or series of preference shares in

effect immediately prior to such computation if the amount of such adjustment would be less than $0.50. However, any

adjustments which by reason of the preceding sentence are not required to be made will be carried forward and taken into

account in any subsequent adjustment. Notwithstanding anything to the contrary, any adjustment required for purposes of

making the computations described above will be made not later than the earlier of (1) three years after the effective date

described above for such adjustment or (2) the date as of which such adjustment would result in an increase or decrease of at

least 3% in the aggregate number of common shares issued and outstanding on the first date on which an event occurred which

required the making of a computation described above. All calculations will be made to the nearest cent or to the nearest

1/100th of a share, as the case may be.
 

In the case of any capital reorganization or reclassification of common shares, or if we amalgamate or consolidate with

or merge into, or sell or dispose of all or substantially all of our property and assets to, any other corporation, proper provisions

will be made as part of the terms of such capital reorganization, reclassification, amalgamation, consolidation, merger or sale

that any shares of a particular class or series of preference shares at the time outstanding will thereafter be convertible into the

number of shares of stock or other securities or property to which a holder of the number of common shares deliverable upon

conversion of such preference shares would have been entitled upon such capital reorganization, reclassification, consolidation

or merger.
 

No dividend adjustment with respect to any preference shares or common shares will be made in connection with any

conversion.
 

Whenever there is an issue of additional common shares requiring a change in the conversion price as provided above,

and whenever there occurs any other event which results in a change in the existing
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conversion rights of the holders of shares of a class or series of preference shares, we will file with our transfer agent or agents,

a statement signed by one of our executive officers, describing specifically such issue of additional common shares or such other

event (and, in the case of a capital reorganization, reclassification, amalgamation, consolidation or merger, the terms thereof)

and the actual conversion prices or basis of conversion as changed by such issue or event and the change, if any, in the

securities issuable upon conversion. Whenever we issue to all holders of common shares as a class any rights or warrants

enabling them to subscribe for or purchase common shares, we will also file in like manner a statement describing the same and

the consideration they will receive. The statement so filed will be open to inspection by any holder of record of shares of any

class or series of preference shares.
 

We will at all times have authorized and will at all times reserve and set aside a sufficient number of duly authorized

common shares for the conversion of all shares of all then outstanding classes or series of preference shares which are

convertible into common shares.
 

Reissuance of Shares
 

Any preference shares retired by purchase, redemption, through conversion, or through the operation of any sinking

fund or redemption or purchase account, will have the status of authorized but unissued preference shares, and may be reissued

as part of the same class or series or may be reclassified and reissued by the board of directors in the same manner as any other

authorized and unissued preference shares.
 

Voting Rights
 

Except as indicated below or as otherwise required by applicable law, the holders of preference shares will have no

voting rights.
 

Whenever dividends payable on any class or series of preference shares are in arrears in an aggregate amount

equivalent to six full quarterly dividends on all of the preference shares of that class or series then outstanding, the holders of

preference shares of that class or series, together with the holders of each other class or series of preference shares ranking on a

parity with respect to the payment of dividends and amounts upon our liquidation, dissolution or winding up, may have the

right, voting together as a single class regardless of class or series, to elect two directors of our board of directors. In such case,
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we will use our best efforts to increase the number of directors constituting the board of directors to the extent necessary to

effectuate such right.
 

Whenever such special voting power of such holders of the preference shares has vested, such right may be exercised

initially either at a special general meeting of the holders of preference shares, or at any annual general meeting of shareholders,

and thereafter at annual general meetings of shareholders. The right of such holders of preference shares to elect members of the

board of directors, if applicable, will continue until such time as all dividends accumulated on such preference shares have been

paid in full, at which time that special right will terminate, subject to revesting in the event of each and every subsequent

default in an aggregate amount equivalent to six full quarterly dividends.
 

At any time when such special voting power has vested in the holders of any such preference shares as described in the

preceding paragraph, our Chief Executive Officer will, upon the written request of the holders of record of at least 10% of such

preference shares then outstanding addressed to our Secretary, call a special general meeting of the holders of such preference

shares for the purpose of electing directors. Such meeting will be held at the earliest practicable date in such place as may be

designated pursuant to the Bye-laws (or if there be no designation, at our principal office in Bermuda). If such meeting shall not

be called by our proper officers within 20 days after our Secretary has been personally served with such request, or within

60 days after mailing the same by registered or certified mail addressed to our Secretary at our principal office, then the holders

of record of at least 10% of such preference shares then outstanding may designate in writing one such holder to call such

meeting at our expense, and such meeting may be called by such holder
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so designated upon the notice required for annual general meetings of shareholders and will be held in Bermuda, unless we

otherwise designate.
 

Any holder of such preference shares so designated will have access to our register of members for the purpose of

causing meetings of shareholders to be called pursuant to these provisions. Notwithstanding the foregoing, no such special

general meeting will be called during the period within 90 days immediately preceding the date fixed for the next annual

general meeting of shareholders.
 

At any annual or special general meeting at which the holders of such preference shares have the special right, voting

separately as a class, to elect directors as described above, the presence, in person or by proxy, of the holders of 50% of such

preference shares will be required to constitute a quorum of such preference shares for the election of any director by the

holders of such preference shares, voting as a class. At any such meeting or adjournment thereof the absence of a quorum of

such preference shares will not prevent the election of directors other than those to be elected by such preference shares, voting

as a class, and the absence of a quorum for the election of such other directors will not prevent the election of the directors to be

elected by such preference shares, voting as a class.
 

During any period in which the holders of such preference shares have the right to vote as a class for directors as

described above, any vacancies in the board of directors will be filled by vote of a majority of the board of directors pursuant to

the Bye-laws. During such period the directors so elected by the holders of such preference shares will continue in office

(1) until the next succeeding annual general meeting of shareholders or until their successors, if any, are elected by such holders

and qualify or (2) unless required by applicable law to continue in office for a longer period, until termination of the right of the

holders of such preference shares to vote as a class for directors, if earlier. If and to the extent permitted by applicable law,

immediately upon any termination of the right of the holders of such preference shares to vote as a class for directors as

provided herein, the term of office of the directors then in office so elected by the holders of such preference shares will

terminate.
 

Whether or not we are being wound up, the rights attached to any class or series of preference shares may only be

varied with the consent in writing of the holders of three-quarters of the issued shares of that class or series, or with the sanction

of a special resolution approved by at least a majority of the votes cast by the holders of the shares of that class or series at a

separate general meeting in accordance with Section 47(7) of the Companies Act 1981 of Bermuda. The rights attached to any

class or series of preference shares will not be deemed to be varied by the creation or issue of any shares or any securities

convertible into or evidencing the right to purchase shares ranking prior to or equally with such class or series of the preference

shares with respect to the payment of dividends or of assets upon liquidation, dissolution or winding up. Holders of preference

shares are not entitled to vote on any amalgamation, consolidation, merger or statutory share exchange, except to the extent that

such a transaction would vary the rights attached to any class or series of preference shares, in which case any such variation is

subject to the approval process described above. Holders of preference shares are not entitled to vote on any sale of all or
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substantially all of our assets.
 

On any item on which the holders of the preference shares are entitled to vote, such holders will be entitled to one vote

for each preference share held.
 

Restrictions in Event of Default in Dividends on Preferences Shares
 

Unless we provide otherwise in a prospectus supplement, if at any time we have failed to pay dividends in full on the

preference shares, thereafter and until dividends in full, including all accrued and unpaid dividends for all past quarterly

dividend periods on the preference shares outstanding, shall have been declared and set apart in trust for payment or paid, or if

at any time we have failed to pay in full amounts
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payable with respect to any obligations to retire preference shares, thereafter and until such amounts shall have been paid in full

or set apart in trust for payment:
 

 (1) we may not redeem less than all of the preference shares at such time outstanding unless we obtain the affirmative

vote or consent of the holders of at least 662/3% of the outstanding preference shares given in person or by proxy,

either in writing or by resolution adopted at a special general meeting called for the purpose, at which the holders

of the preference shares shall vote separately as a class, regardless of class or series;
 

 (2) we may not purchase any preference shares except in accordance with a purchase offer made in writing to all

holders of preference shares of all classes or series upon such terms as the board of directors in its sole discretion

after consideration of the respective annual dividend rate and other relative rights and preferences of the respective

classes or series, will determine (which determination will be final and conclusive) will result in fair and

equitable treatment among the respective classes or series; provided that (a) we, to meet the requirements of any

purchase, retirement or sinking fund provisions with respect to any class or series, may use shares of such class or

series acquired by it prior to such failure and then held by it as treasury stock and (b) nothing will prevent us from

completing the purchase or redemption of preference shares for which a purchase contract was entered into for

any purchase, retirement or sinking fund purposes, or the notice of redemption of which was initially mailed, prior

to such failure; and
 

 (3) we may not redeem, purchase or otherwise acquire, or permit any subsidiary to purchase or acquire any shares of

any other class of our stock ranking junior to the preference shares as to dividends and upon liquidation.
 

Preemptive Rights
 

No holder of preference shares, solely by reason of such holding, has or will have any preemptive right to subscribe to

any additional issue of shares of any class or series or to any security convertible into such shares.
 

Transfer Agent
 

Our registrar and transfer agent for each of our common shares is Continental Stock Transfer & Trust Company.
 

Restriction on Transfer of Shares
 

The Bye-laws contain several provisions restricting the transferability of common shares. The directors are required to

decline to register a transfer of common shares (including a conversion into voting shares) if they have reason to believe that the

result of that transfer would be to cause (1) any U.S. person to become a 10% shareholder (as determined without giving effect

to any adjustments to voting rights discussed under “Common Shares—Limitation on Voting Rights” above) other than a

person who does not own any of our shares directly or through non-U.S. entities, (2) any of AIG, Chubb or the Goldman Sachs

Funds (collectively, the “founders”), any affiliate of a founder or any person to whom shares owned by a founder are attributed

by reason of the ownership of person by such founder, to own (after taking into account the founder back-attribution

convention), directly, through non-U.S. entities or constructively under the Code, a greater percentage of the common shares

and our shares of any other class or classes as determined by the proportionate value of such shares the greater of (x) 9.99% and

(y) the percentage of shares than such person owned as of the effective date of the Bye-laws (other than as a result of any

affiliate of a Goldman Sachs Fund holding shares as an underwriter, market maker, broker, dealer or investment adviser, up to

24.5%), or (3) any U.S. person, other than a founder, to own directly, through non-U.S. entities or constructively under the
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Code, 10% or more of common shares and our shares of any other class or classes as determined by the aggregate value of such

shares. Similar restrictions apply to our ability to issue or repurchase shares.
 

In applying the constructive ownership rules of Section 958(b) of the Code for purposes of the restrictions described in

the preceding paragraph, the rules of Section 318(a)(3) and U.S. Treasury Regulations 1.958-2(d) will only apply with respect

to the founders and their affiliates to the extent that the rules would attribute to a founder or its affiliate the shares owned

(directly or by application of the constructive and indirect ownership rules of Sections 958(a) and 958(b) of the Code) by (1) a

person that owns 25% or more of one of such founder, by vote or value, or (2) an affiliate of one of such founder. This is known

as the “founder back-attribution convention.”
 

The directors (or their designee), in their absolute discretion, may also decline to register the transfer of any shares

(including a conversion into voting shares) if they have reason to believe that (1) the transfer could expose us or any of our

subsidiaries, any shareholder or any person ceding insurance to us or to any of our subsidiaries, to, or materially increase the

risk of, material adverse tax or regulatory treatment in any jurisdiction or (2) the transfer is required to be registered under the

Securities Act of 1933, as amended (the “Securities Act”) or under the securities laws of any state of the United States or any

other jurisdiction, and that requirement has not been complied with.
 

We are authorized to request information from any holder or prospective acquiror of shares as necessary to give effect

to the transfer, conversion, issuance and repurchase restrictions described above, and may decline to effect that transaction if

complete and accurate information is not received as requested.
 

Conyers Dill & Pearman, our Bermuda counsel, has advised us that, while the precise form of the restrictions on

transfer contained in the Bye-laws is untested, as a matter of general principle, restrictions on transfers are enforceable under

Bermuda law and are not uncommon. A proposed transferee will be permitted to dispose of any shares purchased that violate

the restrictions and as to the transfer of which registration is refused. The transferor of those shares will be deemed to own the

shares for dividend, voting and reporting purposes until a transfer of the shares has been registered on our register of members.
 

If our directors refuse to register a transfer for any reason, they must notify the proposed transferor and transferee

within 30 days of such refusal. Our directors may designate our Chief Executive Officer to exercise his authority to decline to

register transfers or to limit voting rights as described above, or to take any other action, for as long as that officer is also a

director.
 

The restrictions on transfer described above will not be imposed in a way that would interfere with the settlement of

trades or transactions in the common shares entered into or through the New York Stock Exchange. However, our directors may

decline to register transfers in accordance with the Bye-laws after a settlement has taken place.
 

Anti-Takeover Effects of Certain Bye-Law Provisions
 

Our Bye-laws contain certain provisions that make it more difficult to acquire control of us by means of a tender offer,

open market purchase, a proxy fight or otherwise. These provisions are designed to encourage persons seeking to acquire

control of us to negotiate with our directors. We believe that, as a general rule, the interests of our shareholders would be best

served if any change in control results from negotiations with our directors. These provisions could have the effect of

discouraging a prospective acquiror from making a tender offer or otherwise attempting to obtain control of us. In addition,

these Bye-law provisions could prevent the removal of our current board of directors and management.
 

In addition to those provisions of the Bye-laws discussed above under “Restrictions on Transfers of Shares,” set forth

below is a description of certain other provisions of the Bye-laws. Because the following description is intended as a summary

only and is therefore not complete, you should refer to the Bye-laws,
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which are incorporated by reference as an exhibit to the registration statement of which this prospectus forms a part, for

complete information regarding these provisions.
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Board of Director Provisions
 

Our Bye-laws provide that our board of directors is divided into three classes of approximately equal size.

Accordingly, our directors serve three-year terms rather than one-year terms. Moreover, our Bye-laws provide that each

director may be removed by the shareholders only for cause upon the affirmative vote of a majority of the votes cast in

accordance with the provisions of our Bye-laws. Further, our Bye-laws fix the size of the board of directors at not less than

seven directors (although the incumbent board of directors may increase its size up to a maximum of 13 directors).
 

Our classified board of directors makes it more difficult for shareholders to change the composition of our board of

directors even if some or a majority of the shareholders believe such a change would be desirable. Moreover, these Bye-law

provisions may deter changes in the composition of the board of directors or certain mergers, tender offers or other future

takeover attempts which some or a majority of holders of our securities may deem to be in their best interest.
 

Restrictions on Certain Shareholder Actions
 

Our Bye-laws restrict the ability of our shareholders to take certain actions. These restrictions, among other things,

limit the power of our shareholders to:
 

 •    nominate persons to serve as directors;
 

 •    submit resolutions to the vote of shareholders at an annual or special general meeting; and
 

 •    requisition special general meetings.
 

Generally, the Bye-laws prohibit shareholders from taking these actions unless certain requirements specified in the

Bye-laws are met. These requirements include the giving of written notice, specifying information that must be provided in

connection with the notice or in relation to the requested action, taking of specified actions within specified time periods, and

requiring a minimum number of holders to act.
 

These requirements regulating shareholder nominations and proposals may have the effect of deterring a contest for the

election of directors or the introduction of a shareholder proposal if the procedures summarized above are not followed. They

may also discourage or deter a third party from conducting a solicitation of proxies to elect its own slate of directors or to

introduce a proposal. For a more complete description of these provisions, you should refer to the Bye-laws, which are

incorporated by reference as an exhibit to the registration statement of which this prospectus forms a part.
 

Availability of Shares For Future Issuances; Shareholder Rights Plan
 

We have available for issuance a large number of authorized but unissued shares. Generally, these shares may be

issued by action of our directors without further action by shareholders (except as may be required by New York stock

exchange requirements). The availability of these shares for issue could be viewed as enabling the directors to make more

difficult a change in our control. For example, the directors could determine to issue warrants or rights to acquire shares. In

addition, we have authorized a sufficient amount of our shares such that we could put in place a shareholder rights plan without

further action by shareholders. A shareholder rights plan could serve to dilute or deter stock ownership of persons seeking to

obtain control of us.
 

Our ability to take these actions makes it more difficult for a third party to acquire us without negotiating with the

board of directors, even if some or a majority of the shareholders desired to pursue a proposed transaction. Moreover, these

powers could discourage or defeat unsolicited stock accumulation programs and acquisition proposals.
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DESCRIPTION OF THE DEPOSITARY SHARES
 

General
 

We may, at our option, elect to offer depositary shares, each representing a fraction (to be set forth in the prospectus

supplement relating to our common shares or a particular series of preference shares) of a share of a common share or a

particular series of preference shares as described below. In the event we elect to do so, depositary receipts evidencing

depositary shares will be issued to the public.
 

The shares of common shares or a class or series of preference shares represented by depositary shares will be

deposited under a deposit agreement among us, a depositary selected by us and the holders of the depositary receipts. The

depositary will be a bank or trust company having its principal office in the U.S. and having a combined capital and surplus of
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at least $50,000,000. Subject to the terms of the deposit agreement, each owner of a depositary share may be entitled, in

proportion to the applicable fraction of a common share or preference share represented by such depositary share, to all the

rights and preferences of the common shares or preference shares represented thereby (including dividend, voting, redemption

and liquidation rights).
 

The depositary shares will be evidenced by depositary receipts issued pursuant to the deposit agreement. Depositary

receipts will be distributed to those persons purchasing the fractional shares of the common shares or related class or series of

preference shares in accordance with the terms of the offering described in the related prospectus supplement. If we issue

depositary shares the forms of deposit agreement and depositary receipt will be filed as exhibits to the registration statement of

which this prospectus forms a part, or incorporated by reference pursuant to a Current Report on Form 8-K in connection with

an offering of such securities.
 

