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GENERAL INFORMATION
Solicitation and Revocability of Proxy

This Proxy Statement is furnished to the holders of common shares, par value U.S.$0.01
per share (the “Shares”), of W.P. Stewart & Co., Ltd., an exempted company incorporated with
limited liability under the laws of Bermuda (the “Company”), in connection with the solicitation
by the Board of Directors of the Company of proxies in the accompanying form (each, a “Proxy”
and, collectively, the “Proxies”) to be used at the special court-ordered general meeting of
holders of Shares to be held at the offices of Appleby, located at Canon’s Court, 22 Victoria
Street, Hamilton, Bermuda, on Thursday, 20 May 2010 at 10:00 a.m. (local time in Bermuda)
(the “Special Court-Ordered General Meeting”) and at any subsequent time that may be
necessitated by the adjournment thereof.

This Proxy Statement and the enclosed Proxy are first being given or sent to holders of
Shares on or about 19 April 2010.

The mailing address of the principal executive office of the Company is Trinity Hall, 43
Cedar Avenue, P.O. Box HM 2905, Hamilton HM LX, Bermuda.

The Board of Directors of the Company recommends a vote FOR the approval of
the proposal set forth in the accompanying Notice of Special Court-Ordered General
Meeting of Shareholders.

All registered holders (the “Shareholders”) of the Company’s Shares at the close of
business on 12 April 2010 (the “Record Date”) are entitled to vote at the Special Court-Ordered
General Meeting. If, however, any Shareholder cannot be present in person, a Proxy is enclosed
which the Board of Directors of the Company requests such Shareholder execute and return as
soon as possible. By executing and returning the Proxy, you are authorizing the persons named
in the Proxy to vote your Shares in accordance with your instructions. If you indicate a
preference to abstain on the proposal, no vote will be recorded. A Shareholder can revoke
his/her/its Proxy at any time before it is voted if so desired, either in person at the Special Court-
Ordered General Meeting or by delivery of a duly executed subsequent Proxy or notice of



revocation to the Secretary of the Company. All properly executed Proxies delivered pursuant to
this solicitation, unless previously revoked, will be voted in accordance with directions given, if
delivered in time to be voted at the Special Court-Ordered General Meeting. If you return a
signed Proxy that does not indicate your voting preference, the persons named in the Proxy
will vote your Shares in favor of the proposal set forth in the accompanying Notice of
Special Court-Ordered General Meeting of Shareholders.

The Company is paying all costs of the solicitation of Proxies, including the expenses of
printing and mailing this Proxy Statement, the accompanying Notice of Special Court-Ordered
General Meeting of Shareholders and the Proxy. Proxies will primarily be solicited by mail, but
may also be solicited by personal interview and telephone.

For admission to the Special Court-Ordered General Meeting, registered Shareholders
(that is, those who hold Shares in their own names) should come to the check-in area, where their
ownership will be verified. Those who have beneficial ownership of Shares held by a bank or
broker (often referred to as “holding in street name”) should also come to the check-in area. To
be admitted, beneficial owners must bring account statements or letters from their banks or
brokers showing that they own Company Shares, but they will not be able to vote at the Special
Court-Ordered General Meeting. Only registered holders may vote at the Special Court-Ordered
General Meeting. Beneficial owners should instruct their brokers or banks who are the registered
holders of their Shares how to vote on their behalf. Registration will begin at 9:30 a.m. (local
time in Bermuda) on the day of the Special Court-Ordered General Meeting.

It is critical that beneficial owners of Shares “held in street name” instruct their brokers
or banks how to vote on their behalf. If beneficial owners of Shares “held in street name” do not
instruct their brokers or banks how to vote on their behalf, such brokers or banks will not have
the ability to vote such uninstructed Shares on a discretionary basis and no votes will be cast
with respect to such uninstructed Shares.

Record Date; Quorum

All registered Shareholders at the close of business on the Record Date are entitled to
vote at the Special Court-Ordered General Meeting. At the close of business on the Record Date,
5,603,669 Shares were outstanding and are entitled to vote at the Special Court-Ordered General
Meeting. Subject to the provisions set forth below, the holders of Shares are entitled to one vote
per Share on the matter to be considered at the Special Court-Ordered General Meeting. Under
Bermuda law, the Shareholders do not have any right to an appraisal of the value of their Shares
in connection with the matter being proposed. Voting at the Special Court-Ordered General
Meeting is by a poll. Poll cards for voting will be circulated at the Special Court-Ordered
General Meeting.

Votes cast by Proxy or in person at the Special Court-Ordered General Meeting will be
tabulated by the scrutineer of voting appointed for the Special Court-Ordered General Meeting,
who also will determine whether a quorum is present for the transaction of business. The
Company’s bye-laws, as amended to date (the “Bermuda Bye-laws”), provide that the presence
in person or by proxy of at least two Shareholders who are entitled to vote and represent not less
than one-third in nominal value of the total issued Shares shall constitute a quorum for the



transaction of business at the Special Court-Ordered General Meeting. Abstentions and broker
non-votes will be counted for purposes of determining whether a quorum is present. An
abstention or “broker non-vote” on the proposal has the effect of a vote not being cast with
respect to the relevant Shares in relation to the proposal. As a consequence, such Shares will
have no effect when determining whether the proposal has received the required approval. The
affirmative vote of a majority in number of Shareholders present and voting, either in person or
by proxy, at the Special Court-Ordered General Meeting representing 75% or more in nominal
value of the Shares held by Shareholders present and voting, either in person or by proxy, at the
Special Court-Ordered General Meeting is required to approve the Scheme of Arrangement (as
defined below).

The Bermuda Bye-laws establish two separate limitations on the voting rights of
Shareholders:

e No natural person may exercise more than 5% of the votes of all Shares; and
< No entity or group may exercise more than 9.5% of the votes of all Shares.

However, these limitations do not apply to Shareholders who were Shareholders before
the public offering of Shares of the Company in December 2000 and additional persons, entities
or groups that are designated by the Board of Directors.

These limitations apply regardless of how many Shares are actually owned or controlled
by a Shareholder. For purposes of applying this restriction, the Bermuda Bye-laws provide that a
person, entity or group shall be deemed to own:

e All Shares which such person, entity or group is deemed to constructively own
directly or indirectly pursuant to rules defining a controlled foreign corporation under
the U.S. Internal Revenue Code of 1986, as amended (the “Code”); and

e All Shares which such person, entity or group is deemed to beneficially own directly
or indirectly as a result of the possession of sole or shared voting power within the
meaning of Section 13(d)(3) of the U.S. Securities Exchange Act of 1934, as
amended (the “Exchange Act”), and the rules and regulations promulgated
thereunder.

The Bermuda Bye-laws provide that the votes that could have been cast by Shareholders
who are subject to these voting restrictions will be allocated to the other Shareholders pro rata,
based on their Share ownership and voting power pursuant to a formula specified in the Bermuda
Bye-laws. However, no Shareholder will be allocated any additional voting rights to the extent
that the allocation of such additional voting rights to that Shareholder would cause the total
voting power of that Shareholder to exceed the 5% limitation, in the case of a natural person, or
the 9.5% limitation, in the case of an entity, group or person other than a natural person.

In addition, even if the above two limitations do not apply, the Bermuda Bye-laws also
contain a separate limitation that would prevent any Shareholder or group of Shareholders,
except the Company’s subsidiaries, any shareholding entity for the purposes of the Company’s



employee benefit plans that may be established and designated by the Board of Directors or any
Shareholder designated by the Board of Directors, from exercising more than 20% of the votes of
all Shares or any other shares that the Company may issue in the future. Certain investment
funds managed by Arrow Capital Management, LLC, a Delaware limited liability company
(“Arrow”), have been granted a waiver allowing them, as a group, to vote up to 24% of all
Shares outstanding in the event their ownership is at or above such level, which it was as of the
Record Date and the date of this Proxy Statement.



FORWARD-LOOKING STATEMENTS

Certain statements in this Proxy Statement, including the related Appendices attached to
this Proxy Statement, are forward-looking statements. Such forward-looking statements include,
without limitation, statements concerning the Company’s assumptions, expectations, beliefs,
intentions, plans or strategies regarding the future. The forward-looking statements contained in
this Proxy Statement, including the related Appendices attached to this Proxy Statement, are
based on beliefs of the Company’s management, as well as on estimates and assumptions made
by, and information currently available to, the Company’s management. Such forward-looking
statements involve known and unknown risks, uncertainties and other factors that may cause the
Company’s or the Delaware Company’s (as defined below) actual results, performance or
achievements, or industry results, to be materially different from any future results, performance
or achievements expressed or implied by such forward-looking statements. Such factors include,
among others, the following:

e The ability to obtain Shareholder approval of the Scheme of Arrangement (as defined
below);

e The ability to obtain the Supreme Court of Bermuda’s sanction of the Scheme of
Arrangement;

e The ability to satisfy the other conditions to the Reorganization (as defined below) on
the expected time frame or at all;

e The ability to realize the expected benefits from the Reorganization;

e The occurrence of difficulties in connection with the Reorganization;

e Any unanticipated costs in connection with the Reorganization;

e The tax treatment of the Reorganization;

e The accounting treatment of the Reorganization;

» General economic and business conditions;

e Industry capacity and trends;

e Competition;

e The loss of major clients;

e Changes in demand for the Company’s or the Delaware Company’s services;
e Changes in, or inability to implement, business strategy or development plans;

e Changes in the laws and/or regulatory circumstances in Bermuda, the United States or
other jurisdictions;



e Changes in contingent liabilities;

e The adverse effect from a decline or volatility in the securities market in general or
the Company’s or the Delaware Company’s products’ performance;

e Quality of management;
e Ability to attract and retain qualified personnel;

e Actions taken or omitted to be taken by third parties, including, but not limited to, the
Company’s Shareholders, clients and competitors and legislative, regulatory, judicial
and governmental authorities; and

e Auvailability, terms and deployment of capital.

Should one or more of these risks or uncertainties materialize, or should the underlying
assumptions prove incorrect, actual results may vary significantly from those anticipated,
believed, estimated, expected, intended or planned. The Company does not intend to review or
revise any particular forward-looking statements made in this Proxy Statement, including the
related Appendices attached to this Proxy Statement, in light of future events. You are cautioned
not to put undue reliance on any forward-looking statements.



REORGANIZATION
Overview of the Reorganization

The Company is seeking Shareholder approval, at the Special Court-Ordered General
Meeting, of a share exchange transaction to be effected by a scheme of arrangement between the
Company and the Shareholders, attached hereto as Appendix A (the “Scheme of Arrangement”),
which will represent a step in the reorganization of the Company from an exempted company
incorporated with limited liability under the laws of Bermuda to a Delaware corporation (the
“Reorganization”).

On 15 December 2009, the Board of Directors of the Company unanimously approved,
and recommended that the Shareholders approve, the Scheme of Arrangement, pursuant to
which, in connection with an exchange agreement between the Company and WPS Delaware,
Inc., a newly incorporated Delaware corporation and currently a wholly owned subsidiary of the
Company (the “Delaware Company”), attached hereto as Appendix B (the “Exchange
Agreement”), each holder of Shares of the Company that are issued and outstanding immediately
before the transaction is effected will transfer such Shares to the Delaware Company solely in
exchange for the same number of shares of common stock, par value U.S.$0.01 per share (the
“Common Stock™), of the Delaware Company. As is stated above, the Scheme of Arrangement
represents one of the steps in the Reorganization. The steps in the Reorganization are as follows:

1. On 1 April 2010, the Company incorporated the Delaware Company and was
issued 10 shares of Common Stock.

2. On 1 April 2010, the Company and the Delaware Company entered into the
Exchange Agreement.

3. On 8 April 2010, the Company petitioned the Supreme Court of Bermuda to
permit the calling of a meeting of Shareholders to approve the Scheme of
Arrangement.

4. On 8 April 2010, the Supreme Court of Bermuda issued an order permitting the
Company to seek Shareholder approval of the Scheme of Arrangement.

5. The Company will hold the Special Court-Ordered General Meeting to approve
the Scheme of Arrangement on 20 May 2010.

6. If the Company obtains the necessary Shareholder approval at the Special Court-
Ordered General Meeting, the Supreme Court of Bermuda will hold a second
hearing, scheduled to be held on or about 28 May 2010, to sanction the Scheme of
Arrangement (the “Sanction Hearing™).

7. Assuming that the Company receives the necessary Shareholder approval, the
Supreme Court of Bermuda sanctions the Scheme of Arrangement and the
Company does not abandon the Reorganization, the Company will deliver the
court order sanctioning the Scheme of Arrangement (the “Bermuda Court Order”)
to the Bermuda Registrar of Companies, at which time the Scheme of



Arrangement will become effective (the “Scheme of Arrangement Effective
Time”). At the Scheme of Arrangement Effective Time, the following actions will
also occur effectively simultaneously:

. All previously outstanding Shares of the Company will be transferred to
the Delaware Company;

. The Delaware Company will issue to the holders of Shares of the
Company one share of Common Stock in exchange for each Share so
transferred to the Delaware Company; and

. All previously outstanding shares of Common Stock of the Delaware
Company will be cancelled.

At the Scheme of Arrangement Effective Time, the current Shareholders of the
Company will become the stockholders of the Delaware Company and the
Company will become a wholly owned subsidiary of the Delaware Company.

8. Immediately after the Scheme of Arrangement Effective Time, the Delaware
Company will complete the Reorganization by causing the Company to be
amalgamated with and into the Delaware Company, with the Delaware Company
continuing as the surviving corporation in the amalgamation and with the
Delaware Company being renamed “W.P. Stewart & Co., Ltd.” (the
“Amalgamation”). Shareholders will not be entitled to vote on the Amalgamation.

Overview of the Reasons for the Reorganization

The Board of Directors believes that Bermuda is no longer the most desirable jurisdiction
for the Company’s place of incorporation and tax residence for several reasons. Various
legislative and regulatory proposals in the United States could be detrimental to companies that
are domiciled in countries, like Bermuda, that do not have tax treaties with the United States. If
ultimately enacted, these proposals could have a material adverse effect on the Company and its
Shareholders. Similarly, other countries that are members of the Organization for Economic Co-
operation and Development (“OECD”) have raised concerns about the current tax treatment of
companies domiciled in jurisdictions, like Bermuda, that do not have tax treaties. In addition, the
Board of Directors believes that, under present conditions, the cost of maintaining the
Company’s headquarters in Bermuda outweighs any associated tax or other benefits. Thus, the
Company anticipates that the Reorganization will result in substantial ongoing cost savings. The
Board of Directors also believes that Delaware’s corporate laws are generally more modern,
flexible, highly developed and predictable than Bermuda’s corporate laws. Delaware corporate
laws are also periodically revised to be responsive to the changing legal and business needs of
companies. For these reasons, many public companies have initially incorporated in Delaware or
have changed their corporate domiciles to Delaware in a manner similar to that proposed by the
Company.

Shareholders are urged to read this Proxy Statement, including the related Appendices
attached to this Proxy Statement, carefully before voting on the Scheme of Arrangement. The



following discussion summarizes the material provisions of the Reorganization. This summary is
subject to and qualified in its entirety by the Scheme of Arrangement, the Exchange Agreement,
the certificate of incorporation of the Delaware Company, filed with the Secretary of State of the
State of Delaware, attached hereto as Appendix C (the “Delaware Certificate”), and the bylaws
of the Delaware Company, attached hereto as Appendix D (the “Delaware Bylaws”). Copies of
the Memorandum of Association of the Company, filed in Bermuda, as amended to date (the
“Bermuda Memorandum of Association”), and the Bermuda Bye-laws have been filed as
exhibits to the periodic reports that the Company previously filed with the U.S. Securities and
Exchange Commission (the “SEC”) when it was subject to reporting requirements under the
Exchange Act and are also available for inspection at the principal executive office of the
Company. Copies will be sent to Shareholders free of charge upon written request to the
Secretary of the Company.

Parties to the Reorganization
The Company

The Company is an asset management company that, since 1974, has provided research-
intensive equity investment management services to clients throughout the world. As of 19
March 2010, the Company had approximately U.S.$1.6 billion in assets under management. The
Company was incorporated on 29 June 1998 under the laws of Bermuda as an exempted limited
liability company. On 30 June 1998, the shareholders of the Company’s U.S. predecessor
company exchanged all of their interests in that company for shares of WPS II, Inc., a newly
incorporated holding company. Effective as of 1 July 1998, the Company’s U.S. predecessor
company merged with and into the Company with the Company continuing as the surviving
company in the merger. Upon completion of this merger, WPS I, Inc. received all of the
Company’s then-outstanding Shares. The Company completed an initial public offering in
December 2000 and its Shares were then listed on the New York Stock Exchange under the
symbol “WPL” and on the Bermuda Stock Exchange under the symbol “WPS.” In January 2009,
the Company’s Shares were delisted from the New York Stock Exchange and the Company filed
a Certification and Notice of Termination of Registration on Form 15 with the SEC to suspend
the registration of its Shares under the Exchange Act. Accordingly, the Company is no longer a
reporting company under the Exchange Act. The Company’s Shares are currently listed on the
Bermuda Stock Exchange under the symbol “WPS” and its Shares also trade in the United States
on the Pink Sheets under the symbol “WPSLF.” At the Scheme of Arrangement Effective Time,
the Company’s Shares will cease to be listed on the Bermuda Stock Exchange and will also cease
to trade on the Pink Sheets; however, as described below, after the Reorganization, the shares of
Common Stock of the Delaware Company are expected to trade on the Pink Sheets.

The Company’s principal executive offices are located at Trinity Hall, 43 Cedar Avenue,
P.O. Box HM 2905, Hamilton HM LX, Bermuda, telephone number: 441-295-8585. The
Company’s agent in the United States is W.P. Stewart & Co., Inc., 527 Madison Avenue, 20th
Floor, New York, New York 10022, U.S.A., Attention: Seth L. Pearlstein, Esg., telephone
number: 212-750-8585.



The Delaware Company

The Delaware Company is a Delaware corporation incorporated by the Company on 1
April 2010. The Delaware Company is currently wholly owned by the Company, which owns 10
shares of Common Stock of the Delaware Company. The Delaware Company exists solely to
facilitate the Reorganization and has not engaged in any operations other than in connection with
its incorporation and the execution of the Exchange Agreement.

Immediately after the Scheme of Arrangement Effective Time, in connection with the
Amalgamation, the Delaware Company will be renamed “W.P. Stewart & Co., Ltd.”

There is currently no established public trading market for the Common Stock of the
Delaware Company. After the Reorganization, shares of Common Stock of the Delaware
Company are expected to trade on the Pink Sheets under a symbol to be announced after such
symbol has been determined by the Financial Industry Regulatory Authority in the United States,
similar to the current trading of the Company’s Shares on the Pink Sheets.

The Delaware Company’s principal executive offices are located at 527 Madison
Avenue, 20th Floor, New York, New York 10022, U.S.A., telephone number: 212-750-8585.

Mechanics of the Reorganization

As is stated above, the process for effecting the Scheme of Arrangement, one of the steps
in reorganizing the Company from an exempted company incorporated with limited liability
under the laws of Bermuda to a Delaware corporation, calls for the Bermuda Court Order to be
delivered to the Bermuda Registrar of Companies, at which time the current Shareholders of the
Company will become the stockholders of the Delaware Company and the Company will
become a wholly owned subsidiary of the Delaware Company. As is also stated above,
immediately after the Bermuda Court Order is delivered to the Bermuda Registrar of Companies,
the Delaware Company will complete the Reorganization by causing the Company to be
amalgamated with and into the Delaware Company. The Company will cease to exist as a result
of the Amalgamation. The Delaware Company will be the surviving corporation in the
Amalgamation, will be renamed “W.P. Stewart & Co., Ltd.” and will continue to operate the
business of the Company as it existed prior to the Reorganization, except that the Company’s
headquarters and all other operations presently conducted in Bermuda will be relocated to the
State of New York. As a result of the Reorganization, the subsidiaries of the Company will
become subsidiaries of the Delaware Company, although it is intended that certain of the
Company’s Bermuda subsidiaries will be reorganized in Delaware.

The Delaware Company is and, after the Reorganization, will continue to be governed by
the Delaware Certificate, the Delaware Bylaws and the Delaware General Corporation Law (the
“DGCL"). Because of differences between the Bermuda Companies Act 1981 (the “BCA”) and
the DGCL, as well as differences between the Bermuda Memorandum of Association and
Bermuda Bye-laws, on the one hand, and the Delaware Certificate and Delaware Bylaws, on the
other hand, the Reorganization will effect some changes in the rights of Shareholders. See “—
Significant Differences Between the Corporate Laws of Bermuda and Delaware and the
Governing Documents of the Company and the Delaware Company” below.
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For information regarding the expected directors and executive officers of the Delaware
Company after the Reorganization, see “—Directors and Executive Officers of the Delaware
Company After the Reorganization” below.

At the Scheme of Arrangement Effective Time, each outstanding Share of the Company
will be transferred to the Delaware Company and the Delaware Company will issue to the
holders of Shares of the Company one share of Common Stock in exchange for each Share so
transferred to the Delaware Company. In addition, after the Reorganization, each outstanding
option to purchase Shares of the Company will represent an option to purchase the same number
of shares of Common Stock of the Delaware Company, with no other changes in the terms and
conditions of such options. As a result of the Reorganization, the Company’s other employee
benefit arrangements, including, but not limited to, equity incentive plans and non-cash
compensation arrangements with respect to issued unvested restricted Shares and agreements to
issue Shares, will be assumed by the Delaware Company upon the terms and subject to the
conditions specified in such plans and arrangements.

Other than the change in corporate domicile, and except that the Company’s headquarters
and all other operations presently conducted in Bermuda will be relocated to the State of New
York, the Reorganization will not result in any change in the business, physical location, assets,
liabilities or net worth of the Company. After the Reorganization, the Shares will no longer be
listed or trade on the Bermuda Stock Exchange. As such, after the Reorganization, the Delaware
Company will not be subject to the Bermuda Stock Exchange Listing Regulations, which provide
for the preparation of certain annual, interim and current reports and which currently provide
Shareholders with certain protections relating to, among other things, Share issuances, Share
repurchases and transactions with Directors. The Shares currently trade on the Bermuda Stock
Exchange under the symbol “WPS.” After the Reorganization, the Shares will also cease trading
on the Pink Sheets. The Shares currently trade on the Pink Sheets under the symbol “WPSLF.”
There is currently no established public trading market for the Common Stock of the Delaware
Company. After the Reorganization, shares of Common Stock of the Delaware Company are
expected to trade on the Pink Sheets under a symbol to be announced after such symbol has been
determined by the Financial Industry Regulatory Authority in the United States, similar to the
current trading of the Company’s Shares on the Pink Sheets.

The Reorganization will not affect any of the Company’s material contracts with any
third parties and the Company’s rights and obligations under such material contractual
arrangements will continue as rights and obligations of the Delaware Company.