Pending the preparation of definitive depositary receipts, the depositary may, upon our written order, issue temporary

depositary receipts substantially identical to (and entitling the holders thereof to all the rights pertaining to) the definitive

depositary receipts but not in definitive form. Definitive depositary receipts will be prepared thereafter without unreasonable

delay, and temporary depositary receipts will be exchangeable for definitive depositary receipts without charge to the holder

thereof.
 

The following description sets forth the general terms and provisions of the depositary shares. The applicable

prospectus supplement will describe the specific terms of the depositary shares offered by that prospectus supplement and any

general terms outlined in this section that will not apply to those depositary shares.
 

Dividends and Other Distributions
 

The depositary may distribute all cash dividends or other distributions received in respect of the related common

shares or class or series of preference shares to the record holders of depositary shares relating to such common shares or class

or series of preference shares in proportion to the number of such depositary shares owned by such holders.
 

In the event of a distribution other than in cash, the depositary will distribute property received by it to the record

holders of depositary shares entitled thereto, unless the depositary determines that it is not feasible to make such distribution, in

which case the depositary may, with our approval, sell such property and distribute the net proceeds from such sale to such

holders.
 

Withdrawal of Shares
 

Upon surrender of the depositary receipts at the corporate trust office of the depositary (unless the related depositary

shares have previously been called for redemption), the holder of the depositary shares
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evidenced thereby is entitled to delivery of the number of whole shares of the related common shares or class or series of

preference shares and any money or other property represented by such depositary shares. Holders of depositary shares may be

entitled to receive whole shares of the related common shares or class or series of preference shares on the basis set forth in the

prospectus supplement for such common shares or class or series of preference shares, but holders of such whole common

shares or preference shares may not thereafter be entitled to exchange them for depositary shares. If the depositary receipts

delivered by the holder evidence a number of depositary shares in excess of the number of depositary shares representing the

number of whole common shares or preference shares to be withdrawn, the depositary will deliver to such holder at the same

time a new depositary receipt evidencing such excess number of depositary shares. In no event will fractional common shares or

preference shares be delivered upon surrender of depositary receipts to the depositary.
 

Redemption of Depositary Shares
 

Whenever we redeem common shares or preference shares held by the depositary, the depositary will redeem as of the

same redemption date the number of depositary shares representing shares of common shares or the related class or series of

preference shares so redeemed. The redemption price per depositary share will be equal to the applicable fraction of the

redemption price per share payable with respect to such class or series of the common shares or preference shares. If less than

all the depositary shares are to be redeemed, the depositary shares to be redeemed will be selected by lot or pro rata as may be

determined by the depositary.
 

Voting the Common Shares Or Preference Shares
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Upon receipt of notice of any meeting at which the holders of the common shares or preference shares are entitled to

vote, the depositary will mail the information contained in such notice of meeting to the record holders of the depositary shares

relating to such common shares or preference shares. Each record holder of such depositary shares on the record date (which

will be the same date as the record date for the common shares or preference shares, as applicable) may be entitled to instruct

the depositary as to the exercise of the voting rights pertaining to the amount of the class or series of preference shares or

common shares represented by such holder’s depositary shares. The depositary will endeavor, insofar as practicable, to vote the

number of the common shares or preference shares represented by such depositary shares in accordance with such instructions,

and we will agree to take all action which the depositary deems necessary in order to enable the depositary to do so. The

depositary will abstain from voting common shares or preference shares to the extent it does not receive specific instructions

from the holders of depositary shares representing such common shares or preference shares.
 

Amendment and Termination of the Deposit Agreement
 

The form of depositary receipt evidencing the depositary shares and any provision of the deposit agreement may at any

time be amended by agreement between us and the depositary. However, any amendment which materially and adversely alters

the rights of the holders of depositary receipts will not be effective unless such amendment has been approved by the holders of

depositary receipts representing at least a majority (or, in the case of amendments relating to or affecting rights to receive

dividends or distributions or voting or redemption rights, 662/3%, unless otherwise provided in the related prospectus

supplement) of the depositary shares then outstanding. Unless otherwise provided in the related prospectus supplement, the

deposit agreement may be terminated by us or the depositary only if (1) all outstanding depositary shares have been redeemed,

(2) there has been a final distribution in respect of the common shares or the related class or series of preference shares in

connection with our liquidation, dissolution or winding up and such distribution has been distributed to the holders of

depositary receipts or (3) upon the consent of holders of depositary receipts representing not less than 66 2/3% of the depositary

shares outstanding.
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Charges of Depositary
 

Unless otherwise provided in the related prospectus supplement, (1) we will pay all transfer and other taxes and

governmental charges arising solely from the existence of the depositary arrangements, (2) we will pay charges of the

depositary in connection with the initial deposit of the related common shares or class or series of preference shares and any

redemption of such common shares or preference shares, and (3) holders of depositary receipts will pay all other transfer and

other taxes and governmental charges and such other charges as are expressly provided in the deposit agreement to be for their

accounts.
 

The depositary may refuse to effect any transfer of a depositary receipt or any withdrawal of shares of common shares

or a class or series of preference shares evidenced thereby until all such taxes and charges with respect to such depositary receipt

or such common shares or preference shares are paid by the holders thereof.
 

Miscellaneous
 

The depositary will forward all reports and communications from us which are delivered to the depositary and which

we are required to furnish to the holders of the common shares or preference shares.
 

Neither we nor the depositary will be liable if either of us is prevented or delayed by law or any circumstance beyond

our control in performing our obligations under the deposit agreement. Our obligations and the obligations of the depositary

under the deposit agreement will be limited to performance in good faith of our and their duties thereunder and neither we nor

the depositary will be obligated to prosecute or defend any legal proceeding in respect of any depositary shares or class or series

of preference shares unless satisfactory indemnity is furnished. We and the depositary may rely on written advice of counsel or

accountants, or information provided by persons presenting preference shares for deposit, holders of depositary shares or other

persons believed to be competent and on documents believed to be genuine.
 

Resignation and Removal of Depositary
 

The depositary may resign at any time by delivering to us notice of its election to do so, and we may at any time

remove the depositary. Any such resignation or removal of the depositary will take effect upon the appointment of a successor

depositary, which successor depositary must be appointed within 60 days after delivery of the notice of resignation or removal

and must be a bank or trust company having its principal office in the U.S. and having a combined capital and surplus of at

least $50,000,000.
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DESCRIPTION OF THE DEBT SECURITIES
 

We may offer debt securities. The following description sets forth the general terms and provisions of the debt

securities. The applicable prospectus supplement will describe the specific terms of the debt securities offered by that

prospectus supplement and any general terms outlined in this section that will not apply to those debt securities.
 

Our senior debt securities are to be issued under a senior indenture between us and The Bank of New York, as trustee,

a form of which is filed as an exhibit to the registration statement of which this prospectus forms a part. Our subordinated debt

securities are to be issued under a subordinated indenture between us and The Bank of New York, as trustee, a form of which is

filed as an exhibit to the registration statement of which this prospectus forms a part. The senior indentures and the subordinated

indentures are sometimes referred to herein collectively as the “indentures” and each individually as an “indenture.”
 

Because the following summaries of the material terms and provisions of the indentures and the related debt securities

are not complete, you should refer to the forms of the indentures and the debt securities for complete information regarding the

terms and provisions of the indentures, including the definitions of some of the terms used below, and the debt securities.

Wherever we refer to particular articles, sections or defined terms of an indenture, those articles, sections or defined terms are

incorporated herein by reference. Whenever we refer to particular articles, sections or defined terms of an indenture, without

specific reference to an indenture, those articles, sections or defined terms are contained in all indentures. The senior indentures

and the subordinated indentures are substantially identical, except for provisions relating to subordination.
 

General
 

The indentures do not limit the aggregate principal amount of the debt securities which we may issue thereunder and

provide that we may issue the debt securities thereunder from time to time in one or more series. (Section 3.1) Unless otherwise

described in a prospectus supplement regarding any debt securities, the indentures do not limit the amount of other indebtedness

or the debt securities which we or our subsidiaries may issue.
 

Unless otherwise provided in a prospectus supplement, our senior debt securities will be unsecured obligations and

will rank equally with all other unsecured and unsubordinated indebtedness. The subordinated debt securities will be unsecured

obligations of us, subordinated in right of payment to the prior payment in full of all Senior Indebtedness (which term includes

the senior debt securities) as described below under “Certain Provisions Applicable to Subordinated Debt Securities—

Subordination of the Subordinated Debt Securities Issued By Allied World” and in the applicable prospectus supplement.
 

Because we are a holding company, our rights and the rights of our creditors (including the holders of our debt

securities) and shareholders to participate in distributions by certain of our subsidiaries upon that subsidiary’s liquidation or

reorganization or otherwise would be subject to the prior claims of that subsidiary’s creditors, except to the extent that we may

ourselves be a creditor with recognized claims against that subsidiary or our creditor may have the benefit of a guaranty from

our subsidiary. None of our creditors has the benefit of a guaranty from any of our subsidiaries. The rights of our creditors

(including the holders of our debt securities) to participate in the distribution of stock owned by us in certain of our subsidiaries,

including our insurance subsidiaries, may also be subject to approval by certain insurance regulatory authorities having

jurisdiction over such subsidiaries.
 

The prospectus supplement relating to the particular debt securities offered thereby will describe the following terms of

the offered debt securities:
 

 •    the title of such debt securities and the series in which such debt securities will be included, which may include

medium-term notes;
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 •    the aggregate principal amount of such debt securities and any limit upon such principal amount;
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 •    the date or dates, or the method or methods, if any, by which such date or dates will be determined, on which the

principal of such debt securities will be payable;
 

 •    the rate or rates at which such debt securities will bear interest, if any, which rate may be zero in the case of

certain debt securities issued at an issue price representing a discount from the principal amount payable at

maturity, or the method by which such rate or rates will be determined (including, if applicable, any remarketing

option or similar method), and the date or dates from which such interest, if any, will accrue or the method by

which such date or dates will be determined;
 

 •    dates applicable to the date or dates on which interest will be so payable;
 

 •    the place or places where the principal of, any premium or interest on or any additional amounts with respect to

such debt securities will be payable, any of such debt securities that are issued in registered form may be

surrendered for registration of transfer or exchange, and any such debt securities may be surrendered for

conversion or exchange;
 

 •    whether any of such debt securities are to be redeemable at our option and, if so, the date or dates on which, the

period or periods within which, the price or prices at which and the other terms and conditions upon which such

debt securities may be redeemed, in whole or in part, at our option;
 

 •    whether we will be obligated to redeem or purchase any of such debt securities pursuant to any sinking fund or

analogous provision or at the option of any holder thereof and, if so, the date or dates on which, the period or

periods within which, the price or prices at which and the other terms and conditions upon which such debt

securities will be redeemed or purchased, in whole or in part, pursuant to such obligation, and any provisions for

the remarketing of such debt securities so redeemed or purchased;
 

 •    if other than denominations of $1,000 and any integral multiple thereof, the denominations in which any debt

securities to be issued in registered form will be issuable and, if other than a denomination of $5,000, the

denominations in which any debt securities to be issued in bearer form will be issuable;
 

 •    whether the debt securities will be convertible into common shares and/or exchangeable for other securities

issued by us, and, if so, the terms and conditions upon which such debt securities will be so convertible or

exchangeable;
 

 •    if other than the principal amount, the portion of the principal amount (or the method by which such portion will

be determined) of such debt securities that will be payable upon declaration of acceleration of the maturity

thereof;
 

 •    if other than United States dollars, the currency of payment, including composite currencies, of the principal of,

any premium or interest on or any additional amounts with respect to any of such debt securities;
 

 •    whether the principal of, any premium or interest on or any additional amounts with respect to such debt

securities will be payable, at our election or the election of a holder, in a currency other than that in which such

debt securities are stated to be payable and the date or dates on which, the period or periods within which, and

the other terms and conditions upon which, such election may be made;
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 •    any index, formula or other method used to determine the amount of payments of principal of, any premium or

interest on or any additional amounts with respect to such debt securities;
 

 •    whether such debt securities are to be issued in the form of one or more global securities and, if so, the identity

of the depositary for such global security or securities;
 

 •    whether such debt securities are the senior debt securities or subordinated debt securities and, if the subordinated

debt securities, the specific subordination provisions applicable thereto;
 

 •    in the case of the subordinated debt securities issued by us, the relative degree, if any, to which such

subordinated debt securities of the series will be senior to or be subordinated to other series of the subordinated

debt securities or other indebtedness of ours in right of payment, whether such other series of the subordinated

debt securities or other indebtedness are outstanding or not;
 

 •    any deletions from, modifications of or additions to the Events of Default or covenants of ours with respect to
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such debt securities;
 

 •    whether the provisions described below under “Discharge, Defeasance and Covenant Defeasance” will be

applicable to such debt securities;
 

 •    whether, under what circumstances and in which currency we will pay additional amounts on account of taxes,

fees, assessments or governmental charges on the debt securities of a series and if so, whether we will have the

option to redeem such debt securities rather than pay such additional amounts;
 

 •    whether any of such debt securities are to be issued upon the exercise of warrants, and the time, manner and

place for such debt securities to be authenticated and delivered; and
 

 •    any other terms of such debt securities and any other deletions from or modifications or additions to the

applicable indenture in respect of such debt securities. (Section 3.1)
 

We will have the ability under the indentures to “reopen” a previously issued series of the debt securities and issue

additional debt securities of that series or establish additional terms of that series. We are also permitted to issue debt securities

with the same terms as previously issued debt securities. (Section 3.1)
 

Unless otherwise provided in the related prospectus supplement, principal, premium, interest and additional amounts,

if any, with respect to any debt securities will be payable at the office or agency maintained by us for such purposes (initially

the corporate trust office of the trustee). In the case of debt securities issued in registered form, interest may be paid by check

mailed to the persons entitled thereto at their addresses appearing on the security register or by transfer to an account maintained

by the payee with a bank located in the United States. Interest on debt securities issued in registered form will be payable on

any interest payment date to the persons in whose names the debt securities are registered at the close of business on the regular

record date with respect to such interest payment date. Interest on such debt securities which have a redemption date after a

regular record date, and on or before the following interest payment date, will also be payable to the persons in whose names

the debt securities are so registered. All paying agents initially designated by us for the debt securities will be named in the

related prospectus supplement. We may at any time designate additional paying agents or rescind the designation of any paying

agent or approve a change in the office through which any paying agent acts, except that we will be required to maintain a

paying agent in each place where the principal of, any premium or interest on or any additional amounts with respect to the debt

securities are payable. (Sections 3.7, 10.2 and 11.6)
 

Unless otherwise provided in the related prospectus supplement, the debt securities may be presented for transfer (duly

endorsed or accompanied by a written instrument of transfer, if so required by us or the

44

Table of Contents

security registrar) or exchanged for other debt securities of the same series (containing identical terms and provisions, in any

authorized denominations, and of a like aggregate principal amount) at the office or agency maintained by us for such purposes

(initially the corporate trust office of the trustee). Such transfer or exchange will be made without service charge, but we may

require payment of a sum sufficient to cover any tax or other governmental charge and any other expenses then payable. We

will not be required to (1) issue, register the transfer of, or exchange, the debt securities during a period beginning at the

opening of business 15 days before the day of mailing of a notice of redemption of any such debt securities and ending at the

close of business on the day of such mailing or (2) register the transfer of or exchange any debt security so selected for

redemption in whole or in part, except the unredeemed portion of any debt security being redeemed in part. (Section 3.5)
 

We will appoint the trustee as security registrar. Any transfer agent (in addition to the security registrar) initially

designated by us for any debt securities will be named in the related prospectus supplement. We may at any time designate

additional transfer agents or rescind the designation of any transfer agent or approve a change in the office through which any

transfer agent acts, except that we will be required to maintain a transfer agent in each place where the principal of, any

premium or interest on, or any additional amounts with respect to the debt securities are payable. (Section 10.2)
 

Unless otherwise provided in the related prospectus supplement, the debt securities will be issued only in fully

registered form without coupons in minimum denominations of $1,000 and any integral multiple thereof. (Section 3.2) The debt

securities may be represented in whole or in part by one or more global debt securities registered in the name of a depositary or

its nominee and, if so represented, interests in such global debt security will be shown on, and transfers thereof will be effected

only through, records maintained by the designated depositary and its participants as described below. Where the debt securities

of any series are issued in bearer form, the special restrictions and considerations, including special offering restrictions and

special U.S. federal income tax considerations, applicable to such debt securities and to payment on and transfer and exchange
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of such debt securities will be described in the related prospectus supplement.
 

The debt securities may be issued as original issue discount securities (bearing no interest or bearing interest at a rate

which at the time of issuance is below market rates) to be sold at a substantial discount below their principal amount and may

for various other reasons be considered to have original issue discount for U.S. federal income tax purposes. In general, original

issue discount is included in the income of holders on a yield-to-maturity basis. Accordingly, depending on the terms of the

debt securities, holders may be required to include amounts in income prior to the receipt thereof. Special U.S. federal income

tax and other considerations applicable to original issue discount securities will be described in the related prospectus

supplement.
 

If the purchase price of any debt securities is payable in one or more foreign currencies or currency units or if any debt

securities are denominated in one or more foreign currencies or currency units or if the principal of, or any premium or interest

on, or any additional amounts with respect to, any debt securities is payable in one or more foreign currencies or currency units,

the restrictions, elections, certain U.S. federal income tax considerations, specific terms and other information with respect to

such debt securities and such foreign currency or currency units will be set forth in the related prospectus supplement.
 

We will comply with Section 14(e) under the Exchange Act, and any other tender offer rules under the Exchange Act

which may then be applicable, in connection with any obligation of ours to purchase debt securities at the option of the holders.

Any such obligation applicable to a series of debt securities will be described in the related prospectus supplement.
 

Unless otherwise described in a prospectus supplement relating to any debt securities, the indentures do not contain

any provisions that would limit our ability to incur indebtedness or that would afford holders of the debt securities protection in

the event of a sudden and significant decline in our credit quality or a takeover, recapitalization or highly leveraged or similar

transaction involving us. Accordingly, we could in the
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future enter into transactions that could increase the amount of indebtedness outstanding at that time or otherwise affect our

capital structure or credit rating.
 

You should refer to the prospectus supplement relating to a particular series of the debt securities for information

regarding any deletions from, modifications of, or additions to the Events of Defaults described below or our covenants

contained in the respective indenture, including any addition of a covenant or other provisions providing event risk or similar

protection.
 

Conversion and Exchange
 

The terms, if any, on which debt securities of any series are convertible into or exchangeable for common shares,

preference shares or other securities, whether issued by us, property or cash, or a combination of any of the foregoing, will be

set forth in the related prospectus supplement. Such terms may include provisions for conversion or exchange, either

mandatory, at the option of the holder, or at our option, in which the securities, property or cash to be received by the holders of

the debt securities would be calculated according to the factors and at such time as described in the related prospectus

supplement. Any such conversion or exchange will comply with applicable Bermuda law, the Memorandum and the Bye-laws.
 

Consolidation, Amalgamation, Merger and Sale of Assets
 

Unless otherwise described in a prospectus supplement, each indenture provides that we may not (1) consolidate or

amalgamate with or merge into any Person (whether or not affiliated with us) or convey, transfer or lease our properties and

assets as an entirety or substantially as an entirety to any Person (whether or not affiliated with us), or (2) permit any Person

(whether or not affiliated with us) to consolidate or amalgamate with or merge into us, or convey, transfer or lease its properties

and assets as an entirety or substantially as an entirety to us, unless (a) in the case of (1) above, such Person is a corporation

organized and existing under the laws of the U.S., any state thereof or the District of Columbia, Bermuda or any country which

is, on the date of the indenture, a member of the Organization of Economic Cooperation and Development and will expressly

assume, by supplemental indenture satisfactory in form to the trustee, the due and punctual payment of the principal of, any

premium and interest on and any additional amounts with respect to all of the debt securities issued thereunder, and the

performance of our obligations under such indenture and the debt securities issued thereunder, and provides for conversion or

exchange rights in accordance with the provisions of the debt securities of any series that are convertible or exchangeable into

common shares or other securities; (b) immediately after giving effect to such transaction, no Event of Default, and no event

which after notice or lapse of time or both would become an Event of Default, will have happened and be continuing; and

(c) certain other conditions are met.
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Events of Default
 

Unless we provide other or substitute Events of Default in a prospectus supplement, the following events will

constitute an Event of Default under the applicable indenture with respect to any series of debt securities issued thereunder

(whatever the reason for such Event of Default and whether it will be voluntary or involuntary or be effected by operation of law

or pursuant to any judgment, decree or order of any court or any order, rule or regulation of any administrative or governmental

body):
 

 •    default in the payment of any interest on any debt security of such series, or any additional amounts payable

with respect thereto, when such interest becomes or such additional amounts become due and payable, and

continuance of such default for a period of 60 days;
 

 •    default in the payment of the principal of or any premium on any debt security of such series, or any additional

amounts payable with respect thereto, when such principal, premium or such additional amounts become due

and payable either at maturity, upon any redemption, by declaration of acceleration or otherwise;
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 •    failure to file timely periodic reports with the Commission that continues for 180 days after written notice;
 

 •    default by us in the performance, or breach, of any other covenant or warranty of ours contained in the

applicable indenture for the benefit of such series or in the debt securities of such series, and the continuance of

such default or breach for a period of 90 days after there has been given written notice as provided in such

indenture;
 

 •    certain events relating to bankruptcy, insolvency or reorganization of us; and
 

 •    any other Event of Default provided in or pursuant to the indenture.
 

If an Event of Default with respect to the debt securities of any series (other than an Event of Default described in

clause (5) of the preceding paragraph) occurs and is continuing, either the trustee or the holders of at least 25% in principal

amount of the outstanding debt securities of such series by written notice as provided in the applicable indenture may declare

the principal amount (or such lesser amount as may be provided for in the debt securities of such series) of all outstanding debt

securities of such series to be due and payable immediately. At any time after a declaration of acceleration has been made, but

before a judgment or decree for payment of money has been obtained by the trustee, and subject to applicable law and certain

other provisions of the applicable indenture, the holders of a majority in aggregate principal amount of the debt securities of

such series may, under certain circumstances, rescind and annul such acceleration. An Event of Default described in clause (5)

of the preceding paragraph will cause the principal amount and accrued interest (or such lesser amount as provided for in the

debt securities of such series) to become immediately due and payable without any declaration or other act by the trustee or any

holder.
 

Each indenture provides that, within 90 days after the occurrence of any event which is, or after notice or lapse of time

or both would become, an Event of Default with respect to the debt securities of any series, the trustee will transmit, in the

manner set forth in such indenture and subject to the exceptions described below, notice of such default to the holders of the

debt securities of such series unless such default has been cured or waived. However, except in the case of a default in the

payment of principal of, or premium, if any, or interest, if any, on, or additional amounts or any sinking fund with respect to,

any debt security of such series, we may withhold such notice if and so long as a trust committee of directors and/or responsible

officers of the trustee in good faith determine that the withholding of such notice is in the best interest of the holders of the debt

securities of such series. In addition, in the case of any default of the character described in clause (3) or (4) of the second

preceding paragraph, no such notice to holders will be given until at least 60 days after the default occurs.
 

If an Event of Default occurs and is continuing with respect to the debt securities of any series, the trustee may in its

discretion proceed to protect and enforce its rights and the rights of the holders of the debt securities of such series by all

appropriate judicial proceedings. Each indenture provides that, subject to the duty of the trustee during any default to act with

the required standard of care, the trustee will be under no obligation to exercise any of its rights or powers under such indenture

at the request or direction of any of the holders of the debt securities, unless such holders shall have offered to the trustee

reasonable indemnity. Subject to such provisions for the indemnification of the trustee, and subject to applicable law and certain

other provisions of the applicable indenture, the holders of a majority in aggregate principal amount of the outstanding debt

securities of any series will have the right to direct the time, method and place of conducting any proceeding for any remedy
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available to the trustee, or exercising any trust or power conferred on the trustee, with respect to debt securities of such series.
 

Modification and Waiver
 

We and the trustee may modify or amend any indenture with the consent of the holders of not less than a majority in

aggregate principal amount of the outstanding debt securities of each series affected
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thereby; provided, however, that no such modification or amendment may, without the consent of the holder of each outstanding

debt security affected thereby:
 

 •    change the stated maturity of the principal of, or any premium or installment of interest on, or any additional

amounts with respect to, any debt security,
 

 •    reduce the principal amount of, or the rate (or modify the calculation of such principal amount or rate) of interest

on, or any additional amounts with respect to, or any premium payable upon the redemption of, any debt

security,
 

 •    change our obligation to pay additional amounts with respect to any debt security,
 

 •    change the redemption provisions of any debt security or, following the occurrence of any event that would

entitle a holder to require us to repay any debt security at the option of the holder, adversely affect the right of

repayment at the option of such holder, of any affected debt security,
 

 •    change the place of payment or the coin or currency in which the principal of, any premium or interest on or any

additional amounts with respect to, any debt security is payable,
 

 •    impair the right to institute suit for the enforcement of any payment on or after the stated maturity of any debt

security (or, in the case of redemption, on or after the redemption date or, in the case of repayment at the option

of any holder, on or after the repayment date),
 

 •    reduce the percentage in principal amount of the outstanding debt securities, the consent of whose holders is

required in order to take specific actions,
 

 •    reduce the requirements for quorum or voting by holders of debt securities in the applicable section of each

indenture,
 

 •    modify any of the provisions in the applicable indenture regarding the waiver of past defaults and the waiver of

certain covenants by the holders of the debt securities except to increase any percentage vote required or to

provide that other provisions of such indenture cannot be modified or waived without the consent of the holder

of each debt security affected thereby,
 

 •    make any change that adversely affects the right to convert or exchange any debt security into or for our

common shares or other debt securities or other securities, cash or property in accordance with its terms,
 

 •    modify any of the provisions of the subordinated indenture relating to the subordination of the subordinated debt

securities in a manner adverse to holders of the subordinated debt securities, or
 

 •    modify any of the above provisions.
 

In addition, no supplemental indenture may directly or indirectly modify or eliminate the subordination provisions of

the subordinated indenture in any manner which might terminate or impair the subordination of the subordinated debt securities

to Senior Indebtedness without the prior written consent of the holders of the Senior Indebtedness.
 

We and the trustee may modify or amend any indenture and debt securities of any series without the consent of any

holder in order to, among other things:
 

 •    provide for our successor pursuant to a consolidation, amalgamation, merger or sale of assets;
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 •    add to our covenants for the benefit of the holders of all or any series of debt securities or to surrender any right

or power conferred upon us by the applicable indenture;
 

 •    provide for a successor trustee with respect to debt securities of all or any series;
 

 •    cure any ambiguity or correct or supplement any provision in any indenture which may be defective or

inconsistent with any other provision, or to make any other provisions with respect to matters or questions

arising under any indenture which will not adversely affect the interests of the holders of debt securities of any

series issued thereunder in any material respect;
 

 •    change the conditions, limitations and restrictions on the authorized amount, terms or purposes of issue,

authentication and delivery of debt securities under any indenture;
 

 •    add any additional Events of Default with respect to all or any series of debt securities;
 

 •    provide for conversion or exchange rights of the holders of any series of debt securities; or
 

 •    make any other change that does not materially adversely affect the interests of the holders of any debt securities

then outstanding under the applicable indenture. (Section 9.1)
 

The holders of at least a majority in aggregate principal amount of debt securities of any series may, on behalf of the

holders of all debt securities of that series, waive compliance by us with certain restrictive provisions of the applicable

indenture. (Section 10.8) The holders of not less than a majority in aggregate principal amount of the outstanding debt

securities of any series may, on behalf of the holders of all debt securities of that series, waive any past default and its

consequences under the applicable indenture with respect to debt securities of that series, except a default (1) in the payment of

principal of, any premium or interest on or any additional amounts with respect to debt securities of that series or (2) in respect

of a covenant or provision of the applicable indenture that cannot be modified or amended without the consent of the holder of

each debt security of any series. (Section 5.13)
 

Under each indenture, we are required to furnish the trustee annually a statement as to its performance of certain of its

obligations under that indenture and as to any default in such performance. We are also required to deliver to the trustee, within

five days after occurrence thereof, written notice of any Event of Default or any event which after notice or lapse of time or both

would constitute an Event of Default. (Section 10.9)
 

Discharge, Defeasance and Covenant Defeasance
 

We may discharge certain obligations to holders of any series of debt securities that have not already been delivered to

the trustee for cancellation and that either have become due and payable or will become due and payable within one year (or

scheduled for redemption within one year) by depositing with the trustee, in trust, funds in U.S. dollars or in the Foreign

Currency (as defined below) in which such debt securities are payable in an amount or Government Obligations (as defined

below), or both, applicable to such debt securities which through the scheduled payment of principal and interest in accordance

with their terms will provide money in an amount sufficient (without reinvestment) to pay the entire indebtedness on such debt

securities with respect to principal and any premium, interest and additional amounts to the date of such deposit (if such debt

securities have become due and payable) or with respect to principal, any premium and interest to the maturity or redemption

date thereof, as the case may be. (Section 4.1)
 

Each indenture provides that, unless the provisions of Section 4.2 thereof are made inapplicable to debt securities of or

within any series pursuant to Section 3.1 thereof, we may elect either (1) to defease and be discharged from any and all

obligations with respect to such debt securities (except for, among other things, the obligation to pay additional amounts, if any,

upon the occurrence of certain events of taxation, assessment
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or governmental charge with respect to payments on such debt securities, if the debt securities of a series provide for the

payment of such additional amounts, and other obligations to register the transfer or exchange of such debt securities, to replace

temporary or mutilated, destroyed, lost or stolen debt securities, to maintain an office or agency with respect to such debt

securities and to hold monies for payment in trust) (“defeasance”) or (2) to be released from its obligations with respect to such

debt securities under certain covenants as described in the related prospectus supplement, and any omission to comply with such
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obligations will not constitute a default or an Event of Default with respect to such debt securities (“covenant defeasance”).

Defeasance or covenant defeasance, as the case may be, will be conditioned upon the irrevocable deposit by us with the trustee,

in trust, of an amount in U.S. dollars or in the Foreign Currency in which such debt securities are payable at stated maturity, or

Government Obligations, or both, applicable to such debt securities which through the scheduled payment of principal and

interest in accordance with their terms will provide money in an amount sufficient (without reinvestment) to pay the principal

of, any premium and interest on such debt securities on the scheduled due dates or any prior redemption date. (Section 4.2)
 

Such a trust may only be established if, among other things:
 

 •    the applicable defeasance or covenant defeasance does not result in a breach or violation of, or constitute a

default under or any material agreement or instrument to which we are a party or by which we are bound;
 

 •    no Event of Default or event which with notice or lapse of time or both would become an Event of Default with

respect to the debt securities to be defeased will have occurred and be continuing on the date of establishment of

such a trust after giving effect to such establishment and, with respect to defeasance only, no bankruptcy

proceeding will have occurred and be continuing at any time during the period ending on the 91st day after such

date;
 

 •    with respect to registered securities, we have delivered to the trustee an opinion of counsel (as specified in each

indenture) to the effect that the holders of such debt securities will not recognize income, gain or loss for

U.S. federal income tax purposes as a result of such defeasance or covenant defeasance and will be subject to

U.S. federal income tax on the same amounts, in the same manner and at the same times as would have been the

case if such defeasance or covenant defeasance had not occurred, and such opinion of counsel, in the case of

defeasance, must refer to and be based upon a letter ruling of the Internal Revenue Service received by us, a

Revenue Ruling published by the Internal Revenue Service or a change in applicable U.S. federal income tax

law occurring after the date of the applicable indenture; and
 

 •    with respect to defeasance, we have delivered to the trustee an officers’ certificate as to solvency and the

absence of intent of preferring holders over other creditors. (Section 4.2)
 

“Foreign Currency” means any currency, currency unit or composite currency, including, without limitation, the euro,

issued by the government of one or more countries other than the United States of America or by any recognized confederation

or association of such governments. (Section 1.1)
 

“Government Obligations” means debt securities which are (1) direct obligations of the United States of America or

the other government or governments or confederation or association of governments which issued the Foreign Currency in

which the debt securities of a particular series are payable, in each case where the payment or payments thereunder are

supported by the full faith and credit of such government or governments or confederation or association of governments or

(2) obligations of a Person controlled or supervised by and acting as an agency or instrumentality of the United States of

America or such other government or governments or confederation or association of governments which issued the Foreign

Currency in which the debt securities of such series are payable, in each case, where the timely payment or payments thereunder

are unconditionally guaranteed as a full faith and credit obligation by the United States of America or such other government or

governments or confederation or association of governments, and which, in the
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case of clauses (1) or (2), are not callable or redeemable at our option, and will also include a depository receipt issued by a

bank or trust company as custodian with respect to any such Government Obligation or a specific payment of interest on or

principal of or other amount with respect to any such Government Obligation held by such custodian for the account of the

holder of such depository receipt, provided that (except as required by law) such custodian is not authorized to make any

deduction from the amount payable to the holder of such depository receipt from any amount received by the custodian with

respect to the Government Obligation or the specific payment of interest on or principal of or other amount with respect to the

Government Obligation evidenced by such depository receipt. (Section 1.1)
 

If after we have deposited funds and/or Government Obligations to effect defeasance or covenant defeasance with

respect to debt securities of any series, (1) the holder of a debt security of that series is entitled to, and does, elect pursuant to

Section 3.1 of the applicable indenture or the terms of such debt security to receive payment in a currency other than that in

which such deposit has been made in respect of such debt security, or (2) a Conversion Event (as defined below) occurs in

respect of the Foreign Currency in which such deposit has been made, the indebtedness represented by such debt security will
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be deemed to have been, and will be, fully discharged and satisfied through the payment of the principal of, any premium and

interest on, if any, and any additional amounts, if any, with respect to, such debt security as such debt security becomes due out

of the proceeds yielded by converting the amount or other properties so deposited in respect of such debt security into the

currency in which such debt security becomes payable as a result of such election or such Conversion Event based on (a) in the

case of payments made pursuant to clause (1) above, the applicable market exchange rate for such currency in effect on the

second business day prior to such payment date, or (b) with respect to a Conversion Event, the applicable market exchange rate

for such Foreign Currency in effect (as nearly as feasible) at the time of the Conversion Event. (Section 4.2)
 

“Conversion Event” means the cessation of use of (1) a Foreign Currency both by the government of the country or

countries which issued such Foreign Currency and for the settlement of transactions by a central bank or other public

institutions of or within the international banking community or (2) any currency unit or composite currency for the purposes

for which it was established. (Section 1.1)
 

In the event we effect covenant defeasance with respect to any debt securities and such debt securities are declared due

and payable because of the occurrence of any Event of Default other than an Event of Default with respect to any covenant as to

which there has been covenant defeasance, the amount in such Foreign Currency in which such debt securities are payable, and

Government Obligations on deposit with the trustee, will be sufficient to pay amounts due on such debt securities at the time of

the stated maturity or redemption date but may not be sufficient to pay amounts due on such debt securities at the time of the

acceleration resulting from such Event of Default. However, we would remain liable to make payment of such amounts due at

the time of acceleration.
 