If the Scheme of Arrangement is approved by the Shareholders and the Supreme Court of
Bermuda sanctions the Scheme of Arrangement, the Scheme of Arrangement will become
effective upon the delivery of the Bermuda Court Order to the Bermuda Registrar of Companies.
Immediately after the Bermuda Court Order is delivered to the Bermuda Registrar of Companies,
the Delaware Company will complete the Reorganization by causing the Company to be
amalgamated with and into the Delaware Company, with the Delaware Company continuing as
the surviving corporation in the Amalgamation and with the Delaware Company being renamed
“W.P. Stewart & Co., Ltd.” Shareholders will not be entitled to vote on the Amalgamation. If the
Scheme of Arrangement is approved by the Shareholders and the Supreme Court of Bermuda
sanctions the Scheme of Arrangement, it is anticipated that the Reorganization will be effected as
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promptly as reasonably possible following such approval and sanctioning. However, the
Reorganization may be delayed by the Board of Directors, or the Exchange Agreement may be
terminated and the Reorganization abandoned by action of the Board of Directors, without
Shareholder approval, at any time prior to the Scheme of Arrangement Effective Time, whether
before or after approval of the Scheme of Arrangement by the Shareholders or sanctioning of the
Scheme of Arrangement by the Supreme Court of Bermuda, if the Board of Directors determines
for any reason, in its sole judgment and discretion, that such action would be advisable or in the
best interests of the Company and the Shareholders. In addition, subject to U.S. securities law
constraints, the Exchange Agreement may be amended, modified or supplemented at any time
before or after the Scheme of Arrangement is approved by the Shareholders. However, after the
Scheme of Arrangement is approved by the Shareholders, no amendment, modification or
supplement may be made to the Exchange Agreement that requires further approval by the
Shareholders without obtaining that approval.

Unless the Scheme of Arrangement has become effective on or before 1 August 2010 or
such later date, if any, as the Company may agree and the Supreme Court of Bermuda may
allow, the Scheme of Arrangement will lapse by its terms and not come into effect.

Conditions to the Effectiveness of the Scheme of Arrangement

The Scheme of Arrangement will not become effective unless, among other things, the
following conditions are satisfied or, if allowed by law, waived:

e The Scheme of Arrangement has been approved by the requisite vote of Shareholders;
e The Bermuda Court Order has been obtained from the Supreme Court of Bermuda;

e All consents and governmental authorizations that are necessary, desirable or
appropriate in connection with the Scheme of Arrangement have been obtained on
terms acceptable to the Company and are in full force and effect;

e The Company receives an opinion from Dorsey & Whitney LLP, in form and
substance reasonably satisfactory to it, confirming, as of the Scheme of Arrangement
Effective Time, certain matters discussed under “—Material U.S. Federal Tax
Considerations”; and

e There is no threatened, pending or effective decree, order or injunction or other legal
constraint prohibiting the consummation of the Scheme of Arrangement.

Conditions to the Completion of the Amalgamation

The Amalgamation will not be completed unless, among other things, the following
conditions are satisfied or, if allowed by law, waived:

e The Scheme of Arrangement has become effective;

e A notice of amalgamation, with respect to the Amalgamation, has been filed with the
Bermuda Registrar of Companies;

12



» A certificate of ownership and merger, effecting the Amalgamation, has been filed
with the Secretary of State of the State of Delaware; and

e There is no threatened, pending or effective decree, order or injunction or other legal
constraint prohibiting the consummation of the Amalgamation.

Court Sanction of the Scheme of Arrangement

Pursuant to Section 99 of the BCA, the Scheme of Arrangement must be sanctioned by
the Supreme Court of Bermuda. This requires the Company to file a petition (the “Petition”) for
the Scheme of Arrangement with the Supreme Court of Bermuda. Prior to the mailing of this
Proxy Statement, the Company obtained directions from the Supreme Court of Bermuda
providing for the convening of a meeting of Shareholders to approve the Scheme of Arrangement
and other procedural matters regarding that meeting and the Supreme Court of Bermuda
proceeding, including a date upon which the Supreme Court of Bermuda will hear the Petition. A
copy of the Supreme Court of Bermuda’s directions is attached hereto as Appendix E. Subject to
the Shareholders approving the Scheme of Arrangement, a Sanction Hearing will be required to
hear the Petition and sanction the Scheme of Arrangement. The Company expects the Sanction
Hearing to be held on 28 May 2010 at 11:00 a.m. (local time in Bermuda) at the Supreme Court
of Bermuda in Hamilton, Bermuda. At the Sanction Hearing, the Supreme Court of Bermuda
may impose such conditions as it deems appropriate in relation to the Scheme of Arrangement,
but may not impose any material changes without the consent of the Company and the Delaware
Company. The Company may, subject to U.S. securities law constraints, consent to any
modification of the Scheme of Arrangement, on behalf of the Shareholders, which the Supreme
Court of Bermuda may think fit to approve or impose. In determining whether to exercise its
discretion and sanction the Scheme of Arrangement, the Supreme Court of Bermuda will
determine, among other things, whether the Scheme of Arrangement is fair and reasonable to the
Shareholders. Shareholders who wish to appear in person or by counsel at the Sanction Hearing
and present evidence or arguments in support of or in opposition to the Scheme of Arrangement
may do so. In addition, the Supreme Court of Bermuda has wide discretion to hear from
interested parties. The Company will not object to the participation in the Sanction Hearing of
any beneficial owner of Shares who holds Shares through a broker. In accordance with its terms,
the Scheme of Arrangement will become effective as soon as a copy of the Bermuda Court Order
sanctioning the Scheme of Arrangement has been delivered to the Bermuda Registrar of
Companies as required by Section 99 of the BCA.

The Scheme of Arrangement is attached hereto as Appendix A. At the Special Court-
Ordered General Meeting, the Shareholders will be asked to approve the Scheme of
Arrangement. If the Shareholders approve the Scheme of Arrangement, then the Company
intends to apply for sanction of the Scheme of Arrangement at the Sanction Hearing. The
Company encourages you to read the Scheme of Arrangement in its entirety for a complete
description of its terms and conditions.

Once the Scheme of Arrangement is effective, the Supreme Court of Bermuda will have
exclusive jurisdiction to hear and determine any suit, action or proceeding and to settle any
dispute which arises out of or is connected with the terms of the Scheme of Arrangement or its
implementation or out of any action taken or omitted to be taken under the Scheme of
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Arrangement or in connection with the administration of the Scheme of Arrangement. A
Shareholder who wishes to commence a new proceeding to enforce his, her or its rights under the
Scheme of Arrangement after the Scheme of Arrangement Effective Time must notify the
Company or, after the Amalgamation, the Delaware Company in writing of such Shareholder’s
intention at least five business days prior to commencing the new proceeding. After the Scheme
of Arrangement Effective Time, no Shareholder may commence a proceeding in respect of or
arising from the Scheme of Arrangement, except to enforce such Shareholder’s rights under the
Scheme of Arrangement where a party has failed to perform its obligations under the Scheme of
Arrangement.

When under any provision of the Scheme of Arrangement a matter is to be determined by
the Company, then the Company will have discretion to interpret those matters under the Scheme
of Arrangement in a manner that it considers fair and reasonable, and its decisions will be
binding on all concerned.

Background and Principal Reasons for the Reorganization

The Company is an exempt company incorporated with limited liability under the laws of
Bermuda. The Board of Directors of the Company believes that any direct benefit that the
Reorganization provides to the Delaware Company indirectly benefits the Shareholders, who will
become the stockholders of the Delaware Company after the Reorganization. The Board of
Directors of the Company believes that there are several reasons why a reincorporation from
Bermuda to Delaware is in the best interests of the Company and the Shareholders. As explained
in more detail below, these reasons can be summarized as follows:

e Various legislative and regulatory proposals in the United States could be detrimental
to companies that are domiciled in countries, like Bermuda, that do not have tax
treaties with the United States;

e Cost savings;

e Delaware corporate law’s greater predictability, flexibility and responsiveness to
corporate needs; and

e Access to specialized courts.

Please note that the following reasons for the Reorganization are not intended to be
exhaustive and may not include all of the reasons considered by the Board of Directors of the
Company. The Board of Directors of the Company did not quantify or assign any relative or
specific weights to these reasons in reaching its determination that the Reorganization is in the
best interests of the Company and the Shareholders. Rather, the Board of Directors’
determination is based on the totality of the information presented to it and the factors it
considered. In addition, individual members of the Board of Directors of the Company may have
given differing weights to different reasons.
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Certain information presented in this section is forward-looking in nature and, therefore,
such information should be read in light of the factors discussed in *“Forward-Looking
Statements” above.

Various Legislative and Regulatory Proposals in the United States Could Be Detrimental to
Companies That Are Domiciled in Bermuda

Various legislative and regulatory proposals in the United States could be detrimental to
companies that are domiciled in countries, like Bermuda, that do not have tax treaties with the
United States. If ultimately enacted, these proposals could have a material adverse effect on the
Company and its Shareholders. Similarly, other countries that are members of the OECD have
raised concerns about the current tax treatment of companies domiciled in jurisdictions, like
Bermuda, that do not have tax treaties.

Cost Savings

The Board of Directors believes that, under present conditions, the cost of maintaining
the Company’s headquarters in Bermuda outweighs any associated tax or other benefits. As the
Company’s sources of income have increasingly shifted from Bermuda to the United States,
more of such income will be subject to U.S. tax, so that the Company’s Bermuda domicile no
longer provides a significant tax advantage. However, there can be no assurances that future
changes in tax laws, future changes in the Company’s sources of income or both will not result in
a higher tax burden for the Delaware Company after the Reorganization. In addition, in
connection with the Reorganization, the Company’s headquarters and all other operations
presently conducted in Bermuda will be relocated to the State of New York. The Company
estimates that the cost of maintaining its Bermuda office and its Bermuda personnel is
approximately U.S.$2.9 million per year. Although some of these costs will be associated with
similar operations that the Delaware Company intends to relocate to New York, the Company
estimates that the Delaware Company will be able to reduce expenses by approximately U.S.$2.5
million per year by relocating the Company’s Bermuda operations to New York.

Predictability, Flexibility and Responsiveness of Delaware Corporate Law

The Board of Directors believes that Delaware has one of the most modern statutory
corporate laws, which is revised regularly to meet changing legal and business needs. The
Delaware legislature has historically been responsive to developments in corporate law and has
proven sensitive to changing needs of corporations and their stockholders. The office of the
Secretary of State of the State of Delaware is particularly flexible and responsive in its
administration of the filings required for mergers, acquisitions and other corporate transactions.
Delaware has become a preferred domicile for most major U.S. corporations and the DGCL and
Delaware’s administrative practices have become comparatively well known and widely
understood. As a result of these factors, it is anticipated that the DGCL will provide greater
efficiency, predictability and flexibility with respect to legal affairs than is presently available
under Bermuda law.
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Access to Specialized Courts

Delaware has established a special court, the Court of Chancery, that has exclusive
jurisdiction over matters relating to the DGCL. The Delaware Court of Chancery has no
jurisdiction over criminal or tort cases, and corporate cases are heard by judges, without juries,
who have many years of experience with corporate issues. Traditionally, this has meant that the
Delaware courts are able, in most instances, to process corporate litigation relatively quickly and
effectively, with a relatively high level of experience, sophistication and understanding. Appeals
from the Delaware Court of Chancery are heard directly by the Delaware Supreme Court.

The Delaware courts have developed considerable expertise in dealing with corporate
legal issues and have produced a substantial body of case law construing Delaware corporate
laws, with multiple cases concerning areas of law that no Bermuda court has yet considered.
Because the U.S. judicial system is based largely on legal precedents, the abundance of Delaware
case law serves to enhance the relative clarity and predictability of many areas of corporate law,
which the Board of Directors believes will offer added advantages to the Delaware Company by
allowing it and its management to make corporate decisions and take corporate actions with
greater assurance as to the validity and consequences of those decisions and actions.

Possible Negative Considerations Relating to the Reorganization

Although the Board of Directors of the Company believes that the foregoing benefits and
advantages of the Reorganization are significant, Shareholders may find the Reorganization to be
disadvantageous, as compared to reincorporation in certain other jurisdictions, for several
reasons. Delaware corporate law has been criticized by some commentators and institutional
holders on the grounds that it does not afford minority stockholders the same substantive rights
and protections as are available in a number of other jurisdictions. The Reorganization may make
it more difficult for minority stockholders to elect directors and influence the Delaware
Company’s policies than would be the case in such jurisdictions.

Additionally, because of differences between the BCA and the DGCL, as well as
differences between the governing documents of the Company and the Delaware Company, the
Reorganization will effect some changes in the rights of Shareholders. For a summary of these
differences, see “—Significant Differences Between the Corporate Laws of Bermuda and
Delaware and the Governing Documents of the Company and the Delaware Company.”

Further, after the Reorganization, the Shares will no longer be listed or trade on the
Bermuda Stock Exchange. As such, after the Reorganization, the Delaware Company will not be
subject to the Bermuda Stock Exchange Listing Regulations, which provide for the preparation
of certain annual, interim and current reports and which currently provide Shareholders with
certain protections relating to, among other things, Share issuances, Share repurchases and
transactions with Directors.

It should also be noted that the interests of members of the Board of Directors, Company
management and affiliated Shareholders in voting on the Scheme of Arrangement may not be the
same as those of unaffiliated Shareholders. See “—Interests of the Company’s Directors,
Executive Officers and Affiliated Shareholders in the Reorganization” below.
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In addition, the Delaware Company will be required to pay an annual franchise tax in
Delaware that the Company is not currently required to pay in Bermuda. The Company estimates
that, after the Reorganization, the Delaware Company’s annual franchise tax in Delaware will be
approximately U.S.$40,000. Moreover, there can be no assurances that future changes in U.S. or
foreign tax laws, future changes in the sources of the Company’s income or both will not result
in higher income taxes for the Delaware Company after the Reorganization.

The Board of Directors has considered the potential disadvantages of the Reorganization
and has concluded that the potential benefits outweigh the possible disadvantages.

Please note that the foregoing negative considerations relating to the Reorganization are
not intended to be exhaustive and may not include all of the negative considerations considered
by the Board of Directors of the Company. The Board of Directors of the Company did not
quantify or assign any relative or specific weights to these negative considerations in reaching its
determination that the Reorganization is in the best interests of the Company and the
Shareholders. Rather, the Board of Directors’ determination is based on the totality of the
information presented to it and the factors it considered. In addition, individual members of the
Board of Directors of the Company may have given differing weights to different negative
considerations.

Certain information presented in this section is forward-looking in nature and, therefore,
such information should be read in light of the factors discussed in *“Forward-Looking
Statements” above.

Financial Information

Audited consolidated financial statements of the Company as of and for the years ended
31 December 2008, 2007 and 2006, and unaudited consolidated financial statements of the
Company as of and for the nine months ended 30 September 2009 and 2008, are attached to this
Proxy Statement as Appendix F.

Directors and Executive Officers of the Delaware Company After the Reorganization

Upon the completion of the Reorganization, the directors and executive officers of the
Delaware Company are expected to be as follows:

17



Name Age Position

William P. Stewart 73 Chairman of the Board of Directors

Alfred J. Mulder 68 Director

Mark 1. Phelps 50 Chief Executive Officer, President, Managing
Director of Global Investments, and Director

Charles H. Price 39 Director

Mal Serure 39 Director

Alexandre von Furstenberg 40 Director

Rocco Macri 50 Managing Director—Chief Operating Officer

Susan G. Leber 43 Managing Director—Chief Financial Officer and
Treasurer

Seth L. Pearlstein 44 General Counsel and Secretary

William P. Stewart currently serves as Executive Chairman and Director of the Company
and, upon completion of the Reorganization, is expected to be Chairman of the board of directors
of the Delaware Company. Mr. Stewart started on Wall Street in 1955 on the trading floor of the
New York Stock Exchange. He joined Spingarn, Heine & Co. in 1957 as an analyst/registered
representative and, in 1961, moved to Pyne, Kendall & Hollister in the same capacity. He was
successively Director of Research, General Partner responsible for the firm’s investment
advisory and institutional operations, President of its international investment banking
subsidiary, Managing Partner and Chairman and Chief Executive Officer of Riter, Pyne, Kendall
& Hollister, Inc. After the sale of Riter, Pyne’s principal business in early 1973, Mr. Stewart
joined Ruane, Cunniff & Co. as Vice Chairman, while simultaneously founding the Company’s
U.S. predecessor company as a corporate consultant. He established the Company’s U.S.
predecessor company as an investment advisory firm in 1975. Mr. Stewart reduced his
involvement in the Company in 2001 and fully retired from the day-to-day management of the
Company at the end of 2004. He returned to the Company full time in early 2007 and remains
fully engaged in its research and investment management activities.

Alfred J. Mulder has been a Director of the Company since May 2007 and, upon
completion of the Reorganization, is expected to be a director of the Delaware Company. Mr.
Mulder is currently the Chairman of the board of directors of LBI International AB, a digital
agency network listed on the Amsterdam Stock Exchange and the Stockholm Stock Exchange;
Co-Chairman of the board of directors of Lithium Technology Corporation, a manufacturer of
rechargeable batteries and cells listed on the Over the Counter Bulletin Board; Chairman of the
investment advisory committee of Greenfield Capital Partners N.V.; and a member of the board
of directors of several private companies in Europe and the United States. In 1995, Mr. Mulder
co-founded Greenfield Capital Partners N.V. and had served as Partner and Chairman of its
investment committees until 1999 and Chairman of its board of directors from 2000 to 2001.
Prior to 1995, Mr. Mulder had been Senior Advisor to HAL Investments N.V. from 1993 to
1995, a member of the board of management of Pon Holdings B.V. from 1991 to 1993 and
President and Chief Executive Officer of Transmark Holding B.V. from 1981 to 1991. Mr.
Mulder started his career at Xerox Corporation in 1963, where he held various positions until
1981. In addition to his current board memberships, Mr. Mulder has previously served on the
supervisory boards of several European-based companies, including a public telecommunications
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company based in Brussels and a publicly traded car manufacturing company listed on the
Amsterdam Stock Exchange.

Mark 1. Phelps currently serves as Chief Executive Officer, President, Managing
Director of Global Investments, and Director of the Company and, upon completion of the
Reorganization, is expected to be Chief Executive Officer, President, Managing Director of
Global Investments and a director of the Delaware Company. Mr. Phelps was appointed Chief
Executive Officer of the Company in September 2008 and joined the Board of Directors of the
Company at that time. He originally joined W.P. Stewart & Co. (Europe), Ltd., which, at the
time, was the Company’s London research and portfolio management subsidiary, in February
2005 as Global Portfolio Manager. Mr. Phelps is a British national with more than 20 years
experience in European, U.S. and global investment research and portfolio management. For
over 10 years he held senior positions with the Dresdner Bank organization in both London and
San Francisco. Most recently he served as Chief Investment Officer for Global Equities at
Dresdner RCM in San Francisco. Mr. Phelps has a BA (Hons.) in Economics from the University
of York in England and completed graduate studies at the Royal Military Academy Sandhurst,
England. From 1981 to 1984, Mr. Phelps was in the British Army and finished his service with
the rank of Captain.

Charles H. Price has been a Director of the Company since May 2009 and, upon
completion of the Reorganization, is expected to be a director of the Delaware Company. Mr.
Price is the Managing Principal of Palmer Capital LLP (*Palmer”). Mr. Price has 15 years
experience in capital raising in the alternatives industry and founded Palmer in 2001. Mr. Price
previously worked at Griphon Capital Management NY, Union Bancaire Privee NY and Anchor
Asset Management London. Mr. Price obtained an honors degree from Brown University.

Mal Serure has been a Director of the Company since May 2009 and, upon completion
of the Reorganization, is expected to be a director of the Delaware Company. Mr. Serure
currently serves as Co-Managing Member of Arrow, which he joined in 2005. Since 2005, Mr.
Serure has also been a co-owner, with Mr. von Furstenberg, of two affiliates of Arrow (the
“Arrow Affiliate Entities”) which serve as the general partner or managing member, as
applicable, of certain of the investment funds managed by Arrow. In addition, since 2005, Mr.
Serure has been the sole director of two of the investment funds managed by Arrow that are
domiciled outside of the United States. From 1995 to 2005, Mr. Serure worked in the Private
Client Services Group of Bear, Stearns & Co. Inc. Mr. Serure attended the Wharton School of
the University of Pennsylvania.

Alexandre von Furstenberg has been a Director of the Company since November 2008
and, upon completion of the Reorganization, is expected to be a director of the Delaware
Company. Mr. von Furstenberg currently serves as Co-Managing Member and Co-Portfolio
Manager of Arrow, which he founded in 2003. Since 1995, he has acted as Co-Managing
Member and Chief Investment Officer of Arrow Investments, Inc., the private investment office
which serves his family. Mr. von Furstenberg has also been a co-owner, with Mr. Serure, of the
Arrow Affiliate Entities since 2005. Mr. von Furstenberg has been a member of the board of
directors of IAC/InterActiveCorp., a U.S.-based internet conglomerate, since 2008. Mr. von
Furstenberg has also served as a Partner of Diane von Furstenberg Studio, LP since 1995. In
addition to the philanthropic work accomplished through his position as a Director of the Diller —
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von Furstenberg Family Foundation, Mr. von Furstenberg also serves on the board of directors of
Friends of the High Line. He is a graduate of Brown University.

Rocco Macri has been Managing Director—Chief Operating Officer of the Company
since May 2005 and, upon completion of the Reorganization, is expected to be Managing
Director—Chief Operating Officer of the Delaware Company. He served as Deputy Managing
Director—Chief Financial Officer of the Company from September 2001 until May 2005 and as
Finance Director of the Company from March 1999 until September 2001. From 1993 through
1999, he was a Partner with the accounting firm of Lopez, Edwards, Frank & Co., LLP, where he
was a Manager from 1984 through 1998. From 1984 through 1998, Mr. Macri had principal
responsibility for the Company’s audit. Mr. Macri received a B.A. in Business Administration in
1981 from Adelphi University and is a Certified Public Accountant.

Susan G. Leber has been Managing Director—Chief Financial Officer of the Company
since May 2005 and, upon completion of the Reorganization, is expected to be Managing
Director—Chief Financial Officer and Treasurer of the Delaware Company. She served as
Deputy Managing Director—Financial Operations of the Company from March 2003 until
May 2005, as Director of Financial Operations of the Company from December 2001 until
March 2003 and as Deputy Finance Director—Group Controller of the Company from
March 1999 until December 2001. Prior to joining the Company, Ms. Leber was a Senior
Manager with the accounting firm of Lopez, Edwards, Frank & Co., LLP from 1993 to 1999,
where she was Manager of the Company’s audit. Ms. Leber received a Bachelors of Science
degree in accounting from The University of Staten Island and is a Certified Public Accountant.

Seth L. Pearlstein has been General Counsel of the Company since August 2007 and,
upon completion of the Reorganization, is expected to be General Counsel and Secretary of the
Delaware Company. He joined the Company in 2002 as Associate General Counsel, a position
which he held until August 2007. Prior to joining the Company in 2002, Mr. Pearlstein was Of
Counsel at Dorsey & Whitney LLP for over two years. Prior to joining Dorsey & Whitney LLP,
he served as an Associate in the Corporate Department at Skadden, Arps, Slate, Meagher & Flom
LLP for eight years. He holds a B.S. magna cum laude in Accounting from New York University
and a J.D. from New York University School of Law.

Significant Differences Between the Corporate Laws of Bermuda and Delaware and the
Governing Documents of the Company and the Delaware Company

There are many differences between the BCA and the DGCL, as well as differences
between the Bermuda Memorandum of Association and Bermuda Bye-laws, on the one hand,
and the Delaware Certificate and Delaware Bylaws, on the other hand. Below is a summary of
certain of the material differences between the BCA and the DGCL and certain of the material
differences between the governing documents of the Company and the Delaware Company. The
below summary is not intended to be relied upon as an exhaustive list of differences or a
complete description of the differences and is qualified in its entirety by reference to the BCA,
the Bermuda Memorandum of Association, the Bermuda Bye-laws, the DGCL, the Delaware
Certificate and the Delaware Bylaws. Copies of the Bermuda Memorandum of Association and
Bermuda Bye-laws have been filed as exhibits to the periodic reports that the Company
previously filed with the SEC when it was subject to reporting requirements under the Exchange
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Act and are also available for inspection at the principal executive office of the Company. Copies
will be sent to Shareholders free of charge upon written request to the Secretary of the Company.
The Delaware Certificate is attached hereto as Appendix C and the Delaware Bylaws are
attached hereto as Appendix D.