Redemption
 

Unless otherwise described in a prospectus supplement relating to any debt securities, we may, at our option, redeem

any series of debt securities, in whole or in part, at any time at the redemption price. Unless otherwise described in a prospectus

supplement, debt securities will not be subject to sinking fund or other mandatory redemption or to redemption or repurchase at

the option of the holders upon a change of control, a change in management, an asset sale or any other specified event. We do

not currently have any debt securities outstanding that are subject to redemption or repurchase at the option of the holders. We

will include appropriate risk factor disclosure in any prospectus supplement prepared in connection with the issuance of debt

securities that are subject to redemption or repurchase at the option of the holders.
 

In the case where debt securities of a series provide for the payment of additional amounts, we may redeem such debt

securities at our option, in whole but not in part, at a redemption price equal to 100% of the principal amount, together with

accrued and unpaid interest and additional amounts, if any, to the date fixed for redemption, if at any time, we receive an

opinion of counsel stating that as a result of any change to the
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laws of any relevant taxing jurisdiction, any action taken by the relevant taxing jurisdiction which action is applied with respect

to us or a decision rendered by a court of such relevant taxing jurisdiction, there is a substantial probability that we will be

required to pay additional amounts as of the next interest payment date and such requirements cannot be avoided by the use or

reasonable measures then available. Any such redemption will be subject to the redemption provisions in each indenture.
 

Unless otherwise described in a prospectus supplement, notice of any redemption will be mailed at least 30 days but

not more than 60 days before the redemption date to each holder of debt securities to be redeemed at its registered address.

Unless we default in payment of the redemption price, on and after the redemption date, interest will cease to accrue on the debt

securities or portions thereof called for redemption.
 

Global Securities
 

The debt securities of a series may be issued in whole or in part in the form of one or more global debt securities that

will be deposited with, or on behalf of, a depositary identified in the prospectus supplement relating to such series.
 

The specific terms of the depositary arrangement with respect to a series of the debt securities will be described in the

prospectus supplement relating to such series. We anticipate that the following provisions will apply to all depositary

arrangements.
 

Upon the issuance of a global security, the depositary for such global security or its nominee will credit, on its book-

entry registration and transfer system, the respective principal amounts of the debt securities represented by such global

security. Such accounts will be designated by the underwriters or agents with respect to such debt securities or by us if such
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debt securities are offered and sold directly by us. Ownership of beneficial interests in a global security will be limited to

persons that may hold interests through participants. Ownership of beneficial interests in such global security will be shown on,

and the transfer of that ownership will be effected only through, records maintained by the depositary or its nominee (with

respect to interests of participants) and on the records of participants (with respect to interests of persons other than

participants). The laws of some states require that certain purchasers of securities take physical delivery of such securities in

definitive form. Such limits and such laws may impair the ability to transfer beneficial interests in a global security.
 

So long as the depositary for a global security, or its nominee, is the registered owner of such global security, such

depositary or such nominee, as the case may be, will be considered the sole owner or holder of the debt securities represented

by such global security for all purposes under the applicable indenture. Except as described below, owners of beneficial

interests in a global security will not be entitled to have the debt securities of the series represented by such global security

registered in their names and will not receive or be entitled to receive physical delivery of the debt securities of that series in

definitive form.
 

Principal of, any premium and interest on, and any additional amounts with respect to, the debt securities registered in

the name of a depositary or its nominee will be made to the depositary or its nominee, as the case may be, as the registered

owner of the global security representing such debt securities. None of the trustee, any paying agent, the security registrar, or

Allied World will have any responsibility or liability for any aspect of the records relating to or payments made on account of

beneficial ownership interests of the global security for such debt securities or for maintaining, supervising or reviewing any

records relating to such beneficial ownership interests.
 

We expect that the depositary for a series of the debt securities or its nominee, upon receipt of any payment with

respect to such debt securities, will credit immediately participants’ accounts with payments in amounts proportionate to their

respective beneficial interest in the principal amount of the global security for such debt securities as shown on the records of

such depositary or its nominee. We also expect that payments by participants to owners of beneficial interests in such global

security held through such participants will be
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governed by standing instructions and customary practices, as is now the case with securities held for the accounts of customers

registered in “street name,” and will be the responsibility of such participants.
 

The indentures provide that if:
 

 •    the depositary for a series of the debt securities notifies us that it is unwilling or unable to continue as depositary

or if such depositary ceases to be eligible under the applicable indenture and a successor depositary is not

appointed by us within 90 days of written notice;
 

 •    we determine that the debt securities of a particular series will no longer be represented by global securities and

execute and deliver to the trustee a company order to such effect;
 

 •    an Event of Default with respect to a series of the debt securities has occurred and is continuing; or
 

 •    the global securities will be exchanged for the debt securities of such series in definitive form of like tenor and

of an equal aggregate principal amount, in authorized denominations.
 

Such definitive debt securities will be registered in such name or names as the depositary shall instruct the trustee.

(Section 3.5) It is expected that such instructions may be based upon directions received by the depositary from participants

with respect to ownership of beneficial interests in global securities.
 

Payment of Additional Amounts
 

If the debt securities of a series provide for the payment of additional amounts on account of taxes, fees, assessments or

governmental charges as will be described in the related prospectus supplement, we will pay to the holder of the debt securities

of such series the additional amounts as described herein and therein.
 

We will make all payments of principal of and premium, if any, interest and any other amounts on, or in respect of, the

debt securities of any series without withholding or deduction at source for, or on account of, any present or future taxes, fees,

duties, assessments or governmental charges of whatever nature imposed or levied by or on behalf of any jurisdiction in which

we are organized (a “taxing jurisdiction”) or any political subdivision or taxing authority thereof or therein, unless such taxes,

fees, duties, assessments or governmental charges are required to be withheld or deducted by (x) the laws (or any regulations or
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rulings promulgated thereunder) of a taxing jurisdiction or any political subdivision or taxing authority thereof or therein or

(y) an official position regarding the application, administration, interpretation or enforcement of any such laws, regulations or

rulings (including, without limitation, a holding by a court of competent jurisdiction or by a taxing authority in a taxing

jurisdiction or any political subdivision thereof). If a withholding or deduction at source is required, we will, subject to certain

limitations and exceptions described below, pay to the holder of any such debt security such additional amounts as may be

necessary so that every net payment of principal, premium, if any, interest or any other amount made to such holder, after the

withholding or deduction, will not be less than the amount provided for in such debt security and the applicable indenture to be

then due and payable.
 

Notwithstanding the foregoing, we will not be required to pay any additional amounts for or on account of:
 

 •    any tax, fee, duty, assessment or governmental charge of whatever nature which would not have been imposed

but for the fact that such holder (a) was a resident, domiciliary or national of, or engaged in business or

maintained a permanent establishment or was physically present in, the relevant taxing jurisdiction or any

political subdivision thereof or otherwise had some connection with the relevant taxing jurisdiction other than by

reason of the mere ownership of, or receipt of payment under, such debt security, (b) presented such debt

security for payment in the relevant
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 taxing jurisdiction or any political subdivision thereof, unless such debt security could not have been presented

for payment elsewhere, or (c) presented such debt security for payment more than 30 days after the date on

which the payment in respect of such debt security became due and payable or provided for, whichever is later,

except to the extent that the holder would have been entitled to such additional amounts if it had presented such

debt security for payment on any day within that 30-day period;
 

 •    any estate, inheritance, gift, sale, transfer, personal property or similar tax, assessment or other governmental

charge;
 

 •    any tax, assessment or other governmental charge that is imposed or withheld by reason of the failure by the

holder or the beneficial owner of such debt security to comply with any reasonable request by us addressed to

the holder within 90 days of such request (a) to provide information concerning the nationality, residence or

identity of the holder or such beneficial owner or (b) to make any declaration or other similar claim or satisfy

any information or reporting requirement, which is required or imposed by statute, treaty, regulation or

administrative practice of the relevant taxing jurisdiction or any political subdivision thereof as a precondition to

exemption from all or part of such tax, assessment or other governmental charge; or
 

 •    any combination of items (1), (2), and (3).
 

In addition, we will not pay additional amounts with respect to any payment of principal of, or premium, if any,

interest or any other amounts on, any such debt security to any holder who is a fiduciary or partnership or other than the sole

beneficial owner of such debt security to the extent such payment would be required by the laws of the relevant taxing

jurisdiction (or any political subdivision or relevant taxing authority thereof or therein) to be included in the income for tax

purposes of a beneficiary or partner or settlor with respect to such fiduciary or a member of such partnership or a beneficial

owner who would not have been entitled to such additional amounts had it been the holder of the debt security. (Section 10.4)
 

As further described above under “Redemption”, in certain cases where debt securities of a series provide for the

payment of additional amounts, we may redeem such debt securities at its option, in whole but not in part, at a redemption price

equal to 100% of the principal amount, together with accrued and unpaid interest and additional amounts, if any, to the date

fixed for redemption.
 

New York Law to Govern
 

The indentures and the debt securities will be governed by, and construed in accordance with, the laws of the State of

New York applicable to agreements made or instruments entered into and, in each case, performed in that state.
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CERTAIN PROVISIONS APPLICABLE TO SUBORDINATED DEBT SECURITIES
 

Subordination of the Subordinated Debt Securities Issued by Allied World
 

Our subordinated debt securities will, to the extent set forth in the subordinated indenture, be subordinate in right of

payment to the prior payment in full of all our Senior Indebtedness. (Section 16.1 of our subordinated indenture). As of

December 14, 2007, we had an aggregate of $513.9 million principal plus accrued interest on outstanding Senior Indebtedness.

In the event of:
 

 (1) any insolvency or bankruptcy case or proceeding, or any receivership, liquidation, reorganization or other similar

case or proceeding in connection therewith, relative to us or to our creditors, as such, or to our assets; or
 

 (2) any voluntary or involuntary liquidation, dissolution or other winding up of ours, whether or not involving

insolvency or bankruptcy; or
 

 (3) any assignment for the benefit of creditors or any other marshalling of assets and liabilities of ours,
 

then and in any such event the holders of our Senior Indebtedness will be entitled to receive payment in full of all amounts due

or to become due on or in respect of all such Senior Indebtedness, or provision will be made for such payment in cash, before

the holders of the subordinated debt securities are entitled to receive or retain any payment on account of principal of, or any

premium or interest on, or any additional amounts with respect to, subordinated debt securities, and to that end the holders of

our Senior Indebtedness will be entitled to receive, for application to the payment thereof, any payment or distribution of any

kind or character, whether in cash, property or securities, including any such payment or distribution which may be payable or

deliverable by reason of the payment of any other Indebtedness of ours being subordinated to the payment of our subordinated

debt securities, which may be payable or deliverable in respect of our subordinated debt securities in any such case, proceeding,

dissolution, liquidation or other winding up event. (Section 16.3 of our subordinated indenture)
 

By reason of such subordination, in the event of our liquidation or insolvency, holders of our Senior Indebtedness and

holders of other obligations of ours that are not subordinated to our Senior Indebtedness may recover more, ratably, than the

holders of our subordinated debt securities.
 

Subject to the payment in full of all Senior Indebtedness of ours, the rights of the holders of our subordinated debt

securities will be subrogated to the rights of the holders of our Senior Indebtedness to receive payments or distributions of cash,

property or securities of ours applicable to such Senior Indebtedness until the principal of, any premium and interest on, and any

additional amounts with respect to, our subordinated debt securities have been paid in full. (Section 16.4 of our subordinated

indenture)
 

No payment of principal (including redemption and sinking fund payments) of or any premium or interest on or any

additional amounts with respect to our subordinated debt securities, or payments to acquire such securities (other than pursuant

to their conversion), may be made (1) if any Senior Indebtedness of ours is not paid when due and any applicable grace period

with respect to such default has ended and such default has not been cured or waived or ceased to exist, or (2) if the maturity of

any Senior Indebtedness of ours has been accelerated because of a default. (Section 16.2 of our subordinated indenture)
 

Our subordinated indenture does not limit or prohibit us from incurring additional Senior Indebtedness, which may

include Indebtedness that is senior to our subordinated debt securities, but subordinate to our other obligations. The senior debt

securities issued by us will constitute Senior Indebtedness under our subordinated indenture.
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For purposes of this section, the term “Senior Indebtedness” means all Indebtedness of ours outstanding at any time,

except:
 

 (1) the subordinated debt securities;
 

 (2) Indebtedness as to which, by the terms of the instrument creating or evidencing the same, it is provided that such

Indebtedness is subordinated to or ranks equally with our subordinated debt securities;
 

 (3) Indebtedness of ours to an Affiliate of ours;
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 (4) interest accruing after the filing of a petition initiating any bankruptcy, insolvency or other similar proceeding

unless such interest is an allowed claim enforceable against us in a proceeding under federal or state bankruptcy

laws; and
 

 (5) trade accounts payable.
 

Such Senior Indebtedness will continue to be Senior Indebtedness and be entitled to the benefits of the subordination

provisions irrespective of any amendment, modification or waiver of any term of such Senior Indebtedness. (Sections 1.1 and

16.8 of our subordinated indenture)
 

Our subordinated indenture provides that the foregoing subordination provisions, insofar as they relate to any

particular issue of our subordinated debt securities, may be changed prior to such issuance. Any such change would be

described in the related prospectus supplement.
 

INFORMATION CONCERNING THE TRUSTEE
 

Allied World may from time to time borrow from, maintain deposit accounts with and conduct other banking

transactions with The Bank of New York and its affiliates in the ordinary course of business.
 

Under each indenture, The Bank of New York is required to transmit annual reports to all holders regarding its

eligibility and qualifications as trustee under the applicable indenture and related matters.
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DESCRIPTION OF THE WARRANTS TO PURCHASE COMMON SHARES

OR PREFERENCE SHARES
 

The following statements with respect to the common share warrants and preference share warrants are summaries of,

and subject to, the detailed provisions of a share warrant agreement to be entered into by us and a share warrant agent to be

selected at the time of issue. The applicable prospectus supplement will describe the specific terms of the warrants offered by

that prospectus supplement and any general terms outlined in this section that will not apply to those warrants.
 

General
 

The share warrants, evidenced by share warrant certificates, may be issued under the share warrant agreement

independently or together with any other securities offered by any prospectus supplement and may be attached to or separate

from such other offered securities. If share warrants are offered, the related prospectus supplement will describe the designation

and terms of the share warrants, including, without limitation, the following:
 

 •    the offering price, if any;
 

 •    the designation and terms of the common shares or preference shares purchasable upon exercise of the share

warrants;
 

 •    if applicable, the date on and after which the share warrants and the related offered securities will be separately

transferable;
 

 •    the number of common shares or preference shares purchasable upon exercise of one share warrant and the

initial price at which such shares may be purchased upon exercise;
 

 •    the date on which the right to exercise the share warrants shall commence and the date on which such right shall

expire;
 

 •    a discussion of certain U.S. federal income tax considerations;
 

 •    the call provisions, if any;
 

 •    the currency, currencies or currency units in which the offering price, if any, and exercise price are payable;
 

 •    the antidilution provisions of the share warrants; and
 

 •    any other terms of the share warrants.
 

The common shares or preference shares issuable upon exercise of the share warrants will, when issued in accordance

with the share warrant agreement, be fully paid and nonassessable.
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Exercise of Stock Warrants
 

Share warrants may be exercised by surrendering to the share warrant agent the share warrant certificate with the form

of election to purchase on the reverse thereof duly completed and signed by the warrantholder, or its duly authorized agent

(such signature to be guaranteed by a bank or trust company, by a broker or dealer which is a member of the National

Association of Securities Dealers, Inc. or by a member of a national securities exchange), indicating the warrantholder’s election

to exercise all or a portion of the share warrants evidenced by the certificate. Surrendered share warrant certificates shall be

accompanied by payment
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of the aggregate exercise price of the share warrants to be exercised, as set forth in the related prospectus supplement, in lawful

money of the United States, unless otherwise provided in the related prospectus supplement. Upon receipt thereof by the share

warrant agent, the share warrant agent will requisition from the transfer agent for the common shares or the preference shares,

as the case may be, for issuance and delivery to or upon the written order of the exercising warrantholder, a certificate

representing the number of common shares or preference shares purchased. If less than all of the share warrants evidenced by

any share warrant certificate are exercised, the share warrant agent shall deliver to the exercising warrantholder a new share

warrant certificate representing the unexercised share warrants.
 

Antidilution and Other Provisions
 

The exercise price payable and the number of common shares or preference shares purchasable upon the exercise of

each share warrant and the number of share warrants outstanding will be subject to adjustment in certain events, including the

issuance of a stock dividend to holders of common shares or preference shares, respectively, or a combination, subdivision or

reclassification of common shares or preference shares, respectively. In lieu of adjusting the number of common shares or

preference shares purchasable upon exercise of each share warrant, we may elect to adjust the number of share warrants. No

adjustment in the number of shares purchasable upon exercise of the share warrants may be required until cumulative

adjustments require an adjustment of at least 1% thereof. We may, at our option, reduce the exercise price at any time. No

fractional shares will be issued upon exercise of share warrants, but we will pay the cash value of any fractional shares

otherwise issuable. Notwithstanding the foregoing, in case of our consolidation, merger, or sale or conveyance of our property

as an entirety or substantially as an entirety, the holder of each outstanding share warrant shall have the right to the kind and

amount of shares of stock and other securities and property (including cash) receivable by a holder of the number of common

shares or preference shares into which such share warrants were exercisable immediately prior thereto.
 