Objects and Purposes

The Bermuda Memorandum of Association states that the Company was formed for the
following objects:

To carry on business as a holding company and to acquire and hold shares, stocks,
debenture stock, bonds, mortgages, obligations and securities of any kind issued or
guaranteed by any company, corporation or undertaking of whatever nature and
wherever constituted or carrying on business, and shares, stock, debentures, debenture
stock, bonds, obligations and other securities issued or guaranteed by any
government, sovereign ruler, commissioners, trust, local authority or other public
body, whether in Bermuda or elsewhere, and to vary, transpose, dispose of or
otherwise deal with from time to time as may be considered expedient any of the
Company’s investments for the time being;

To acquire any such shares and other securities as are mentioned in the preceding
bullet by subscription, syndicate participation, tender, purchase, exchange or
otherwise and to subscribe for the same, either conditionally or otherwise, and to
guarantee the subscription thereof and to exercise and enforce all rights and powers
conferred by or incident to the ownership thereof;

To coordinate the administration, policies, management, supervision, control,
research, planning, trading and any and all other activities of any company or
companies now or hereafter incorporated or acquired which may be or may become a
company, wherever incorporated, which is or becomes a holding company or a
subsidiary of, or affiliated with, the Company within the meanings respectively
assigned to those terms in the BCA or, with the prior written approval of the Minister
of Finance of Bermuda, any company or companies now or hereafter incorporated or
acquired with which the Company may be or may become associated:;

To act as sponsors or representatives for any company, unit trust, partnership or other
entity seeking a listing of its shares, units or other instruments on any stock exchange,
and to act as agent or representative of any company listed on any stock exchange and
to arrange and sponsor public and private issues of shares and loan capital and to
negotiate and underwrite such issues;

To act as agents for the sale and purchase of any stocks, shares or securities, or for
any other monetary or mercantile transaction and as managers and investment
advisers for any company, partnership, public or private body, association, individual
or entity wherever incorporated, formed or based outside Bermuda and, with the prior
permission in writing of the Minister of Finance of Bermuda, for any person or any
class or group of persons incorporated, formed or based in Bermuda;
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e To act as underwriters, sponsors and agents for any government and other authority
and, for any person and, with the prior permission in writing of the Minister of
Finance of Bermuda, any person incorporated, formed or based in Bermuda;

e To provide financial services, advice and facilities of every description, including
(but without limiting the generality of the foregoing words) all these capable of being
provided by stockholders, stockjobbers, promoters and managers of investment
vehicles, investment media, financial advisers, underwriters and issuing houses to any
person and, with the prior permission in writing of the Minister of Finance of
Bermuda, any persons incorporated, formed or based in Bermuda;

e To invest the funds of or available to the Company in the share or loan capital of any
other company, partnership or other enterprise wherever incorporated, formed or
carrying on business, and in the bonds or other obligations of any authority,
undertaking or corporation, whether public or private; and

e As set forth in paragraphs (b) to (n) and (p) to (u) inclusive in the Second Schedule to
the BCA.

The Delaware Certificate states that the purpose of the Delaware Company is to engage
in any lawful act or activity for which corporations may be organized under the DGCL.

Duties of the Board of Directors

Bermuda law does not impose an all-embracing code of conduct on directors of Bermuda
companies. Many of the duties and obligations of a director of a Bermuda company are statutory,
while others are found in common law. The BCA requires a director of a Bermuda company, in
the exercise of his or her powers and in the discharge of his or her duties, to act honestly and in
good faith with a view to the best interests of the company and to exercise the care, diligence and
skill that a reasonably prudent person would exercise in comparable circumstances. In addition,
at common law, a director of a Bermuda company owes two types of duties to the company,
fiduciary duties and a duty of skill and care. The fiduciary duties include a duty to the company
to act in good faith in the director’s dealings with or on behalf of the company and to exercise
the director’s powers and fulfill the duties of the director’s office honestly. This duty includes the
following elements: (i) a duty to act in good faith in the best interests of the company; (ii) a duty
not to make a personal profit from opportunities that arise from the office of director; (iii) a duty
to avoid conflicts of interest; and (iv) a duty to exercise powers for the purpose for which such
powers were intended. The duty of skill and care requires that a director of a Bermuda company
exercise the skill that may reasonably be expected from a person of like knowledge and
experience and display the reasonable care that an ordinary person would be expected to take in
the same circumstances on his or her own behalf. Directors of Bermuda companies generally
owe their duties to the company for which they serve, rather than to its shareholders. The BCA
also imposes various duties on officers of a Bermuda company with respect to certain matters of
management and administration of the company.

Under Delaware corporate law, the business and affairs of a corporation are managed by
or under the direction of its board of directors. In exercising their powers, directors are charged
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with a fiduciary duty of care to protect the interests of the corporation and a fiduciary duty of
loyalty to act in the best interests of the corporation’s stockholders.

The duty of care requires that directors act in an informed and deliberative manner and
inform themselves, prior to making a business decision, of all material information reasonably
available to them. The duty of care also requires that directors exercise care in overseeing and
investigating the conduct of corporate employees. The duty of loyalty may be summarized as the
duty to act in good faith, not out of self-interest, and in a manner which the director reasonably
believes to be in the best interests of the corporation’s stockholders.

Under Delaware corporate law, a party challenging the propriety of a decision of a board
of directors generally bears the burden of rebutting the applicability of the presumption afforded
to directors by the “business judgment rule.” If the presumption is not rebutted, the business
judgment rule attaches to protect the directors and their decisions, and their business judgments
will generally not be second-guessed by a Delaware court. However, when the presumption is
rebutted, the directors bear the burden of demonstrating the entire fairness of the relevant
transaction. Notwithstanding the foregoing, Delaware courts subject directors’ conduct to
enhanced scrutiny in respect of defensive actions taken in response to a threat to corporate
control and to approval of a transaction resulting in a sale of control of the corporation.

Indemnification of Directors and Officers and Advancement of Expenses

Under Bermuda law, pursuant to Section 98 of the BCA, a Bermuda company may, in its
bye-laws or in any contract or arrangement between the company and any officer, or any person
employed by the company as auditors, exempt such officer or person from, or indemnify him or
her in respect of, any loss arising or liability attaching to him or her by virtue of any rule of law
in respect of any negligence, default, breach of duty or breach of trust of which the officer or
person may be guilty in relation to the company or any subsidiary thereof. The Bermuda Bye-
laws provide that the Directors and officers of the Company and any person appointed to any
committee by the Board of Directors, in their capacity as such, shall be indemnified and held
harmless by the Company in respect of their acts or omissions, except where such
indemnification is prohibited by the BCA. Section 98 of the BCA provides that any provision in
the bye-laws or any contract or other arrangement of a Bermuda company purporting to exempt a
director or any officer from, or to indemnify him or her against, liability in respect of any fraud
or dishonesty is void. However, it is permissible to exempt and indemnify directors or officers of
a Bermuda company from any liability arising from negligence, default, breach of duty or breach
of trust, not involving fraud or dishonesty. This exemption will cover all liabilities, losses,
damages or expenses (including, but not limited to, liabilities under contract, tort and statute).
This indemnification may also cover any liabilities which the director or officer incurs in
defending any proceedings, whether civil or criminal, where relief is granted to him or her,
where judgment is awarded in his or her favor or in which he or she is acquitted or granted relief
by the Supreme Court of Bermuda pursuant to Section 281 of the BCA.

Pursuant to the Bermuda Bye-laws, and subject to the BCA, expenses incurred by
Directors and officers in defending an action for which indemnification is required under the
Bermuda Bye-laws will be paid by the Company in advance of the final disposition of such
action or proceeding, if the Director or officer undertakes to repay such expenses if it is
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ultimately determined that he or she is not entitled to indemnification. However, no expenses
will be advanced to a Director or officer unless a determination is made that such Director or
officer has met the standard of conduct that would entitle him or her to indemnification. Such
determination must be made:

e By the Board of Directors, by a majority vote at a meeting duly constituted by a
quorum of Directors who are not party to the action with respect to which
indemnification is being sought;

e In the event that a meeting described in the previous bullet cannot be constituted due
to a lack of a disinterested quorum, by independent legal counsel, in a written
opinion; or

e By a majority vote of the Shareholders.

The Bermuda Bye-laws also provide that Shareholders waive all claims or rights of
action that they might have, individually or in the right of the Company, against any Director or
officer of the Company for any act or failure to act in the performance of such Director’s or
officer’s duties, except that this waiver does not extend to any claims or rights of action that arise
out of fraud or to recover any gain, personal profit or advantage to which such Director or officer
is not legally entitled.

Under Delaware corporate law, a Delaware corporation may indemnify a director or
officer against expenses (including attorneys’ fees), judgments, fines and amounts paid in
settlement actually and reasonably incurred in defense of an action, suit or proceeding by reason
of such position if (1) the director or officer acted in good faith and in a manner he or she
reasonably believed to be in or not opposed to the best interests of the corporation and (2) with
respect to any criminal action or proceeding, if the director or officer had no reasonable cause to
believe his or her conduct was unlawful. The Delaware Bylaws contain a provision providing
that the Delaware Company will indemnify its directors and officers to the fullest extent not
prohibited by the DGCL or any other applicable law, except that the Delaware Company will not
be obligated to indemnify any director or officer in connection with any proceeding (or part
thereof) initiated by such person unless (a) such indemnification is expressly required by law,
(b) the proceeding was authorized by the board of directors of the Delaware Company, (c) such
indemnification is provided by the Delaware Company, in its sole discretion, pursuant to powers
vested in it under the DGCL or any other applicable law or (d) such indemnification is otherwise
required by the Delaware Bylaws.

The Delaware Bylaws provide that expenses incurred by directors and officers in
defending an action will be paid in advance by the Delaware Company. However, unless
otherwise required by the Delaware Bylaws, no expenses will be advanced to an officer (except
by reason of the fact that such officer is or was a director) if a determination is reasonably and
promptly made (i) by a majority of the directors who are not party to the action with respect to
which indemnification is being sought, even if not a quorum, (ii) by a committee of such
directors designated by a majority of such directors, even though less than a quorum, or (iii) if
there are no such directors, or such directors so direct, by independent legal counsel, in a written
legal opinion, that the facts demonstrate clearly and convincingly that such officer acted in bad

24



faith or in a manner that such officer did not believe to be in or not opposed to the best interests
of the Delaware Company.

The Delaware Certificate also contains a provision eliminating the personal liability of
directors to the Delaware Company or its stockholders for monetary damages for breach of
fiduciary duty as a director, except for breaches of the director’s duty of loyalty, for acts or
omissions not in good faith or which involve intentional misconduct or knowing violations of
law, for improper payment of dividends or for any transaction from which the director derived an
improper personal benefit. Under the Delaware Certificate, if the DGCL is amended to authorize
any action by the Delaware Company which further eliminates or limits the personal liability of
directors, then the liability of directors will automatically be eliminated or limited to the fullest
extent then permitted by the DGCL.