No Rights as Shareholders
 

Holders of share warrants will not be entitled, by virtue of being such holders, to vote, to consent, to receive dividends,

to receive notice as shareholders with respect to any meeting of shareholders for the election of our directors or any other

matter, or to exercise any rights whatsoever as our shareholders.
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DESCRIPTION OF THE WARRANTS TO PURCHASE DEBT SECURITIES
 

The following statements with respect to the debt warrants are summaries of, and subject to, the detailed provisions of

a debt warrant agreement to be entered into by us and a debt warrant agent to be selected at the time of issue. The debt warrant

agreement may include or incorporate by reference standard warrant provisions substantially in the form of the Standard Debt

Warrant Provisions filed as an exhibit to the registration statement of which this prospectus forms a part. The applicable

prospectus supplement will describe the specific terms of the debt warrants offered by that prospectus supplement and any

general terms outlined in this section that will not apply to those debt warrants.
 

General
 

The debt warrants, evidenced by debt warrant certificates, may be issued under the debt warrant agreement
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independently or together with any other securities offered by any prospectus supplement and may be attached to or separate

from such other offered securities. If debt warrants are offered, the related prospectus supplement will describe the designation

and terms of the debt warrants, including, without limitation, the following:
 

 •    the offering price, if any;
 

 •    the designation, aggregate principal amount and terms of the debt securities purchasable upon exercise of the

debt warrants;
 

 •    if applicable, the date on and after which the debt warrants and the related offered securities will be separately

transferable;
 

 •    the principal amount of debt securities purchasable upon exercise of one debt warrant and the price at which

such principal amount of debt securities may be purchased upon exercise;
 

 •    the date on which the right to exercise the debt warrants shall commence and the date on which such right shall

expire;
 

 •    a discussion of certain U.S. federal income tax considerations;
 

 •    whether the warrants represented by the debt warrant certificates will be issued in registered or bearer form;
 

 •    the currency, currencies or currency units in which the offering price, if any, and exercise price are payable;
 

 •    the antidilution provisions of the debt warrants; and
 

 •    any other terms of the debt warrants.
 

Warrantholders will not have any of the rights of holders of debt securities, including the right to receive the payment

of principal of, any premium or interest on, or any additional amounts with respect to, the debt securities or to enforce any of

the covenants of the debt securities or the applicable indenture except as otherwise provided in the applicable indenture.
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Exercise of Debt Warrants
 

Debt warrants may be exercised by surrendering the debt warrant certificate at the office of the debt warrant agent,

with the form of election to purchase on the reverse side of the debt warrant certificate properly completed and executed (with

signature(s) guaranteed by a bank or trust company, by a broker or dealer which is a member of the National Association of

Securities Dealers, Inc. or by a member of a national securities exchange), and by payment in full of the exercise price, as set

forth in the related prospectus supplement. Upon the exercise of debt warrants, we will issue the debt securities in authorized

denominations in accordance with the instructions of the exercising warrantholder. If less than all of the debt warrants

evidenced by the debt warrant certificate are exercised, a new debt warrant certificate will be issued for the remaining number of

debt warrants.
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DESCRIPTION OF THE SHARE PURCHASE CONTRACTS AND THE SHARE PURCHASE UNITS
 

We may issue share purchase contracts, obligating holders to purchase from us, and obligating us to sell to the holders,

a specified number of our common shares or preference shares at a future date or dates. The price per share may be fixed at the

time the share purchase contracts are issued or may be determined by reference to a specific formula set forth in the share

purchase contracts and to be described in the applicable prospectus supplement. The share purchase contracts may be issued

separately or as a part of share purchase units consisting of a share purchase contract and, as security for the holder’s

obligations to purchase the shares under the share purchase contracts, either:
 

 (1) senior debt securities or subordinated debt securities of ours;
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 (2) preference shares; or
 

 (3) debt obligations of third parties, including U.S. Treasury securities.
 

The applicable prospectus supplement will describe the specific terms of the share purchase contracts offered by that

prospectus supplement and any general terms outlined in this section that will not apply to those share purchase contracts. The

applicable prospectus supplement will also specify the securities that will secure the holder’s obligations to purchase shares

under the applicable share purchase contract. Unless otherwise described in a prospectus supplement, the securities related to

the share purchase contracts securing the holders’ obligations to purchase our common shares or preference shares will be

pledged to a collateral agent, for our benefit, under a pledge agreement. The pledged securities will secure the obligations of

holders of share purchase contracts to purchase our common shares or preference shares under the related share purchase

contracts. The rights of holders of share purchase contracts to the related pledged securities will be subject to our security

interest in those pledged securities. That security interest will be created by the pledge agreement. No holder of share purchase

contracts will be permitted to withdraw the pledged securities related to such share purchase contracts from the pledge

arrangement except upon the termination or early settlement of the related share purchase contracts. Subject to that security

interest and the terms of the purchase contract agreement and the pledge agreement, each holder of a share purchase contract

will retain full beneficial ownership of the related pledged securities.
 

The share purchase contracts may require us to make periodic payments to the holders of the share purchase units or

vice versa, and such payments may be unsecured or prefunded on some basis. The share purchase contracts may require holders

to secure their obligations in a specified manner and in certain circumstances we may deliver newly issued prepaid share

purchase contracts upon release to a holder of any collateral securing such holder’s obligations under the original share

purchase contract.
 

The applicable prospectus supplement will describe the terms of any share purchase contracts or share purchase units

and, if applicable, prepaid share purchase contracts.
 

Except as described in a prospectus supplement, the collateral agent will, upon receipt of distributions on the pledged

securities, distribute those payments to us or a purchase contract agent, as provided in the pledge agreement. The purchase

contract agent will in turn distribute payments it receives as provided in the share purchase contract.
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DESCRIPTION OF UNITS
 

As specified in the applicable prospectus supplement, we may issue units consisting of one or more purchase contracts,

purchase units, warrants, depositary shares, debt securities, preferred shares, common shares or any combination of such

securities. The applicable prospectus supplement will describe:
 

 (1) the terms of the units and of the securities comprising the units, including whether and under what circumstances

the securities comprising the units may be traded separately;
 

 (2) a description of the terms of any unit agreement governing the units; and
 

 (3) a description of the provisions for the payment, settlement, transfer or exchange of the units.
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CERTAIN TAX CONSIDERATIONS
 

The following is a summary of certain tax considerations relating to our company and the holders of common shares or

preference shares based on current law. There may be legislative, judicial or administrative changes in the future that could

affect the tax consequences described below, potentially with retroactive effect. The statements as to U.S. federal income tax

law set forth below represent the opinion of Willkie Farr & Gallagher LLP, our U.S. legal counsel, as to such tax laws (subject

to the qualifications and assumptions set forth in such statements). The statements as to Bermuda tax law set forth below
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represent the opinion of Conyers Dill & Pearman, our Bermuda legal counsel, as to such tax laws (subject to the qualifications

and assumptions set forth in such statements). The statements as to U.K. tax law set forth below represent the legal opinion of

Norton Rose LLP, our U.K. legal counsel, as to such tax laws (subject to qualifications and assumptions set forth in such

statements). The statements as to Irish tax law set forth below represent the legal opinion of William Fry Tax Advisers Limited,

our Irish legal counsel, as to such tax laws (subject to qualifications and assumptions set forth in such statements). The

statements as to our beliefs, expectations and views do not represent our legal opinion or that of our counsel. Our counsel have

not made any independent factual or accounting determinations, including determinations concerning the amount of Related

Person Insurance Income (“RPII”), the reasonableness of our reserves or the relationships among shareholders, insureds and

others. Additionally, for these purposes, statements as to the future actions of and intent of our company are not, and should not

be taken to be, advice of counsel. PROSPECTIVE INVESTORS ARE URGED TO CONSULT THEIR OWN TAX

ADVISORS CONCERNING THE FEDERAL, STATE, LOCAL AND NON-U.S. TAX CONSEQUENCES TO THEM OF

OWNING COMMON OR PREFERENCE SHARES.
 

Taxation of Our Companies
 

Bermuda
 

Under current Bermuda law, there is no income tax, withholding tax, capital gains tax or capital transfer tax payable by

Allied World Assurance Company Holdings, Ltd or its Bermuda subsidiaries. Allied World Assurance Company Holdings, Ltd

and its Bermuda subsidiaries have received from the Bermuda Minister of Finance an assurance under The Exempted

Undertakings Tax Protection Act, 1966 of Bermuda, to the effect that if any legislation imposing tax computed on profits or

income, or computed on any capital asset, gain or appreciation, or any tax in the nature of estate duty or inheritance tax, is

enacted, that tax will not be applicable to these companies or any of their operations or their shares, debentures or other

obligations until March 28, 2016. This assurance is subject to the proviso that it is not construed so as to prevent the application

of any tax or duty to persons that are ordinarily resident in Bermuda (our company and its Bermuda subsidiaries are not

currently resident in Bermuda) or to prevent the application of any tax payable in accordance with the provisions of The Land

Tax Act 1967 of Bermuda or otherwise payable in relation to the property leased to our company or its Bermuda subsidiaries.
 

U.S. Taxation of Our Non-U.S. Companies
 

U.S. Trade or Business.  We believe that our non-U.S. companies have operated and will operate their respective

businesses in a manner that will not cause them to be subject to U.S. federal tax (other than U.S. withholding and excise taxes

discussed below) on the basis that none of them is engaged in a U.S. trade or business. However, there are no definitive

standards under current law as to those activities that constitute a U.S. trade or business and the determination of whether a

non-U.S. company is engaged in a U.S. trade or business is inherently factual. Therefore, we cannot assure you that the IRS

will not contend that a non-U.S. company is engaged in a U.S. trade or business. If any of the non-U.S. companies is engaged

in a U.S. trade or business and does not qualify for benefits under the applicable income tax treaty such company will be subject

to U.S. federal income taxation at regular corporate rates on its premium income from U.S. sources and investment income that

is effectively connected with its U.S. trade or business. In addition, U.S. federal branch profits tax at the rate of 30% will be

imposed on the earnings and profits attributable to
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such income. All of the premium income from U.S. sources and a significant portion of investment income of such company, as

computed under Section 842 of the Code, requiring that a foreign company carrying on a U.S. insurance or reinsurance business

have a certain minimum amount of effectively connected net investment income, determined in accordance with a formula that

depends, in part, on the amount of U.S. risks insured or reinsured by such company, may be subject to U.S. federal income and

branch profits taxes.
 

The Bermuda insurance subsidiary (or any Bermuda insurance subsidiary we form or acquire in the future) will not

qualify for the benefits of the United States-Bermuda tax treaty if (1) 50% or less of its stock is beneficially owned, directly or

indirectly, by individuals who are U.S. citizens or residents or Bermuda residents or (2) its income is used in substantial part,

directly or indirectly, to make disproportionate distributions to, or to meet certain liabilities to, persons who are neither

Bermuda residents nor U.S. citizens or residents. The latter limitation could apply, inter alia, if we pay an amount of premiums

for ceded reinsurance to such persons that is substantial in relation to our gross premiums. While we cannot give you any

assurance, based upon our share ownership, and based upon the conduct of our business in Bermuda, we believe that we are

eligible for benefits under the United States-Bermuda tax treaty. However, because of the factual nature of determining

eligibility for treaty benefits, which is subject to future change as facts develop, there can be no assurance that a Bermuda



e424b5

http://sec.gov/Archives/edgar/data/1163348/000095012310103756/y87613b5e424b5.htm#123[11/11/2010 8:56:04 AM]

insurance subsidiary of our Company qualifies or will qualify for the treaty benefits or that we will be able to establish such

qualification to the satisfaction of the U.S. tax authorities. If a Bermuda insurance subsidiary of our Company is engaged in a

U.S. trade or business and qualifies for benefits under the treaty, U.S. federal income taxation of such subsidiary will depend on

whether (i) it maintains a U.S. permanent establishment and (ii) the relief from taxation under the treaty generally extends to

non-premium income. We believe that the Bermuda insurance subsidiary has operated and will operate its business in a manner

that will not cause it to maintain a U.S. permanent establishment. However, the determination of whether an insurance company

maintains a U.S. permanent establishment is inherently factual. Therefore, we cannot assure you that the IRS will not

successfully assert that a Bermuda insurance subsidiary maintains a U.S. permanent establishment. In such case, the subsidiary

will be subject to U.S. federal income tax at regular corporate rates and branch profit tax at the rate of 30% with respect to its

income attributable to the permanent establishment. Furthermore, although the provisions of the treaty clearly apply to premium

income, it is uncertain whether they generally apply to other income of a Bermuda insurance company. Therefore, if a Bermuda

insurance subsidiary of our Company is engaged in a U.S. trade or business, qualifies for benefits under the treaty and does not

maintain a U.S. permanent establishment, but the treaty is interpreted not to apply to income other than premium income, such

subsidiary will be subject to U.S. federal income and branch profits taxes on its investment and other non-premium income as

described in the preceding paragraph.
 

Allied World Assurance Holdings (Ireland) Ltd and our Irish companies will qualify for the benefits of the

Ireland-United States tax treaty if the conditions for such qualification discussed below under “U.S. Taxation of Our

U.S. Subsidiaries” (subject to the qualifications and assumptions set forth therein) are satisfied for each such company. If any of

such companies is engaged in a U.S. trade or business and qualifies for benefits under the Ireland-United States income tax

treaty, U.S. federal income taxation of such company will depend on whether it maintains a U.S. permanent establishment. We

believe that each such company has operated and will operate its business in a manner that will not cause it to maintain a

U.S. permanent establishment. However, the determination of whether a non-U.S. company maintains a U.S. permanent

establishment is inherently factual. Therefore, we cannot assure you that the IRS will not successfully assert that any of such

companies maintains a U.S. permanent establishment. In such case, the company will be subject to U.S. federal income tax at

regular corporate rates and branch profit tax at the rate of 5% with respect to its income attributable to the permanent

establishment.
 

U.S. federal income tax, if imposed, will be based on effectively connected or attributable income of a

non-U.S. company computed in a manner generally analogous to that applied to the income of a U.S. corporation, except that

all deductions and credits claimed by a non-U.S. company in a taxable year can be disallowed if the company does not file a

U.S. federal income tax return for such year. Penalties may be assessed for failure to file such return. None of our

non-U.S. companies filed U.S. federal income tax returns
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for 2002 and 2001 taxable years. However, we have filed protective U.S. federal income tax returns on a timely basis for each

non-U.S. company for subsequent years in order to preserve our right to claim tax deductions and credits in such years if any of

such companies is determined to be subject to U.S. federal income tax.
 

U.S. Witholding Tax.  Non-U.S. companies not engaged in a U.S. trade or business are nonetheless subject to

U.S. federal withholding tax at a rate of 30% of the gross amount of specified “fixed or determinable annual or periodical gains,

profits and income” (such as dividends and certain interest on investments) derived from sources within the United States,

subject to exemptions under the Code and reduction by the Ireland-United States income treaty with respect to Allied World

Assurance Holdings (Ireland) Ltd and our Irish companies to the extent they are eligible for the treaty benefits. Income realized

with respect to our investments may be subject to such tax.
 

U.S. Excise Tax.  The United States also imposes a federal excise tax on insurance and reinsurance premiums paid to

our non-U.S. insurance subsidiaries with respect to risks located in the United States. The rates of tax applicable to premiums

paid to our non-U.S. insurance subsidiaries are currently 4% of gross directly-written property or casualty insurance premiums

and 1% of gross reinsurance premiums.
 

Risk Distribution.  Statements as to U.S. federal tax set forth in this summary are predicated on our insurance and

reinsurance arrangements, including such arrangements with affiliates of our principal shareholders and with our

U.S. subsidiaries, qualifying as “insurance” for U.S. federal tax purposes. The IRS published Revenue Ruling 2005-40 (the

“Ruling”), which addresses the requirement of adequate risk distribution among insureds in order for a primary insurance

arrangement to constitute insurance for U.S. federal income tax purposes. If, under the principles set forth in the Ruling, the

IRS successfully contends that our insurance or reinsurance arrangements do not provide for adequate risk distribution, we
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could be subject to material adverse U.S. federal income tax consequences, possibly including the following: (i) amounts paid

to date and hereafter by our U.S. subsidiaries and other insured and reinsured with respect to risks located in the United States

to our non-U.S. insurance subsidiaries potentially are subject to a 30% withholding tax, (ii) the United States-Bermuda tax

treaty does not apply, thus increasing the risk of U.S. federal income taxation of our non-U.S. insurance subsidiaries, (iii) the

gross income of the U.S. subsidiaries is not reduced by the amount of “premiums” paid to our non-U.S. insurance subsidiaries.

Such an outcome could negatively impact our financial condition and results of operations. You are urged to consult your own

tax advisor as to the potential application of the Ruling to us, its potential tax implications to you and possible impact on the

value of common shares or preference shares. See also “—Taxation of Shareholders—U.S. Taxation of Holders—U.S. Holders

—Passive Foreign Investment Companies.”
 

U.S. Taxation of Our U.S. Subsidiaries
 

Our U.S. subsidiaries are organized in the United States and are fully subject to U.S. federal, state and local taxes on

their income. Furthermore, dividends paid by our U.S. subsidiaries to their direct parent, Allied World Assurance Holdings

(Ireland) Ltd, are subject to U.S. withholding tax of 5%, assuming that Allied World Assurance Holdings (Ireland) Ltd is

eligible for benefits under the United States-Ireland income tax treaty. In general, Allied World Assurance Holdings (Ireland)

Ltd will be eligible for such benefits if (1) at least 50% of its shares, measured by vote or value, are owned directly or indirectly

by other persons eligible for benefits under the treaty or by residents or citizens of the United States and (2) deductible amounts

paid or accrued by Allied World Assurance Holdings (Ireland) Ltd to persons other than persons eligible for benefits under the

treaty or residents or citizens of the United States (but not including certain arm’s length payments made in the ordinary course

of business) do not exceed 50% of the gross income of Allied World Assurance Holdings (Ireland) Ltd. Based upon our share

ownership and based upon the conduct of our business in Ireland, we believe that Allied World Assurance Holdings (Ireland)

Ltd will be eligible for benefits under the United States-Ireland income tax treaty. However, because of the factual nature of

determining eligibility for treaty benefits, which is subject to future change as facts develop, there can be no assurance that

Allied World
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Assurance Holdings (Ireland) Ltd will qualify for treaty benefits or that we will be able to establish such qualification to the

satisfaction of the U.S. tax authorities.
 

Our U.S. insurance subsidiaries reinsure a significant portion of their insurance policies with Allied World Assurance

Company, Ltd. While we believe that the terms of these reinsurance arrangements are arm’s length, we cannot assure you that

the IRS will not successfully assert that the payments made by our U.S. insurance subsidiaries with respect to such

arrangements exceed arm’s length amounts. In such case, our U.S. insurance subsidiaries will be treated as realizing additional

income that may be subject to additional U.S. income tax, possibly with interest and penalties. Such excess amount may be also

deemed distributed as dividends to the direct parent of the U.S. insurance subsidiaries, Allied World Assurance Holdings

(Ireland) Ltd, in which case this deemed dividend will also be subject to a U.S. federal withholding tax of 5%, assuming that

the parent is eligible for benefits under the United States-Ireland income tax treaty (or a withholding tax of 30% if the parent is

not so eligible). If any of these U.S. taxes is imposed, our financial condition and results of operations could be materially

adversely affected.
 

Furthermore, if the IRS successfully contends that our insurance or reinsurance arrangements do not provide for

adequate risk distribution under the principles set forth in the Ruling, as discussed under “— U.S. Taxation of Our

Non-U.S. Companies—Risk Distribution,” the amounts paid to date and hereafter by our U.S. subsidiaries and other insured

and reinsured with respect to risks located in the United States to our non-U.S. insurance subsidiaries potentially would be

subject to a 30% withholding tax, and the gross income of the U.S. subsidiaries would not be reduced by the amount of

“premiums” paid to our non-U.S. insurance subsidiaries. Such an outcome could have material adverse U.S. federal income tax

consequences to our U.S. subsidiaries.
 

The tax treatment of foreign insurance companies and their U.S. insurance subsidiaries has been the subject of

Congressional discussion and legislative proposals. There can be no assurance that future legislative action will not increase the

amount of U.S. tax payable by our non-U.S. companies or our U.S. subsidiaries.
 

United Kingdom
 

None of our companies are incorporated in the United Kingdom. Accordingly, none of our companies should be

treated as being resident in the United Kingdom for corporation tax purposes unless the central management and control of any

such company is exercised in the United Kingdom. The concept of central management and control is indicative of the highest
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level of control of a company, which is wholly a question of fact. Each of our companies currently intend to manage our affairs

so that none of our companies are resident in the United Kingdom for tax purposes.
 

The rules governing the taxation of foreign companies operating in the United Kingdom through a branch or agency

were amended by the Finance Act 2003. The current rules apply to the accounting periods of non-U.K. resident companies

which start on or after January 1, 2003. Accordingly, a non-U.K. resident company will only be subject to U.K. corporation tax

if it carries on a trade in the United Kingdom through a permanent establishment in the United Kingdom. In that case, the

company is, in broad terms, taxable on the profits and gains attributable to the permanent establishment in the United Kingdom.

Broadly a company will have a permanent establishment if it has a fixed place of business in the United Kingdom through

which the business of the company is wholly or partly carried on or if an agent acting on behalf of the company has and

habitually exercises authority in the United Kingdom to do business on behalf of the company. The maximum rate of U.K.

corporation tax is currently 30% on profits of whatever description, although this rate is due to be reduced to 28% from April 1,

2008. Currently, no U.K. withholding tax applies to distributions paid by such permanent establishment.
 

Each of our companies, other than Allied World Assurance Company (Reinsurance) Limited and Allied World

Assurance Company (Europe) Limited (which have established branches in the United Kingdom), currently intend that we will

operate in such a manner so that none of our companies, other than
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Allied World Assurance Company (Reinsurance) Limited and Allied World Assurance Company (Europe) Limited, carry on a

trade through a permanent establishment in the United Kingdom.
 

If any of our U.S. subsidiaries were trading in the United Kingdom through a branch or agency and the

U.S. subsidiaries were to qualify for benefits under the applicable income tax treaty between the United Kingdom and the

United States, only those profits which were attributable to a permanent establishment in the United Kingdom would be subject

to U.K. corporation tax.
 

Allied World Assurance Holdings (Ireland) Ltd and our Irish companies should be entitled to the benefits of the tax

treaty between Ireland and the United Kingdom if they are resident in Ireland. If Allied World Assurance Holdings (Ireland)

Ltd was trading in the United Kingdom through a branch or agency and it was entitled to the benefits of the tax treaty between

Ireland and the United Kingdom it would only be subject to U.K. taxation on its profits which were attributable to a permanent

establishment in the United Kingdom. The branches established in the United Kingdom by Allied World Assurance Company

(Reinsurance) Limited and Allied World Assurance Company (Europe) Limited constitute a permanent establishment of those

companies and the profits attributable to those permanent establishments are subject to U.K. corporation tax.
 

The United Kingdom has no income tax treaty with Bermuda.
 

There are circumstances in which companies that are neither resident in the United Kingdom nor entitled to the

protection afforded by a double tax treaty between the United Kingdom and the jurisdiction in which they are resident may be

exposed to income tax in the United Kingdom (other than by deduction or withholding) on income arising in the United

Kingdom (including the profits of a trade carried on there even if that trade is not carried on through a branch agency or

permanent establishment) but each of our companies currently operates in such a manner that none of our companies will fall

within the charge to income tax in the United Kingdom (other than by deduction or withholding) in this respect.
 

If any of our companies were treated as being resident in the United Kingdom for U.K. corporation tax purposes, or if

any of our companies, other than Allied World Assurance Company (Reinsurance) Limited and Allied World Assurance

Company (Europe) Limited, were to be treated as carrying on a trade in the United Kingdom through a branch agency or of

having a permanent establishment in the United Kingdom, our results of operations and your investment could be materially

adversely affected.
 

Ireland
 

Allied World Assurance Holdings (Ireland) Ltd and our Irish companies currently intend to manage their affairs so that

each of them is, and will continue to be, resident in Ireland for Irish tax purposes. Assuming that Allied World Assurance

Holdings (Ireland) Ltd and our Irish companies are and will continue to be resident in Ireland for Irish tax purposes, such

companies will be subject to Irish corporation tax on their worldwide income and capital gains.
 

Allied World Assurance Company (Reinsurance) Limited and Allied World Assurance Company (Europe) Limited

carry on a trade in the United Kingdom through branch offices. As such, profits from those branch activities would be liable to
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U.K. taxation and would also be liable to Irish corporation tax. A credit against the Irish corporation tax liability is available for

any U.K. tax paid on such profits, subject to the maximum credit being equal to the Irish corporation tax payable on such

profits.
 

Income derived by our Irish companies from an Irish trade (i.e., a trade that is not carried on wholly outside of Ireland)

will be subject to Irish corporation tax at the current rate of 12.5%. Other income (that is income from passive investments,

income from non-Irish trades and income from certain dealings in land) will generally be subject to Irish corporation tax at the

current rate of 25%. Published administrative statements of the Irish Revenue Commissioners, suggest that investment income

earned by our Irish companies will be taxed in Ireland at a rate of 12.5% provided that such investments either form part of the

permanent capital required
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by regulatory authorities, or are otherwise integral to the insurance and reinsurance businesses carried on by those companies.

Other investment income earned by our Irish companies will generally be taxed in Ireland at an effective rate of 25%.
 

Capital gains realized by Allied World Assurance Holdings (Ireland) Ltd and our Irish companies will generally be

subject to Irish corporation tax at an effective rate of 20% except in the case of a disposal of a 5% trading subsidiary which is

tax resident in the European Union or a country with which Ireland has a double tax treaty which may qualify for an exemption

from capital gains tax.
 

As our Irish companies are Irish tax resident companies, distributions made by such companies to Allied World

Assurance Holdings (Ireland) Ltd will not be taken into account in computing the taxable income of Allied World Assurance

Holdings (Ireland) Ltd. Irish withholding tax will also not apply to distributions made by any of our Irish companies to Allied

World Assurance Holdings (Ireland) Ltd. Provided that the common shares of Allied World Assurance Company Holdings, Ltd

are regularly traded on the New York Stock Exchange, Irish withholding tax will not apply to distributions paid by Allied World

Assurance Holdings (Ireland) Ltd to Allied World Assurance Company Holdings, Ltd provided Allied World Assurance

Company Holdings, Ltd has made an appropriate declaration, in prescribed form, to Allied World Assurance Holdings (Ireland)

Ltd prior to the distribution being made.
 

None of us, other than Allied World Assurance Holdings (Ireland) Ltd and our Irish companies, will be resident in

Ireland for Irish tax purposes unless the central management and control of any such company is, as a matter of fact, located in

Ireland. See “Risk Factors—Risks Related to Taxation—We may be subject to Irish tax, which may have a material adverse

effect on our results of operations.”
 

A company not resident in Ireland for Irish tax purposes can nevertheless be subject to Irish corporation tax if it carries

on a trade through a branch or agency in Ireland or capital gains tax if it disposes of certain specified assets (e.g. Irish land,

minerals or mineral rights, or shares deriving the greater part of their value directly or indirectly from such assets). In such

cases, the charge to Irish corporation tax is limited to trading income connected with the branch or agency, and capital gains tax

is limited to capital gains on the disposal of assets used in the branch or agency which are situated in Ireland at or before the

time of disposal, and capital gains arising on the disposal of specified assets, with tax imposed at the rates discussed above.
 

Taxation of Shareholders
 

Bermuda Taxation of Holders
 

Currently, there is no Bermuda income tax, withholding tax, capital gains tax, capital transfer tax, or estate or

inheritance tax, payable by investors in relation to the acquisition, ownership or disposition of our common shares or preference

shares.
 

U.S. Taxation of Holders
 

General
 

The following discussion addresses material U.S. federal income tax consequences relating to the acquisition,

ownership and disposition of our common shares or preference shares. It applies to you only if you acquire common shares or

preference shares and hold those common shares or preference shares as capital assets for tax purposes. It does not discuss the

tax consequences applicable to all categories of investors and does not apply to you if you are a member of a special class of

holders subject to special rules, including:
 

 •    a dealer in securities,
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 •    a trader in securities that elects to use a mark-to-market method of accounting for securities holdings,
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 •    a tax-exempt organization (except to the extent discussed under “—U.S. Holders—UBTI of Tax-Exempt

Holders”),
 

 •    a life insurance company,
 

 •    a person liable for alternative minimum tax,
 

 •    person that actually or constructively owns 10% or more of our voting stock, except to the extent discussed

under “—U.S. Holders—Classification as Controlled Foreign Corporations” and “—Dispositions of Common

Shares or Preference Shares,”
 

 •    a person that holds common shares or preference shares as part of a straddle or a hedging or conversion

transaction, or
 

 •    a U.S. holder whose functional currency is not the U.S. dollar.
 

You are a U.S. holder if you are a beneficial owner of common shares or preference shares and you are:
 

 •    a citizen or resident of the United States,
 

 •    a corporation, or other entity treated for U.S. federal income tax purposes as a corporation, in either case created

or organized in or under the laws of the United States or any state thereof,
 

 •    an estate whose income is subject to U.S. federal income tax regardless of its source, or
 

 •    a trust if a U.S. court can exercise primary supervision over the trust’s administration and one or more

U.S. persons are authorized to control all substantial decisions of the trust.
 

If a partnership, or other entity classified as a partnership for U.S. federal income tax purposes, holds our common

shares or preference shares, the tax treatment of a partner in such partnership or a member in such entity will generally depend

on the status of the partner or member and the activities of the partnership or such entity. If you are a partner of a partnership

holding such common shares or preference shares, you should consult your tax advisor.
 

We refer to a beneficial owner of common shares or preference shares that is not a U.S. person for U.S. federal income

tax purposes as a “non-U.S. holder.”
 

You should consult your own tax advisor regarding the U.S. federal, state, local and non-U.S. tax consequences of

owning and disposing of common shares or preference shares in your particular circumstances.
 

U.S. Holders
 

Distributions on Common Shares or Preference Shares.  Under U.S. federal income tax laws, and subject to the

“controlled foreign corporation” (which we refer to below as CFC) rules, the RPII rules and the passive foreign investment

company (which we refer to below as PFIC) rules discussed below, if you are a U.S. holder, the gross amount of any dividend

we pay out of our current or accumulated earnings and profits (as determined for U.S. federal income tax purposes) is subject to

U.S. federal income taxation. If you are a noncorporate U.S. holder, dividends paid to you in taxable years beginning before

January 1, 2011 that constitute qualified dividend income will be taxable to you at a maximum tax rate of 15%, provided you

meet certain holding period requirements. Dividends we pay with respect to the common shares or preference shares generally

will be qualified dividend income, provided the common shares or preference shares are readily tradeable on an
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established securities market in the United States in the year that you receive the dividend. Dividends paid in taxable years

beginning on or after January 1, 2011 will be taxed at then-applicable ordinary income rates.
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A dividend paid by us generally will not be eligible for the dividends-received deduction that is generally allowed to

U.S. corporations in respect of dividends received from other U.S. corporations. Distributions in excess of current and

accumulated earnings and profits, as determined for U.S. federal income tax purposes, will be treated as a non-taxable return of

capital to the extent of your basis in the common shares or preference shares and thereafter as capital gain.
 

Classification as Controlled Foreign Corporations.  Under Section 951(a) of the Code, each “United States

shareholder” of a CFC who owns shares in the CFC directly or indirectly through non-U.S. entities on the last day of the CFC’s

taxable year must include in its gross income for U.S. federal income tax purposes its ratable share of the CFC’s “subpart F

income,” even if the subpart F income is not distributed. As a factual matter, we anticipate that substantially all of our income

(other than the retained earnings of our U.S. subsidiaries) will be subpart F income. Under Section 951(b) of the Code, any

U.S. corporation, citizen, resident or other U.S. person who owns, directly or indirectly through non-U.S. entities, or is

considered to own (by application of the rules of constructive ownership set forth in Section 958(b) of the Code, generally

applying to family members, partnerships, estates, trusts or controlled corporations or holders of certain options), 10% or more

of the total combined voting power of all classes of stock of a non-U.S. corporation will be considered to be a “United States

shareholder.” In general, a non-U.S. insurance company (such as any of our non-U.S. insurance subsidiaries) will, other than

for purposes of RPII as described below, be treated as a CFC whose “United States shareholders” will be subject to the CFC

rules only if those “United States shareholders” collectively own more than 25% of the total combined voting power or total

value of the corporation’s stock for an uninterrupted period of 30 days or more during any tax year.
 

Although our non-U.S. companies may be or become CFCs, subject to the discussion of RPII below, assuming that the

Bye-laws are applied such that no U.S. person owning any of our shares directly or through non-U.S. entities owns or is

considered to own 10% or more of the total combined voting power of all classes of stock of Allied World Assurance Holding,

Ltd and no U.S. person owning any of our shares directly or through non-U.S. entities exercises 10% or more of the total

combined voting power of Allied World Assurance Holding, Ltd, and assuming that the directors of each of Allied World

Assurance Company, Ltd, Allied World Assurance Holdings (Ireland) Ltd, Allied World Assurance Company (Europe)

Limited and Allied World Assurance Company (Reinsurance) Limited are elected in accordance with the requirements of such

company’s Bye-laws and the Bye-laws of its immediate parent company, a U.S. person who acquires common shares or

preference shares should not be treated as a “United States shareholder” of a CFC that is required to include amounts in income

under Section 951(a) of the Code with respect to our non-U.S. companies. We intend to elect the directors of each of our

non-U.S. subsidiaries in accordance with the requirements of the applicable Bye-laws, and we intend to apply our Bye-laws

such that no U.S. person owning any of our shares directly or through non-U.S. entities owns, or is deemed to own for U.S. tax

purposes, 10% or more of our company’s total combined voting power and no U.S. person owning any of our shares directly or

through non-U.S. entities exercises, or is deemed to exercise for U.S. tax purposes, more than 10% of our company’s total

combined voting power. However, we cannot assure that we will be successful in preventing a U.S. person from exceeding, or

being deemed to exceed, these ownership and voting limitations. Accordingly, U.S. persons who hold our shares directly or

through non-U.S. entities should consider the possible application of the CFC rules.
 

If such rules were to apply, your ratable share of our subpart F income would be taxable to you at rates applicable to

ordinary income and not at the favorable rates applicable to qualified dividend income, unless Congress or the IRS, in future

action, specifically provides otherwise.
 

RPII Companies.  U.S. persons (including our principal U.S. shareholders) currently own, directly, indirectly or

constructively, 25% or more of stock by vote or value of our non-U.S. insurance subsidiaries.
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Accordingly, under the RPII rules of the Code, U.S. persons that hold our shares directly or through non-U.S. entities will be

subject to U.S. federal income taxation with respect to the RPII realized by a non-U.S. insurance subsidiary prior to the

distribution of earnings attributable to such income unless:
 

 •    direct or indirect insureds and persons related to those insureds, whether or not U.S. persons, are treated at all

times during the taxable year as owning directly or indirectly less than 20% of the voting power and less than

20% of the value of the capital stock of such subsidiary,
 

 •    gross RPII realized by such subsidiary is less than 20% of its gross insurance income for the taxable year,
 

 •    the subsidiary elects to be taxed on its RPII as if the RPII were effectively connected with the conduct of a

U.S. trade or business and to waive all treaty benefits with respect to RPII, or
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 •    the subsidiary elects to be treated as a U.S. corporation.
 