Interested Directors

As a matter of common law applied in Bermuda, a director of a Bermuda company
should seek to avoid placing himself or herself in a position where there is a conflict, or a
possible conflict, between the duties he or she owes to the company and either his or her personal
interest or other duties that he or she owes to a third party, and if a director of a Bermuda
company is in any way, directly or indirectly, interested in a proposed transaction or arrangement
with the company, he or she must declare the nature and extent of that interest to the other
directors of the Bermuda company at the first opportunity. If a director of a Bermuda company
declares his or her interest at the first opportunity, either at a meeting of directors or in writing to
the directors, then the company will not be able to declare the transaction void solely due to the
existence of that personal interest and the director will not be liable to the company for any profit
realized from the transaction. In addition, Bermuda law provides that, after a director has made
the declaration of interest referred to above, he or she is allowed to be counted for purposes of
determining whether a quorum is present and to vote on a transaction in which he or she has an
interest, unless disqualified from doing so by the chairman of the relevant board meeting.
Notwithstanding the foregoing, pursuant to the terms of the Bermuda Bye-laws, a Director of the
Company generally may not vote at a meeting of the Board of Directors, or a committee of the
Board of Directors, on any resolution concerning a matter in which he or she has a material
interest, unless such interest arises only because the situation falls within one or more of the
following:

e The resolution relates to the Company’s giving the Director a guarantee, security or
indemnity in respect of money lent by him or her to, or an obligation incurred by him
or her at the request of, or for the benefit of, the Company or any of its subsidiaries;

e The resolution relates to the Company giving a third party a guarantee, security or
indemnity in respect of an obligation of the Company or any of its subsidiaries for
which the Director has assumed responsibility under a guarantee or indemnity or by
the giving of a security;

e The Director’s interest arises in relation to the subscription or purchase by him or her
of shares, debentures or other securities of the Company pursuant to an offer or
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invitation to Shareholders or debenture holders of the Company, or any class of them,
or to the public or any section of the public;

e The Director’s interest arises by virtue of his or her being, or intending to become, a
participant in the underwriting or sub-underwriting of an offer of any shares,
debentures or other securities of or by the Company or any of its subsidiaries for
subscription, purchase or exchange;

e The resolution relates to a proposal concerning any other body corporate in which he
or she is interested, directly or indirectly, and whether as an officer, shareholder,
creditor or otherwise, provided that he or she is not the holder of or beneficially
interested in 1% or more of any class of the equity share capital of such body
corporate (or any other body corporate through which his or her interest is derived) or
of the voting rights available to members of the relevant body corporate;

e The resolution relates in any way to a retirement benefits scheme which has been
approved, or is conditional upon approval, by the authorities of any country for tax
purposes;

e The resolution relates to any contract or arrangement for the benefit of the
Company’s employees, or the employees of any of the Company’s subsidiaries, and
does not provide the Director, in his or her capacity as Director, any advantage or
privilege not accorded to the employees to whom the contract or arrangement relates;
or

e Any proposal concerning any insurance which the Company is empowered to
purchase or maintain for or for the benefit of any of its Directors.

Under Delaware corporate law, a contract or transaction between a Delaware corporation
and one or more of its directors or officers, or between a Delaware corporation and any other
corporation, partnership, association or other organization in which one or more of its directors
or officers are directors or officers, or have a financial interest, is not void or voidable
solely because of such relationship or interest, or solely because the director or officer is present
at or participates or votes at the meeting of the board of directors or committee of the board of
directors that authorizes the contract or transaction, if one or more of the following is true: (i) the
material facts of the contract or transaction and the director’s or officer’s relationship or interest
are disclosed to or known by the board of directors or a committee of the board of directors, and
the board of directors or the committee of the board of directors in good faith authorizes the
contract or transaction by an affirmative vote of the majority of the disinterested directors, even
if these directors are less than a quorum; (ii) the material facts of the contract or transaction and
the director’s or officer’s relationship or interest are disclosed to or known by the stockholders
entitled to vote on the matter and they specifically approve in good faith the contract
or transaction; or (iii) the contract or transaction is fair to the corporation as of the time it was
authorized, approved or ratified.
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Number of Directors

The Bermuda Bye-laws provide for the Shareholders to determine the maximum number
of Directors. Under Bermuda law, the board of directors of a Bermuda company must consist of
at least two individuals. The Board of Directors presently has a maximum of 12 directorships,
nine of which are currently filled.

The Delaware Bylaws provide that the authorized number of directors of the Delaware
Company will be fixed by the board of directors of the Delaware Company from time to time.
Under the DGCL, the board of directors of a Delaware corporation must consist of at least one
member. For information regarding the expected directors of the Delaware Company after the
Reorganization, see “—Directors and Executive Officers of the Delaware Company After the
Reorganization” above.

Election of Directors

Under the Bermuda Bye-laws, the nominees for Director of the Company who receive a
simple majority of the number of votes cast for the election of Directors at a General Meeting of
Shareholders become Directors of the Company at the conclusion of the tabulation of the votes.

The Delaware Certificate provides that directors of the Delaware Company must be
elected by a majority of the votes cast by the holders of shares of Common Stock entitled to vote
for the election of directors at a meeting of stockholders of the Delaware Company.

Removal of Directors

Under both Bermuda law and the Bermuda Bye-laws, a Director of the Company may be
removed by the Shareholders, provided at least 14 days’ notice of the Shareholder meeting
convened to remove the Director is given to the Director concerned. The Director is entitled to
attend the meeting and be heard on the motion for his or her removal.

Under the DGCL, any director, or the entire board of directors, of a Delaware corporation
that does not have a classified board of directors or cumulative voting may be removed with or
without cause with the approval of a majority of the outstanding shares entitled to vote at an
election of directors; however, the DGCL also permits a Delaware corporation to establish a
supermajority voting requirement in connection with the removal of directors. The Delaware
Certificate and the Delaware Bylaws do not provide for a classified board of directors or
cumulative voting. In addition, the Delaware Bylaws specifically state that, subject to any
limitations imposed by applicable law or any voting agreement to which the Delaware Company
is a party, a director of the Delaware Company may be removed with or without cause by the
affirmative vote of the holders of a majority of the voting power of all then outstanding shares of
capital stock of the Delaware Company that are entitled to vote at an election of directors.

Vacancies on the Board of Directors

The Bermuda Bye-laws provide that the Board of Directors has the power to fill interim
vacancies on the Board of Directors (including vacancies caused by the difference between the
maximum and actual number of Directors) between General Meetings of Shareholders.
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The Delaware Certificate provides that any vacancies on the board of directors of the
Delaware Company for any reason, and any newly created directorships resulting from any
increase in the number of directors, may be filled by the affirmative vote of a majority of the
directors then in office, even if less than a quorum, or by a majority of the votes cast by the
holders of shares of Common Stock entitled to vote for the election of directors at a meeting of
stockholders of the Delaware Company.

Quorum
Board of Directors Meetings

Under the Bermuda Bye-laws, the quorum necessary for the transaction of business at
any Board of Directors meeting may be fixed by the Board of Directors and, unless so fixed at
any other number, will be a majority of the members of the Board of Directors.

The Delaware Bylaws provide that a quorum of the board of directors of the Delaware
Company shall consist of a majority of the exact number of directors then in office.

Shareholder Meetings

The Bermuda Bye-laws provide that the presence in person or by proxy of at least two
Shareholders who are entitled to vote and represent not less than one-third in nominal value of
the total issued Shares shall constitute a quorum for the transaction of business at a General
Meeting of Shareholders.

Under the Delaware Certificate and the Delaware Bylaws, at all meetings of stockholders,
except as otherwise expressly provided by law, the presence, in person, by remote
communication, if applicable, or by proxy, of the holders of at least one-third of the outstanding
shares of Common Stock is required to constitute a quorum for the transaction of business.

Power to Call Special Meetings of Shareholders

Bermuda law provides that a special general meeting of shareholders may be called by
the board of directors of a Bermuda company and must be called upon the written request,
deposited with the company, of shareholders holding not less than 10% of the paid-up voting
share capital of a Bermuda company.

Under the DGCL, a special meeting of stockholders may be called by the board of
directors of a Delaware corporation or by any other person authorized to do so in the
corporation’s certificate of incorporation or bylaws. Pursuant to the Delaware Certificate and the
Delaware Bylaws, a special meeting of stockholders of the Delaware Company may only be
called by (i) the board of directors of the Delaware Company, (ii) the chairman of the board of
directors of the Delaware Company, (iii) the Chief Executive Officer of the Delaware Company
or (iv) the Secretary of the Delaware Company upon the written request of holders of not less
than 20% of the outstanding shares of Common Stock entitled to vote at such special meeting.
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Notice of Shareholder Meetings

Under the Bermuda Bye-laws, the Company must provide Shareholders at least 14 days’
advance notice in writing of a General Meeting of Shareholders. The notice will be exclusive of
the day on which it is served or deemed to be served and of the day for which it is given, and
must specify the place, day and time of the General Meeting of Shareholders and the nature of
business to be considered at the General Meeting of Shareholders.

Under the Delaware Bylaws, the Delaware Company must provide notice to
stockholders, in writing or by electronic transmission, of each meeting of stockholders not less
than 10 nor more than 60 days before the date of such meeting.

Shareholder Proposal Notice Provisions

The Bermuda Bye-laws provide that a notice, executed by a Shareholder qualified to vote
at the General Meeting of Shareholders at which the election of Directors will take place,
containing the name of any person to be nominated by the Shareholder for election as a Director
of the Company, together with other specified information relating to the nominee, must be
delivered to the Company not less than six nor more than 35 clear days before the date appointed
for the General Meeting of Shareholders at which the election of Directors will take place.

The Delaware Bylaws provide that stockholder nominations of persons for election to the
board of directors of the Delaware Company, and other stockholder proposals to be considered at
an annual meeting of stockholders, must generally be received, together with other specified
information, by the Secretary of the Delaware Company, at the principal executive office of the
Delaware Company, not later than the close of business on the 150th day, nor earlier than the
close of business on the 180th day, prior to the first anniversary of the preceding year’s annual
meeting; provided, however, that, in the event that the date of the annual meeting is advanced
more than 30 days prior to or delayed by more than 30 days after the anniversary of the
preceding year’s annual meeting, to be timely, notice by the stockholder must generally be
received not earlier than the close of business on the 180th day prior to such annual meeting and
not later than the close of business on the later of the 150th day prior to such annual meeting or
the 20th day following the day on which public announcement of the date of such meeting is first
made.

Voting Restrictions

The Bermuda Bye-laws establish two separate limitations on the voting rights of
Shareholders:

« No natural person may exercise more than 5% of the votes of all Shares; and
« No entity or group may exercise more than 9.5% of the votes of all Shares.
However, these limitations do not apply to Shareholders who were Shareholders before

the public offering of Shares of the Company in December 2000 and additional persons, entities
or groups that are designated by the Board of Directors.
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These limitations apply regardless of how many Shares are actually owned or controlled
by a Shareholder. For purposes of applying this restriction, the Bermuda Bye-laws provide that a
person, entity or group shall be deemed to own:

e All Shares which such person, entity or group is deemed to constructively own
directly or indirectly pursuant to rules defining a controlled foreign corporation under
the Code; and

e All Shares which such person, entity or group is deemed to beneficially own directly
or indirectly as a result of the possession of sole or shared voting power within the
meaning of Section 13(d)(3) of the Exchange Act and the rules and regulations
promulgated thereunder.

The Bermuda Bye-laws provide that the votes that could have been cast by Shareholders
who are subject to these voting restrictions will be allocated to the other Shareholders pro rata,
based on their Share ownership and voting power pursuant to a formula specified in the Bermuda
Bye-laws. However, no Shareholder will be allocated any additional voting rights to the extent
that the allocation of such additional voting rights to that Shareholder would cause the total
voting power of that Shareholder to exceed the 5% limitation, in the case of a natural person, or
the 9.5% limitation, in the case of an entity, group or person other than a natural person. These
voting restrictions were put in place to reduce the likelihood of the Company becoming a
controlled foreign corporation for U.S. tax purposes.

The Delaware Certificate and the Delaware Bylaws do not contain voting restrictions that
are comparable to those described above. However, the Bermuda Bye-laws also contain a
separate limitation that would prevent any Shareholder or group of Shareholders, except the
Company’s subsidiaries, any shareholding entity for the purposes of the Company’s employee
benefit plans that may be established and designated by the Board of Directors or any
Shareholder designated by the Board of Directors, from exercising more than 20% of the votes of
all Shares or any other shares that the Company may issue in the future. The Delaware
Certificate contains an essentially identical limitation. Certain investment funds managed by
Arrow have been granted a waiver allowing them, as a group, to vote up to 24% of all Shares
outstanding in the event their ownership is at or above such level, which it was as of the Record
Date and the date of this Proxy Statement. At the time that the Reorganization is completed, the
board of directors of the Delaware Company will have granted (i) Mr. William P. Stewart, the
Executive Chairman and a Director of the Company, and any trust for which Mr. Stewart serves
as trustee or co-trustee irrevocable waivers allowing them to vote all of the shares of Common
Stock owned by them and (ii) the above-mentioned Arrow funds an irrevocable waiver allowing
them, as a group, to vote up to 24% of all shares of Common Stock outstanding in the event that
their ownership is at or above such level.

Shareholder Action by Written Consent

Except in the case of the removal of auditors or directors, under Bermuda law, and
subject to a Bermuda company’s bye-laws, shareholders may take action by written consent of
the holders of shares representing the majority required if the action had been voted on at a
meeting of shareholders. With respect to the Company, the above statement is amended by the
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Bermuda Bye-laws, which provide that any changes in the rights relating to Shares that have not
been approved at a General Meeting of Shareholders must be approved by the written consent of
the holders of not less than 75% of the Shares.

Delaware corporate law provides that, unless a Delaware corporation’s certificate of
incorporation provides otherwise, any action required or permitted to be taken at a meeting of
stockholders may be taken without a meeting if the holders of outstanding stock having at least
the minimum number of votes that would be necessary to authorize or take such action at a
meeting consent to the action in writing. The Delaware Certificate does not contain any
provision limiting stockholders’ rights to take action by written consent.

Dividends

Under Bermuda law, the board of directors of a Bermuda company is not permitted to
declare or pay dividends or distributions of contributed surplus if there are reasonable grounds
for believing that: (i) the company is, or, after the payment is made, would be, unable to pay its
liabilities as they become due; or (ii) the realizable value of the company’s assets after such
payment would be less than the aggregate of its liabilities and its issued share capital and share
premium accounts. The excess of the consideration paid upon the issuance of shares over the
aggregate par value of such shares must (except in certain limited circumstances) be credited to a
share premium account. Share premium may be distributed in certain limited circumstances, for
example to pay up unissued shares which may be distributed to shareholders in proportion to
their holdings, but is otherwise subject to limitation. The Bermuda Bye-laws provide that the
Board of Directors of the Company may, from time to time, declare dividends or distributions
out of contributed surplus to be paid to the Shareholders according to their rights and interests,
including such interim dividends as appear to the Board of Directors to be justified by the
position of the Company.

Under Delaware corporate law, subject to any restrictions contained in a corporation’s
certificate of incorporation, a Delaware corporation may pay dividends out of surplus or, if there
is no surplus, out of net profits for the fiscal year in which the dividend is declared and for the
preceding fiscal year. Delaware corporate law also provides that dividends may not be paid out
of net profits at any time when capital is less than the capital represented by the outstanding
stock of all classes having a preference upon the distribution of assets. The Delaware Certificate
does not contain any restrictions on the Delaware Company’s ability to pay dividends.

The Company’s ability to declare dividends or other distributions may also be limited by
regulatory restrictions derived from the net capital rules of various regulatory bodies that are
applicable to the Company and its subsidiaries and, after the Reorganization, the Delaware
Company’s ability to declare and pay dividends or other distributions may also be so limited.

The Bermuda Bye-laws provide that rights to dividends and distributions that have not
been claimed within six years after the date on which they were declared revert to the Company.
The Delaware Bylaws do not contain a comparable provision.
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Amalgamations and Similar Arrangements

Bermuda law provides that the amalgamation of a Bermuda company with another
company or corporation (other than certain affiliated companies) requires the approval of the
company’s board of directors and its shareholders. Under the Bermuda Bye-laws, the Company
may, with the approval of the holders of a majority of all issued Shares, amalgamate with another
Bermuda company or with a body incorporated outside Bermuda. Under Bermuda law, in the
event of an amalgamation of a Bermuda company with another company or corporation, a
shareholder of the Bermuda company who did not vote in favor of the amalgamation and who is
not satisfied that fair value has been offered for such shareholder’s shares may, within one month
of notice of the meeting to consider the amalgamation, apply to the Supreme Court of Bermuda
to appraise the fair value of such shareholder’s shares. Such appraisal rights are not applicable to
the Scheme of Arrangement or the Reorganization.

Bermuda law does not require shareholder approval of a sale of all or substantially all of
a Bermuda company’s assets.

Under Delaware corporate law, with certain exceptions, a merger, consolidation or sale of
all or substantially all the assets of a Delaware corporation must be approved by the
corporation’s board of directors and a majority of the issued shares entitled to vote thereon.
However, the DGCL does not require a stockholder vote of the surviving corporation in a merger
(unless the corporation provides otherwise in its certificate of incorporation) if (i) the merger
agreement does not amend the existing certificate of incorporation, (ii) each share of stock of the
surviving corporation outstanding immediately before the effective date of the merger is an
identical outstanding share after the merger and (iii) either no shares of common stock of the
surviving corporation and no shares, securities or obligations convertible into such stock are to
be issued or delivered under the plan of merger, or the authorized unissued shares or shares of
common stock of the surviving corporation to be issued or delivered under the plan of merger
plus those initially issuable upon conversion of any other shares, securities or obligations to be
issued or delivered under such plan do not exceed 20% of the shares of common stock of such
constituent corporation outstanding immediately prior to the effective date of the merger. Under
Delaware corporate law, a stockholder of a Delaware corporation participating in certain major
corporate transactions may, subject to certain exceptions and under certain circumstances, be
entitled to appraisal rights pursuant to which such stockholder may receive cash in the amount of
the fair value of the shares held by such stockholder (as determined by the Delaware Court of
Chancery) in lieu of the consideration such stockholder would otherwise receive in the
transaction.

Takeovers

Under Bermuda law, an acquiring party is generally able to acquire compulsorily the
shares of minority shareholders in the following ways:

e By a scheme of arrangement. A scheme of arrangement could be effected by
obtaining the agreement of a Bermuda company and of holders of shares,
representing in the aggregate a majority in number and 75% or more in nominal value
of the shares held by shareholders present and voting at a court-ordered meeting held

32



to consider the scheme of arrangement. The scheme of arrangement must then be
sanctioned by the Supreme Court of Bermuda. If a scheme of arrangement receives
all necessary agreements and sanctions, upon the delivery of the court order from the
Supreme Court of Bermuda to the Bermuda Registrar of Companies, all holders of
shares would be bound to sell their shares under the terms of the scheme of
arrangement.

If the acquiring party is a company, it may compulsorily acquire all the shares of the
target company by acquiring, pursuant to a tender offer, 90% of the shares or class of
shares not already owned by, or by a nominee for, the acquiring party (the *“offeror”)
or any of its subsidiaries. If an offeror has, within four months after the making of an
offer for all the shares or class of shares not owned by, or by a nominee for, the
offeror or any of its subsidiaries, obtained the approval of the holders of 90% or more
of all the shares to which the offer relates, the offeror may, at any time within two
months beginning with the date on which the approval was obtained, by notice
require any non-tendering shareholder to transfer its shares on the same terms as the
original offer. In those circumstances, non-tendering shareholders would be bound to
sell their shares unless the Supreme Court of Bermuda (on application made within a
one-month period from the date of the offeror’s notice of its intention to acquire such
shares) orders otherwise.

Where one or more parties holds not less than 95% of the shares or a class of shares
of a company, such holder(s) may, pursuant to a notice given to the remaining
shareholders or class of shareholders, acquire the shares of such remaining
shareholders or class of shareholders. When this notice is given, the acquiring party is
entitled and bound to acquire the shares of the remaining shareholders on the terms
set out in the notice, unless a remaining shareholder, within one month of receiving
such notice, applies to the Supreme Court of Bermuda for an appraisal of the value of
his, her or its shares. This provision only applies where the acquiring party offers the
same terms to all holders of shares whose shares are being acquired.

Delaware corporate law provides that a parent corporation, by resolution of its board of
directors and without any stockholder vote, may merge with any subsidiary of which it owns at
least 90% of the outstanding shares of each class of stock that would otherwise be entitled to
vote on the merger. Upon any such merger, dissenting stockholders of the subsidiary are entitled
to appraisal rights.

Limitations on Certain Business Transactions

As an exempted company under Bermuda law, the Company may not, except with the
express authorization of the Bermuda legislature or under a license granted by the Minister of
Finance of Bermuda, participate in certain business transactions including:

The acquisition or holding of land in Bermuda (except as required for the Company’s
business and held by way of lease or tenancy for terms of not more than 50 years or
with the consent of the Minister of Finance of Bermuda, as required to provide
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accommodation or recreational facilities for the Company’s employees and held by
way of lease or tenancy for terms of not more than 21 years);

e The taking of mortgages on land in Bermuda to secure an amount in excess of
BD$50,000 without the consent of the Minister of Finance of Bermuda;

e The acquisition of any bonds or debentures secured on any land in Bermuda, except
bonds or debentures issued by the Bermuda government or a public authority; or

e The carrying on of business of any kind in Bermuda other than with persons outside
Bermuda, except in certain limited circumstances such as doing business with another
exempted company in furtherance of the business of the Company carried on outside
Bermuda.

No provision of Delaware corporate law is comparable to the above limitations.
Amendment of Bye-laws

The Bermuda Bye-laws provide that they may be amended, from time to time, by
resolution of the Board of Directors, subject to approval by resolution at a General Meeting of
Shareholders.

Delaware corporate law generally provides that the power to adopt, amend or repeal
bylaws is held by the stockholders of a corporation. However, any Delaware corporation may, in
its certificate of incorporation, provide that bylaws may be adopted, amended or repealed by the
corporation’s board of directors; it being understood that the fact that such power has been
conferred upon the board of directors does not divest the stockholders of the power nor limit
their power to adopt, amend or repeal bylaws. The Delaware Certificate contains a provision
authorizing the board of directors of the Delaware Company to adopt, amend or repeal bylaws.

Shareholders’ Suits

Class actions and derivative actions are generally not available to shareholders under
Bermuda law. However, the Bermuda courts ordinarily would be expected to follow English case
law precedent, which would permit a shareholder to commence an action in the name of a
company to remedy a wrong done to the company where the act complained of is alleged to be
beyond the corporate power of the company or is illegal, or would result in the violation of the
company’s memorandum of association or bye-laws. Furthermore, consideration would be given
by a Bermuda court to acts that are alleged to constitute a fraud against the minority shareholders
or, for instance, where an act requires the approval of a greater percentage of the company’s
shareholders than that which actually approved it. When the affairs of a company are being
conducted in a manner which is oppressive or prejudicial to the interests of some part of the
shareholders, one or more shareholders may apply to the Supreme Court of Bermuda, which may
make such order as it sees fit, including an order regulating the conduct of the company’s affairs
in the future or ordering the purchase of the shares of any shareholders by other shareholders or
by the company.
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Class actions and derivative actions generally are available to stockholders under
Delaware law for, among other things, breach of fiduciary duty, corporate waste and actions not
taken in accordance with applicable law. In any derivative suit instituted by a stockholder of a
Delaware corporation, the stockholder must assert that he, she or it was a stockholder of the
corporation at the time of the transaction of which he, she or it complains or that such
stockholder’s stock thereafter devolved upon him, her or it by operation of law.