RPII generally includes underwriting premiums and related investment income attributable to insurance or reinsurance

policies with respect to which the direct or indirect insured is either a U.S. person that holds our shares directly or through

non-U.S. entities or a “related person” to such U.S. person. Generally, the term “related person” for this purpose means

someone who controls or is controlled by the U.S. person or someone who is controlled by the same person or persons which

control the U.S. person. “Control” means the ownership of either more than 50% in value or more than 50% in voting power of

stock directly, indirectly or constructively, applying the indirect and constructive ownership rules similar to the rules of

Section 958 of the Code. A corporation’s pension plan is ordinarily not a “related person” with respect to the corporation unless

the pension plan owns, directly, indirectly or constructively more than 50%, measured by vote or value, of the stock of the

corporation.
 

Our non-U.S. insurance subsidiaries insure or reinsure and may insure or reinsure, directly and through our

U.S. subsidiaries, our shareholders (including our principal shareholders) and persons related to such shareholders. Such

principal shareholders and related persons currently own and may continue to own after the completion of any offering

hereunder 20% or more of the value of the capital stock of our non-U.S. insurance subsidiaries indirectly. Further, none of the

non-U.S. insurance subsidiaries has made, and none intends to make, either of the two elections listed above as RPII

exceptions. Thus, for our non-U.S. insurance subsidiaries, the only exception that may currently be available would be the

second one described above, which requires the gross RPII of each subsidiary to be less than 20% of its gross insurance income.
 

We currently monitor and will continue to monitor the amount of RPII realized and, when appropriate, will decline to

write primary insurance and reinsurance for our U.S. shareholders and persons related to such shareholders. We believe that

U.S. persons who hold our shares directly or through non-U.S. entities will not be subject to U.S. federal income taxation with

respect to the RPII realized by our non-U.S. insurance subsidiaries prior to the distribution of earnings attributable to such

income because each of our non-U.S. insurance subsidiaries intends to operate in a manner that would allow it to qualify for at

least one of the RPII exceptions, and we expect that gross RPII realized by each of our non-U.S. insurances subsidiaries to be

less than 20% of its gross insurance income. However, we cannot assure you that the measures described in this paragraph will

operate as intended. In addition, some of the factors that determine the extent of RPII in any period may be beyond our

knowledge or control. For example, we may be considered to insure indirectly the risk of our shareholder if an unrelated

company that insured such risk in the first instance reinsures such risk with us. Therefore, we cannot assure you that we will be

successful in keeping the RPII of these non-U.S. insurance subsidiaries below the 20% limit described above. Furthermore,

even if we are successful in keeping the RPII below the 20% limit, we cannot assure you that we will be able to establish that

fact to the satisfaction of the U.S. tax authorities.
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If we are unable to establish that any one of our non-U.S. insurance subsidiaries qualifies for any of these RPII

exceptions in any taxable year, each U.S. person owning, directly or through non-U.S. entities, our shares (and therefore

owning indirectly capital stock in such non-U.S. insurance subsidiary) at the end of such taxable year will be required to

include in its gross income for U.S. federal income tax purposes its share of such subsidiary’s RPII for the entire taxable year

(even if it owns our common shares or preference shares for less than the entire year) determined as if that RPII were to be

distributed proportionately only to the U.S. holders at that date, but limited to such subsidiary’s current-year earnings and

profits reduced by each holder’s ratable share, if any, of such subsidiary’s specified prior-year deficits in earnings and profits.
 

UBTI of Tax-Exempt Holders.  A U.S. tax-exempt entity holding our shares generally will not be subject to

U.S. federal income tax with respect to dividends and gains on our shares, provided that such entity does not purchase our

shares with borrowed funds. However, if a U.S. tax-exempt entity realizes income with respect to our shares under the CFC or

RPII rules, as discussed above, such entity will be generally subject to U.S. federal income tax with respect to such income as

UBTI. Accordingly, U.S. tax-exempt entities that are potential investors in our common shares or preference shares should

consider the possible application of the CFC and RPII rules.
 

Dividend and Basis.  A U.S. holder’s tax basis in its common shares or preference shares will be increased by the

amount of any RPII or other subpart F income that the holder includes in income. The holder may exclude from income the

amount of any distribution by our company to the extent of the RPII or other subpart F income included in income for the year

in which the distribution was paid or for any prior year. The U.S. holder’s tax basis in its common shares or preference shares

will be reduced by the amount of any distributions of that type that are excluded from income. A U.S. holder will generally not

be able to exclude from income distributions made to previous holders of his or her common shares or preference shares if such

common shares or preference shares are purchased in the public trading markets and the holder is therefore unable to identify
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the previous holder and demonstrate that the previous holder had previously included the RPII or other subpart of income in

income.
 

Information Reporting.  Each U.S. person who is a direct or indirect holder of our common shares or preference shares

on the last day of our taxable year must attach to the income tax or information return it would normally file for the period

which includes that date a Form 5471 if any one of our non-U.S. insurance subsidiaries is a CFC for RPII purposes for any

continuous 30-day period during its taxable year, whether or not any net RPII income is required to be reported. We believe

that none of our non-U.S. insurance subsidiaries will be considered to be a CFC for this purpose and, for that reason,

Form 5471 will not be required, for any taxable year in which each of our non-U.S. insurance subsidiaries’ gross RPII

constitutes less than 20% of its gross insurance income. For any year in which the gross RPII of any one of our foreign

insurance subsidiaries constitutes 20% or more of its gross insurance income, we intend to provide Form 5471 to holders of our

common shares or preference shares for attachment to the U.S. tax returns of our direct or indirect U.S. holders. The amounts of

the RPII inclusions may be subject to adjustment based upon subsequent IRS examination. A tax-exempt organization will be

required to attach Form 5471 to its information return in the circumstances described above. Failure to file Form 5471 may

result in penalties.
 

Uncertainty as to Application of RPII.  Regulations interpreting the RPII provisions of the Code exist only in proposed

form. It is not certain whether these regulations will be adopted in their proposed form or what changes might ultimately be

made or whether any of those changes, as well as any interpretation or application of the RPII rules by the IRS, the courts or

otherwise, might have retroactive effect. The description of RPII herein is therefore qualified. Accordingly, the meaning of the

RPII provisions and the application thereof to our non-U.S. insurance subsidiaries is uncertain. These provisions include the

grant of authority to the U.S. Treasury to prescribe “such regulations as may be necessary to carry out the purpose of this

subsection including... regulations preventing the avoidance of this subsection through cross insurance arrangements or

otherwise.” In addition, there can be no assurance that the IRS will not challenge any determinations by us as to the amount, if

any, of RPII that should be includible in the income of a holder of common shares or preference shares or that the amounts of

the RPII inclusions will not be subject to
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adjustment based upon subsequent IRS examination. Each U.S. person who is considering an investment in common shares or

preference shares should consult its own tax advisor as to the effects of these uncertainties.
 

Dispositions of Common Shares or Preference Shares.  Subject to the discussion below relating to the potential

application of Section 1248 of the Code or of the PFIC rules, if you are a U.S. holder, you will, upon the sale or exchange of any

common shares or preference shares, recognize capital gain or loss for U.S. federal income tax purposes equal to the difference

between the U.S. dollar value of the amount that you realize and your tax basis, determined in U.S. dollars. Capital gain of a

noncorporate U.S. holder that is recognized before January 1, 2011 is generally taxed at a maximum rate of 15% (which

maximum rate is presently scheduled to increase to 20% for dispositions occurring during taxable years beginning on or after

January 1, 2011) where the holder has a holding period greater than one year. The gain or loss will generally be income or loss

from sources within the United States for foreign tax credit limitation purposes.
 

Section 1248 of the Code provides that if a U.S. person disposes of stock in a foreign corporation and that person

owned directly, indirectly or constructively 10% or more of the voting shares of the corporation at any time during the five-year

period ending on the date of disposition when the corporation was a CFC, any gain from the sale or exchange of the shares

would be treated as dividend income to the extent of the CFC’s earnings and profits during the period that the holder held the

shares (with certain adjustments). Such dividend income will be subject to a maximum tax rate of 15% if you are a noncorporate

holder and the other requirements described above under “RPII Companies” and “Dividend and Basis” are satisfied. A 10%

U.S. holder may in certain circumstances be required to report a disposition of shares of a CFC by attaching Form 5471 to the

U.S. income tax or information return that it would normally file for the taxable year in which the disposition occurs.

Section 953(c)(7) of the Code generally provides that Section 1248 also will apply to the sale or exchange of shares in a

non-U.S. corporation that earns RPII if the non-U.S. corporation would be taxed as an insurance company if it were a

U.S. corporation, regardless of whether the holder is a 10% holder or whether RPII constitutes 20% or more of the corporation’s

gross insurance income. Existing Treasury regulations do not address whether Section 1248 of the Code and the requirement to

file Form 5471 would apply if the non-U.S. corporation is not a CFC but the non-U.S. corporation has a subsidiary that is a

CFC or that would be taxed as an insurance company if it were a U.S. corporation. Section 1248 of the Code and the

requirement to file Form 5471 should not apply to dispositions of common shares or preference shares because (1) we should

not, as discussed above, have any U.S. holders that own directly, indirectly or constructively 10% or more of the total combined
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voting power of our company (except a U.S. holder that owned 10% or more of our total voting power solely under the

constructive ownership rules of Section 958(b) of the Code at any time during the 5-year period ending on the date of the

disposition when we were a CFC) and (2) Allied World Assurance Company Holdings, Ltd is not itself directly engaged in the

insurance business and these provisions appear to be applicable only in the case of shares of corporations that are directly

engaged in the insurance business.
 

We cannot assure you, however, that the IRS will interpret the RPII rules in the manner set forth above or that the

proposed regulations addressing the RPII rules will not be amended or promulgated in final form so as to provide that

Section 1248 of the Code and the requirement to file Form 5471 will apply to dispositions of common shares or preference

shares. If that were to occur, we would notify holders that Section 1248 and the requirement to file Form 5471 will apply to

dispositions of common shares or preference shares. Thereafter, we would send a notice after the end of each calendar year to

all persons who were holders during the year notifying them that Section 1248 and the requirement to file Form 5471 apply to

dispositions of common shares or preference shares. We would attach to this notice a copy of Form 5471 completed with all of

our company’s information and instructions for completing the holder’s information.
 

Foreign Tax Credit.  If U.S. persons own a majority of our common shares or preference shares, and if a portion of our

income is U.S. source income, only a portion of the current income inclusions under the CFC, RPII and PFIC rules, if any, and

of dividends paid by our company (including gain from the sale of common shares or preference shares, if any, that is treated as

a dividend under Section 1248 of the Code) will be treated as foreign source income for purposes of computing your

U.S. foreign tax credit limitation. We
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believe that a majority of our common shares or preference shares are owned by U.S. persons and that a portion of our income

will be U.S. source income. We will consider providing holders with information regarding the portion of any amounts

constituting foreign source income to the extent that information is reasonably available. It is likely that substantially all of the

RPII and dividends that are foreign source income will constitute either “passive” or “financial services” income for foreign tax

credit limitation purposes. Thus, it may not be possible for most U.S. holders to utilize excess foreign tax credits to reduce

U.S. tax on that income.
 

Passive Foreign Investment Companies.  Sections 1291 through 1298 of the Code contain special rules applicable to

non-U.S. corporations that are “passive foreign investment companies” (PFICs). In general, a non-U.S. corporation will be a

PFIC if 75% or more of its income constitutes “passive income” or 50% or more of its assets produce passive income. If Allied

World Assurance Company Holdings, Ltd is characterized as a PFIC at any time during the time a U.S. holder held our

common shares or preference shares, such holder will be subject to a penalty tax at the time of their sale of, or receipt of an

“excess distribution” with respect to our common shares or preference shares, unless the U.S. holder made a mark-to-market

election or elected to be taxed on the ratable share of the earnings of Allied World Assurance Company Holdings, Ltd whether

or not those earnings were distributed. In such case, a U.S. holder will receive an “excess distribution” if the amount of the

distribution to such holder with respect to the common shares or preference shares is more than 125% of the average

distribution with respect to the common shares or preference shares during the three preceding taxable years (or shorter period

during which the holder held the shares). If, in addition to Allied World Assurance Company Holdings, Ltd being treated as a

PFIC, any other non-U.S. company is characterized as a PFIC, the ownership of its shares may be attributed to a U.S. holder for

purposes of the PFIC rules. A distribution from such company to Allied World Assurance Company Holdings, Ltd or Allied

World Assurance Holdings (Ireland) Ltd (each, a “holding company”), as applicable, may be also treated as an “excess

distribution” to a U.S. holder, determined as set forth in the preceding sentence with respect to the shares owned by attribution.

In general, the penalty tax is equivalent to an interest charge on taxes that are deemed due during the period the taxpayers

owned the shares but not paid, computed by assuming that the excess distribution or gain (in the case of a sale) with respect to

the shares was taxed in equal portions at the highest applicable tax rate throughout the taxpayer’s period of ownership. The

interest charge is equal to the applicable rate imposed on underpayments of U.S. federal income tax for that period. Finally, if

Allied World Assurance Company Holdings, Ltd is characterized as a PFIC for its taxable year in which dividends are paid on

common shares or preference shares or for the preceding taxable year, such dividends will be taxed at ordinary income rates

and not at the favorable rates applicable to qualified dividend income.
 

For the above purposes, passive income is defined to include income of a kind which would be foreign personal

holding company income under Section 954(c) of the Code, and generally includes interest, dividends, annuities and other

investment income. However, the PFIC statutory provisions contain an express exception for income “derived in the active

conduct of an insurance business by a corporation which is predominantly engaged in an insurance business...” This exception
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is intended to ensure that income derived by a bona fide insurance company is not treated as passive income, except to the

extent such income is attributable to financial reserves in excess of the reasonable needs of the insurance business. In our view,

each of Allied World Assurance Company, Ltd, Allied World Assurance Company (Europe) Limited, Allied World Assurance

Company (Reinsurance) Limited, Allied World Assurance Company (U.S.) Inc. and Allied World National Assurance

Company is predominantly engaged in, and each derives its income from the active conduct of, an insurance business and does

not have financial reserves in excess of the reasonable needs of its insurance business. Moreover, because the determination of

whether a corporation is predominantly engaged in, and derives its income from the active conduct of, an insurance business

and whether such corporation has financial reserves in excess of the reasonable needs of its insurance business is factual in

nature and subject to future change as facts develop, there can be no assurance that any of our companies is in fact

predominantly engaged in, or that it derives its income from the active conduct of, an insurance business or, if so, whether any

such company has financial reserves in excess of the reasonable needs of its insurance business.
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The PFIC statutory provisions (unlike the RPII provisions of the Code) contain a look-through rule that states that, for

purposes of determining whether a foreign corporation is a PFIC, such foreign corporation shall be treated as if it received

“directly its proportionate share of the income...” and as if it “held its proportionate share of the assets...” of any other

corporation in which it owns at least 25% by value of the stock. Under the look-through rule, although Allied World Assurance

Company Holdings, Ltd is not directly engaged in the insurance business, Allied World Assurance Company Holdings, Ltd

should be deemed to own the assets and to receive directly the income of its direct and indirect insurance subsidiaries for

purposes of determining whether it qualifies for the aforementioned insurance exception. This interpretation of the look-through

rule is consistent with the legislative intention generally to exclude bona fide insurance companies from the application of PFIC

provisions. We believe that Allied World Assurance Company Holdings, Ltd (through our insurance subsidiaries) will be

predominantly engaged in, and derive its income from the active conduct of, an insurance business and will not have financial

reserves in excess of the reasonable needs of its insurance business. Therefore, neither it nor any of our insurance subsidiaries

should be considered a PFIC. We cannot assure you, however, as to what positions the IRS or a court might take in the future

regarding the application of the PFIC rules to us. No regulations interpreting these specific issues under the PFIC provisions

have yet been issued. Therefore, substantial uncertainty exists with respect to their application and the possible retroactivity of

any future regulations. Each U.S. person who is considering an investment in common shares or preference shares should

consult his tax advisor as to the effects of the PFIC rules.
 

Furthermore, if the IRS successfully contends that our insurance or reinsurance arrangements do not provide for

adequate risk distribution under the principles set forth in the Ruling, as discussed under “— Taxation of Our Companies—

U.S. Taxation of Our Non-U.S. Companies—Risk Distribution,” we may be characterized as a PFIC. Such an outcome could

have material adverse U.S. federal income tax consequences on our shareholders. You are urged to consult your own tax

advisor as to the potential tax consequences of the Ruling, including potential taxation of your investment in common shares or

preference shares under the PFIC rules.
 

Non-U.S. Holders
 

If you are a non-U.S. holder, dividends paid to you in respect of common shares or preference shares will not be

subject to U.S. federal income tax unless the dividends are “effectively connected” with your conduct of a trade or business

within the United States, and the dividends are attributable to a permanent establishment that you maintain in the United States

if that is required by an applicable income tax treaty as a condition for subjecting you to U.S. taxation on a net income basis. In

those cases, you generally will be taxed in the same manner as a U.S. holder. If you are a corporate non-U.S. holder,

“effectively connected” dividends may, under certain circumstances, be subject to an additional “branch profits tax” at a 30%

rate or at a lower rate if you are eligible for the benefits of an income tax treaty that provides for a lower rate.
 

If you are a non-U.S. holder, you will not be subject to U.S. federal income tax on gain recognized on the sale or other

disposition of your common shares or preference shares unless:
 

 •    the gain is “effectively connected” with your conduct of a trade or business in the United States, and the gain is

attributable to a permanent establishment that you maintain in the United States if that is required by an

applicable income tax treaty as a condition for subjecting you to U.S. taxation on a net income basis, or
 

 •    you are an individual, you are present in the United States for 183 or more days in the taxable year of the sale

and certain other conditions exist.
 

If you are a corporate non-U.S. holder, “effectively connected” gains that you recognize may also, under certain
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circumstances, be subject to an additional “branch profits tax” at a 30% rate or at a lower rate if you are eligible for the benefits

of an income tax treaty that provides for a lower rate.
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Nonresident alien individuals will not be subject to U.S. estate tax with respect to common shares or preference shares.
 

Backup Withholding Information Reporting
 

Dividend payments or other taxable distributions made to you on common shares or preference shares within the

United States or by a U.S. payor generally will be subject to IRS information reporting unless you are a non-U.S. holder,

corporation or another exempt recipient (and if required establish the exemption). Payments of proceeds of sale of common

shares or preference shares by a non-exempt holder effected at a U.S. office of a broker generally will be also subject to

information reporting. Non-U.S. holders may be required to establish their exemption from information reporting by certifying

their status on applicable IRS Form W-8.
 

In general, payments with respect to common shares or preference shares that are reportable, as discussed above, will

be subject to U.S. federal backup withholding tax if the shareholder: (i) fails to provide an accurate taxpayer identification

number, (ii) is notified by the IRS that it has failed to report all interest and dividends required to be shown on its U.S. federal

income tax returns, or (iii) in certain circumstances, fails to comply with applicable certification requirements. However,

information reporting but not backup withholding will apply to a payment of sale proceeds made outside the United States if the

holders sell common shares or preference shares through a non-U.S. office of a broker that is a U.S. person or has certain other

contact with the United States.
 

You generally may obtain a refund of any amounts withheld under the backup withholding rules that exceed your

income tax liability by filing a refund claim with the IRS.
 

The foregoing discussion is based upon current law. The tax treatment of a holder of common shares or preference

shares, or of a person treated as a holder of common shares or preference shares for U.S. federal income, state, local or

non-U.S. tax purposes, may vary depending on the holder’s particular tax situation. Legislative, judicial or administrative

changes or interpretations may be forthcoming that could be retroactive and could affect the tax consequences to holders of

common shares or preference shares.
 

Prospective investors should consult their own tax advisors concerning the federal, state, local and non-U.S. tax

consequences of ownership and disposition of the common shares or preference shares.
 

Possible Changes in U.S. Tax Law; Proposed Legislation
 

The tax laws and interpretations regarding whether a company is engaged in a U.S. trade or business, is a CFC, is a

PFIC or has RPII are subject to change. Such changes could be introduced on a retroactive basis. Legislation has been

introduced from time to time in the U.S. Congress intended to eliminate certain perceived tax advantages of companies

(including insurance companies) that have legal domiciles outside the United States. We cannot assure you that future

legislative action, rulemaking activity, or regulatory or enforcement actions will not increase the amount of U.S. tax payable by

us or our subsidiaries, or adversely affect the U.S. tax treatment of our shareholders. If this happens, our financial condition and

results of operations could be materially adversely affected.
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PLAN OF DISTRIBUTION
 

We may sell offered securities in any one or more of the following ways from time to time:
 

 (1) through agents;
 

 (2) to or through underwriters;
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 (3) through dealers; or
 

 (4) directly to purchasers.
 

In addition, we may enter into derivative or other hedging transactions with third parties, or sell securities not covered

by this prospectus to third parties in privately negotiated transactions. If the applicable prospectus supplement indicates, in

connection with such a transaction the third parties may, pursuant to this prospectus and the applicable prospectus supplement,

and subject to receiving the prior written consent of the Bermuda Monetary Authority, sell securities covered by this prospectus

and applicable prospectus supplement. If so, the third party may use securities borrowed from others to settle such sales and

may use securities received from us to close out any related short positions. Subject to receiving the prior written consent of the

Bermuda Monetary Authority, we may also loan or pledge securities covered by this prospectus and the applicable prospectus

supplement to third parties, who may sell the loaned securities or, in an event of default in the case of a pledge, sell the pledged

securities pursuant to this prospectus and the applicable prospectus supplement.
 

The prospectus supplement with respect to the offered securities will set forth the terms of the offering of the offered

securities, including the name or names of any underwriters, dealers or agents; the purchase price of the offered securities and

the proceeds to us from such sale; any underwriting discounts and commissions or agency fees and other items constituting

underwriters’ or agents’ compensation; any initial public offering price and any discounts or concessions allowed or reallowed

or paid to dealers and any securities exchange on which such offered securities may be listed. Any initial public offering price,

discounts or concessions allowed or reallowed or paid to dealers may be changed from time to time.
 

The distribution of the offered securities may be effected from time to time in one or more transactions at a fixed price

or prices, which may be changed, at market prices prevailing at the time of sale, at prices related to such prevailing market

prices or at negotiated prices.
 

Offers to purchase offered securities may be solicited by agents designated by us from time to time. Any such agent

involved in the offer or sale of the offered securities in respect of which this prospectus is delivered will be named, and any

commissions payable by us to such agent will be set forth, in the applicable prospectus supplement. Unless otherwise indicated

in such prospectus supplement, any such agent will be acting on a reasonable best efforts basis for the period of its appointment.

Any such agent may be deemed to be an underwriter, as that term is defined in the Securities Act, of the offered securities so

offered and sold.
 

If offered securities are sold by means of an underwritten offering, we will execute an underwriting agreement with an

underwriter or underwriters, and the names of the specific managing underwriter or underwriters, as well as any other

underwriters, and the terms of the transaction, including commissions, discounts and any other compensation of the underwriters

and dealers, if any, will be set forth in the prospectus supplement which will be used by the underwriters to make resales of the

offered securities. If underwriters are utilized in the sale of the offered securities, the offered securities will be acquired by the

underwriters for their own account and may be resold from time to time in one or more transactions, including negotiated

transactions, at fixed public offering prices or at varying prices determined by the underwriters at the time of sale.
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Each underwriter, dealer and agent participating in the distribution of any offered securities which are issuable in

bearer form will agree that it will not offer, sell, resell or deliver, directly or indirectly, offered securities in bearer form in the

U.S. or to U.S. persons except as otherwise permitted by Treasury Regulations Section 1.163-5(c)(2)(i)(D).
 

Offered securities may be offered to the public either through underwriting syndicates represented by managing

underwriters or directly by the managing underwriters. If any underwriter or underwriters are utilized in the sale of the offered

securities, unless otherwise indicated in the prospectus supplement, the underwriting agreement will provide that the obligations

of the underwriters are subject to certain conditions precedent and that the underwriters with respect to a sale of offered

securities will be obligated to purchase all such offered securities of a series if any are purchased.
 

We may grant to the underwriters options to purchase additional offered securities, to cover over-allotments, if any, at

the public offering price (with additional underwriting discounts or commissions), as may be set forth in the prospectus

supplement relating thereto. If we grant any over-allotment option, the terms of such over-allotment option will be set forth in

the prospectus supplement relating to such offered securities.
 

If a dealer is utilized in the sales of offered securities in respect of which this prospectus is delivered, we will sell such

offered securities to the dealer as principal. The dealer may then resell such offered securities to the public at varying prices to

be determined by such dealer at the time of resale. Any such dealer may be deemed to be an underwriter, as such term is defined
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in the Securities Act, of the offered securities so offered and sold. The name of the dealer and the terms of the transaction will

be set forth in the related prospectus supplement.
 

Offers to purchase offered securities may be solicited directly by us and the sale thereof may be made by us directly to

institutional investors or others, who may be deemed to be underwriters within the meaning of the Securities Act with respect to

any resale thereof. The terms of any such sales will be described in the related prospectus supplement.
 

Offered securities may also be offered and sold, if so indicated in the applicable prospectus supplement, in connection

with a remarketing upon their purchase, in accordance with a redemption or repayment pursuant to their terms, or otherwise, by

one or more firms (“remarketing firms”), acting as principals for their own accounts or as agents for us. Any remarketing firm

will be identified and the terms of its agreements, if any, with us and its compensation will be described in the applicable

prospectus supplement. Remarketing firms may be deemed to be underwriters, as such term is defined in the Securities Act, in

connection with the offered securities remarketed thereby.
 

We may sell equity securities in an offering “at the market” as defined in Rule 415 under the Securities Act. A post-

effective amendment to this registration statement will be filed to identify the underwriter(s) at the time of the take-down for

“at the market” offerings.
 

Underwriters and purchasers that are deemed underwriters under the Securities Act may engage in transactions that

stabilize, maintain or otherwise affect the price of the securities, including the entry of stabilizing bids or syndicate covering

transactions or the imposition of penalty bids. Such purchasers will be subject to the applicable provisions of the Securities Act

and Exchange Act and the rules and regulations thereunder, including Rule 10b-5 and Regulation M. Regulation M may restrict

the ability of any person engaged in the distribution of the securities to engage in market-making activities with respect to those

securities. In addition, the anti-manipulation rules under the Exchange Act may apply to sales of the securities in the market.

All of the foregoing may affect the marketability of the securities and the ability of any person to engage in market-making

activities with respect to the securities.
 

Agents, underwriters, dealers, remarketing firms and other third parties described above may be entitled under relevant

underwriting and other agreements entered into with us to indemnification by us
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against certain civil liabilities, including liabilities under the Securities Act that may arise from any untrue statement or alleged

untrue statement of a material fact or any omission or alleged omission to state a material fact in this prospectus, any supplement

or amendment hereto, or in the registration statement of which this prospectus forms a part, or to contribution with respect to

payments which the agents, underwriters or dealers may be required to make.
 

If so indicated in the prospectus supplement, we will authorize underwriters or other persons acting as our agents to

solicit offers by certain institutions to purchase offered securities from us pursuant to contracts providing for payments and

delivery on a future date. Institutions with which such contracts may be made include commercial and savings banks, insurance

companies, pension funds, investment companies, educational and charitable institutions and others, but in all cases such

institutions must be approved by us. The obligations of any purchaser under any such contract will be subject to the condition

that the purchase of the offered securities shall not at the time of delivery be prohibited under the laws of the jurisdiction to

which such purchaser is subject. The underwriters and such other agents will not have any responsibility in respect of the

validity or performance of such contracts.
 

Disclosure in the prospectus supplement of our use of delayed delivery contracts will include the commission that

underwriters and agents soliciting purchases of the securities under delayed contracts will be entitled to receive in addition to

the date when we will demand payment and delivery of the securities under the delayed delivery contracts. These delayed

delivery contracts will be subject only to the conditions described in the prospectus supplement.
 

Each series of offered securities will be a new issue and, other than the common shares, which are listed on the New

York Stock Exchange, will have no established trading market. We may elect to list any series of offered securities on an

exchange, and in the case of the common shares, on any additional exchange, but, unless otherwise specified in the applicable

prospectus supplement, we will not be obligated to do so. No assurance can be given as to the liquidity of the trading market for

any of the offered securities.
 

Underwriters, dealers, agents and remarketing firms may be customers of, engage in transactions with, or perform

services for us and our subsidiaries in the ordinary course of business.
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WHERE YOU CAN FIND MORE INFORMATION
 

We have filed with the Commission a registration statement on Form S-3 under the Securities Act relating to the

common shares, preference shares, depositary shares, debt securities, warrants, share purchase contracts, share purchase units

and units described in this prospectus. This prospectus is a part of the registration statement, but the registration statement also

contains additional information and exhibits.
 

We are subject to the informational requirements of the Exchange Act. Accordingly, we file annual, quarterly and

current reports, proxy statements and other reports with the Commission. You can read and copy the registration statement and

the reports that we file with the Commission at the Commission’s public reference rooms at Judiciary Plaza, 100 F Street, N.E.,

Washington, D.C. 20549. Copies of such material can also be obtained from the Public Reference Section of the Commission,

100 F Street, N.E., Washington, D.C. 20549, at prescribed rates.
 

Our filings with the Commission are also available from the Commission’s website at http://www.sec.gov. Please call

the Commission’s toll-free telephone number at 1-800-SEC-0330 if you need further information about the operation of the

Commission’s public reference rooms. Our common shares are listed on the New York Stock Exchange under the symbol

“AWH” and our reports can also be inspected at the offices of the New York Stock Exchange, 20 Broad Street, 17th Floor, New

York, New York 10005.
 

INCORPORATION OF CERTAIN DOCUMENTS BY REFERENCE
 

We file annual, quarterly and current reports, proxy statements and other information with the Commission. The

Commission allows us to “incorporate by reference” the information we file with it, which means that we can disclose

important information to you by referring to those documents. The information incorporated by reference is an important part of

this prospectus. Any statement contained in a document which is incorporated by reference in this prospectus is automatically

updated and superseded if information contained in this prospectus, or information that we later file with the Commission,

modifies or replaces this information. All documents we file pursuant to Sections 13(a), 13(c), 14 or 15(d) of the Exchange Act,

after the initial filing of this registration statement and prior to effectiveness of this registration statement and after the date of

this prospectus and until we sell all the securities shall be deemed to be incorporated by reference into this prospectus. We

incorporate by reference the following previously filed documents:
 

 (1) Our Current Reports on Form 8-K filed with the Commission on January 5, 2007, January 16, 2007, February 21,

2007, March 2, 2007, March 6, 2007, March 14, 2007, March 19, 2007, March 23, 2007, April 12, 2007,

December 3, 2007 and December 17, 2007;
 

 (2) Our Quarterly Reports on Form 10-Q for the fiscal quarters ended March 31, 2007, June 30, 2007 and

September 30, 2007;
 

 (3) Our Annual Report on Form 10-K for the year ended December 31, 2006;
 

 (4) Our Definitive Proxy Statement on Schedule 14A, filed with the Commission on March 22, 2007; and
 

 (5) The description of our common shares set forth in our registration statement filed under the Exchange Act on

Form 8-A on July 6, 2006, including any amendment or report for the purpose of updating such description.
 

To receive a free copy of any of the documents incorporated by reference in this Prospectus (other than exhibits) call

or write us at the following address: Allied World Assurance Company Holdings, Ltd, Attn.: Corporate Secretary, 27 Richmond

Road, Pembroke, HM 08, Bermuda, (441) 278-5400.
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LEGAL OPINIONS
 

Certain legal matters with respect to the United States of America, New York and Delaware law with respect to the
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validity of the offered securities will be passed upon for us by Willkie Farr & Gallagher LLP, New York, New York. Certain

legal matters with respect to Bermuda law will be passed upon for us by Conyers Dill & Pearman, Hamilton, Bermuda. The

description of U.S. tax laws will be passed upon by Willkie Farr & Gallagher LLP. The description of Bermuda tax laws will be

passed upon by Conyers Dill & Pearman. Additional legal matters may be passed on for any underwriters, dealers or agents by

counsel which will be named in the applicable prospectus supplement.
 

EXPERTS
 

The financial statements and the related financial statement schedules incorporated in this Prospectus by reference

from our Annual Report on Form 10-K have been audited by Deloitte & Touche, an independent registered public accounting

firm, as stated in their report, which is incorporated herein by reference, and have been so incorporated in reliance upon the

report of such firm given upon their authority as experts in accounting and auditing.
 

ENFORCEMENT OF CIVIL LIABILITIES UNDER

UNITED STATES FEDERAL SECURITIES LAWS
 

We are incorporated pursuant to the laws of Bermuda and our business is based in Bermuda. In addition, certain of our

directors and officers reside outside the United States, and all or a substantial portion of our assets and the assets of such persons

are located in jurisdictions outside the United States. As such, it may be difficult or impossible to effect service of process

within the United States upon us or those persons or to recover against us or them on judgments of U.S. courts, including

judgments predicated upon civil liability provisions of the U.S. federal securities laws. Further, no claim may be brought in

Bermuda against us or our directors and officers in the first instance for violation of U.S. federal securities laws because these

laws have no extraterritorial jurisdiction under Bermuda law and do not have force of law in Bermuda. A Bermuda court may,

however, impose civil liability, including the possibility of monetary damages, on us or our directors and officers if the facts

alleged in a complaint constitute or give rise to a cause of action under Bermuda law.
 

We have been advised by Conyers Dill & Pearman, our Bermuda counsel, that there is doubt as to whether the courts

of Bermuda would enforce judgments of U.S. courts obtained in actions against us or our directors and officers, as well as the

experts named herein, predicated upon the civil liability provisions of the U.S. federal securities laws or original actions brought

in Bermuda against us or such persons predicated solely upon U.S. federal securities laws. Further, we have been advised by

Conyers Dill & Pearman that there is no treaty in effect between the United States and Bermuda providing for the enforcement

of judgments of U.S. courts. Some remedies available under the laws of U.S. jurisdictions, including some remedies available

under the U.S. federal securities laws, may not be allowed in Bermuda courts as contrary to that jurisdiction’s public policy.

Because judgments of U.S. courts are not automatically enforceable in Bermuda, it may be difficult for investors to recover

against us based upon such judgments.
 

 

YOU SHOULD RELY ONLY ON THE INFORMATION CONTAINED OR INCORPORATED BY REFERENCE

IN THIS PROSPECTUS OR ANY SUPPLEMENT. WE HAVE NOT AUTHORIZED ANYONE ELSE TO PROVIDE YOU

WITH DIFFERENT INFORMATION. WE ARE OFFERING THESE SECURITIES ONLY IN STATES WHERE THE

OFFER IS PERMITTED. YOU SHOULD NOT ASSUME THAT THE INFORMATION IN THIS PROSPECTUS OR ANY

SUPPLEMENT IS ACCURATE AS OF ANY DATE OTHER THAN THE DATE ON THE FRONT OF THOSE

DOCUMENTS. OUR BUSINESS, FINANCIAL CONDITION, RESULTS OF OPERATIONS AND PROSPECTS MAY

HAVE CHANGED SINCE THAT DATE.
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