Inspection of Corporate Records

Currently, members of the general public have the right to inspect the Company’s public
documents, which are available at the office of the Bermuda Registrar of Companies and which
include the Bermuda Memorandum of Association (including its objects and powers) and any
alteration to the Bermuda Memorandum of Association, notice of location of registered office,
registered charges and documents relating to an increase or reduction of authorized capital. The
Shareholders have the additional right to inspect the Bermuda Bye-laws, the minutes of General
Meetings of Shareholders and the audited financial statements of the Company, which must be
presented to the Annual General Meeting of Shareholders. The Company’s register of members
is also open to inspection by Shareholders and members of the public without charge. The
Company is currently required to maintain its register of members in Bermuda but may, subject
to the provisions of the BCA, establish a branch register outside Bermuda. The Company is
required to keep at its registered office a register of its Directors and officers which is open for
inspection by Shareholders and by members of the public without charge. Bermuda law does not,
however, provide a general right for shareholders to inspect or obtain copies of any other
corporate records.

Delaware corporate law permits any stockholder to inspect or obtain copies of a
Delaware corporation’s stockholder list and its other books and records for any purpose
reasonably related to his, her or its interest as a stockholder.

Description of Delaware Company Capital Stock

The following description of Delaware Company capital stock is a summary. This
summary is not complete and is subject to the complete text of the Delaware Certificate and the
Delaware Bylaws, which are attached hereto as Appendix C and Appendix D, respectively. The
Company encourages you to read those documents carefully.

Authorized Capitalization

After the completion of the Reorganization, the Delaware Company’s authorized capital
stock will consist of 12,500,000 shares of Common Stock, par value U.S.$0.01 per share.
Immediately after the completion of the Reorganization, the Company expects that 5,603,669
shares of Delaware Company Common Stock will be issued and outstanding.

Common Stock

All shares of Common Stock that will be outstanding immediately after the completion of
the Reorganization will be validly issued, fully paid and nonassessable.
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Dividends

Holders of shares of Common Stock will be entitled to receive dividends and other
distributions in cash, property or capital stock of the Delaware Company as may be declared by
the board of directors of the Delaware Company from time to time out of the Delaware
Company’s assets or funds legally available for dividends or other distributions. The Delaware
Company has not paid cash dividends on its shares of Common Stock since its incorporation and
the Company does not expect the Delaware Company to pay any cash dividends on its shares of
Common Stock prior to the Reorganization. It is anticipated that, after the Reorganization, the
Delaware Company will retain all available funds for use in the operation and expansion of its
business.

Liquidation Rights

In the event of the Delaware Company’s voluntary or involuntary liquidation, dissolution
or winding up, holders of shares of Common Stock will be entitled to share in the Delaware
Company’s assets remaining after payment of all debts and other liabilities.

Voting Rights

Except as set forth in “—Significant Differences Between the Corporate Laws of
Bermuda and Delaware and the Governing Documents of the Company and the Delaware
Company—Voting Restrictions” above, shares of Common Stock are entitled to one vote per
share of Common Stock. All shares of Common Stock rank equally as to voting and all other
matters. Shares of Common Stock have no conversion rights, no redemption or sinking fund
provisions, are not liable for further call or assessment and are not entitled to cumulative voting
rights.

Except as otherwise required by the DGCL, the Delaware Certificate or the Delaware
Bylaws, actions requiring stockholder approval may be taken by a vote of the holders of a
majority of Common Stock present and voting at a meeting at which a quorum is present.

No Preemptive Rights
Holders of shares of Common Stock do not have preemptive rights.
Quorum for Meetings of Stockholders

Under the Delaware Certificate and the Delaware Bylaws, at all meetings of stockholders,
except as otherwise expressly provided by law, the presence, in person, by remote
communication, if applicable, or by proxy, of the holders of at least one-third of the outstanding
shares of Common Stock is required to constitute a quorum for the transaction of business.

Anti-Takeover Effects of Various Provisions of the Delaware Certificate and the Delaware
Bylaws

The Delaware Certificate and the Delaware Bylaws contain provisions that may have
some anti-takeover effects and may delay, defer or prevent a tender offer or takeover attempt that
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a stockholder might consider in his, her or its best interest, including those attempts that might
result in a premium over the market price for the shares of Common Stock held by such
stockholder.

Election of Directors

The Delaware Certificate provides that directors of the Delaware Company must be
elected by a majority of the votes cast by the holders of shares of Common Stock entitled to vote
for the election of directors at a meeting of stockholders of the Delaware Company.

No Cumulative Voting

The DGCL provides that stockholders of a Delaware corporation are denied the right to
cumulate votes in the election of directors unless the corporation’s certificate of incorporation
provides otherwise. The Delaware Certificate states that cumulative voting will not be used to
elect directors.

Power to Call Special Meetings of Stockholders

Pursuant to the Delaware Certificate and the Delaware Bylaws, a special meeting of
stockholders of the Delaware Company may only be called by (i) the board of directors of the
Delaware Company, (ii) the chairman of the board of directors of the Delaware Company,
(iii) the Chief Executive Officer of the Delaware Company or (iv) the Secretary of the Delaware
Company upon the written request of holders of not less than 20% of the outstanding shares of
Common Stock entitled to vote at such special meeting.

Stockholder Proposal Notice Provisions

The Delaware Bylaws provide that stockholder nominations of persons for election to the
board of directors of the Delaware Company, and other stockholder proposals to be considered at
an annual meeting of stockholders, must generally be received by the Secretary of the Delaware
Company, at the principal executive office of the Delaware Company, not later than the close of
business on the 150th day, nor earlier than the close of business on the 180th day, prior to the
first anniversary of the preceding year’s annual meeting; provided, however, that, in the event
that the date of the annual meeting is advanced more than 30 days prior to or delayed by more
than 30 days after the anniversary of the preceding year’s annual meeting, to be timely, notice by
the stockholder must generally be received not earlier than the close of business on the 180th day
prior to such annual meeting and not later than the close of business on the later of the 150th day
prior to such annual meeting or the 20th day following the day on which public announcement of
the date of such meeting is first made.

The Delaware Bylaws also specify requirements as to the content of a stockholder’s
notice. These provisions may impede a stockholder’s ability to bring matters before an annual
meeting of stockholders or make nominations for directors of the Delaware Company at an
annual meeting of stockholders.
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Limitations on Liability and Indemnification of Directors and Officers

The DGCL authorizes Delaware corporations to limit or eliminate the personal liability of
directors to the corporation or its stockholders for monetary damages for breach of fiduciary duty
as a director, except for breaches of the director’s duty of loyalty, for acts or omissions not in
good faith or which involve intentional misconduct or knowing violations of law, for improper
payment of dividends or for any transaction from which the director derived an improper
personal benefit. The Delaware Certificate contains a provision that eliminates the personal
liability of directors to the Delaware Company or its stockholders for monetary damages for
breaches of their fiduciary duties as directors to the fullest extent permitted by the DGCL.

The Delaware Bylaws contain a provision providing that the Delaware Company will
indemnify its directors and officers to the fullest extent not prohibited by the DGCL or any other
applicable law, except that the Delaware Company will not be obligated to indemnify any
director or officer in connection with any proceeding (or part thereof) initiated by such person
unless (a) such indemnification is expressly required by law, (b) the proceeding was authorized
by the board of directors of the Delaware Company, (c) such indemnification is provided by the
Delaware Company, in its sole discretion, pursuant to powers vested in it under the DGCL or any
other applicable law or (d) such indemnification is otherwise required by the Delaware Bylaws.
The Delaware Bylaws also provide that expenses incurred by directors and officers in defending
an action will generally be paid in advance by the Delaware Company. In addition, the Delaware
Company is expressly authorized to, and, after the Reorganization, is expected to, carry
directors’ and officers’ insurance for its directors, officers and certain employees for some
liabilities. The Company believes that the provision of directors’ and officers’ insurance and the
above indemnification and advancement of expenses provisions will be useful to attract and
retain qualified directors and officers for the Delaware Company.

The limitation of liability and indemnification provisions in the Delaware Certificate and
the Delaware Bylaws may discourage stockholders from bringing lawsuits against the Delaware
Company’s directors and officers for breaches of their fiduciary duties. These provisions may
also have the effect of reducing the likelihood of derivative litigation against the Delaware
Company’s directors and officers, even though such an action, if successful, might otherwise
benefit the Delaware Company and its stockholders. In addition, holders of Common Stock may
be adversely affected to the extent that, in a class action or direct suit, the Delaware Company
pays the costs of settlement and damage awards against its directors and officers pursuant to
these indemnification provisions.

Authorized But Unissued Shares

After the Reorganization, the Delaware Company’s authorized but unissued shares of
Common Stock will be available for future issuance without the approval of stockholders. The
Delaware Company may use additional shares of Common Stock for a variety of corporate
purposes, including, but not limited to, future offerings to raise additional capital, corporate
acquisitions and employee benefit plans. The existence of authorized but unissued shares of
Common Stock could render more difficult or discourage an attempt to obtain control of the
Delaware Company by means of a proxy contest, tender offer, merger or otherwise.

38



Amendment of Bylaws

The Delaware Certificate contains a provision authorizing the board of directors of the
Delaware Company to adopt, amend or repeal bylaws.

Listing

There is currently no established public trading market for the Common Stock of the
Delaware Company. After the Reorganization, shares of Common Stock of the Delaware
Company are expected to trade on the Pink Sheets under a symbol to be announced after such
symbol has been determined by the Financial Industry Regulatory Authority in the United States,
similar to the current trading of the Company’s Shares on the Pink Sheets. After the
Reorganization, the Shares will no longer be listed or trade on the Bermuda Stock Exchange; the
Common Stock of the Delaware Company will not be listed on the Bermuda Stock Exchange.

Transfer Agent and Registrar

After the Reorganization, the transfer agent and registrar for the Common Stock of the
Delaware Company will be Computershare Trust Company, N.A.

Interests of the Company’s Directors, Executive Officers and Affiliated Shareholders in the
Reorganization

In considering the below recommendation of the Board of Directors, Shareholders should
be aware that certain of the Company’s Directors, executive officers and affiliated Shareholders
may have interests in the Reorganization that are different from, or in addition to, the interests of
Shareholders generally. In particular:

Certain Directors and Executive Officers of the Company Will Become Directors and
Executive Officers of the Delaware Company

Certain of the individuals serving as Directors of the Company immediately prior to the
Scheme of Arrangement Effective Time will become directors of the Delaware Company after
the Reorganization and certain of the individuals serving as executive officers of the Company
immediately prior to the Scheme of Arrangement Effective Time will become executive officers
of the Delaware Company after the Reorganization. See “—Directors and Executive Officers of
the Delaware Company After the Reorganization” above. Accordingly, the Reorganization may
be of benefit to the Company’s Directors and executive officers who will become directors or
executive officers of the Delaware Company by reducing those Directors’ and executive officers’
potential personal liability, by increasing the scope of permitted indemnification and in other
respects.

Voting Rights

See “—Significant Differences Between the Corporate Laws of Bermuda and Delaware
and the Governing Documents of the Company and the Delaware Company—Voting
Restrictions.”
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The Board of Directors was aware of the interests of the Company’s Directors, executive
officers and affiliated Shareholders in the Reorganization and considered them, among other
matters, in reaching its decision to approve the Scheme of Arrangement and the Reorganization
and to recommend that Shareholders vote in favor of the Scheme of Arrangement.

Material U.S. Federal Tax Considerations

The following discussion sets forth the material U.S. federal income tax consequences of
the Reorganization to holders of the Company’s common shares, and the material federal income
and estate tax consequences of the ownership and disposition of the Common Stock of the
Delaware Company following the Reorganization. This discussion is based on the provisions of
the Code, final, temporary and proposed U.S. Treasury Regulations promulgated thereunder and
current administrative rulings and judicial decisions, all as in effect as of the date hereof. All of
these authorities may be subject to differing interpretations or repealed, revoked or modified,
possibly with retroactive effect, which could materially alter the tax consequences described in
this disclosure.

The Company has not obtained, and will not obtain, a ruling from the U.S. Internal
Revenue Service (“IRS”) with respect to any U.S. federal tax consequences of the
Reorganization described herein. The IRS may disagree with the discussion herein, and its
determination may be upheld by a court.

This summary is being provided for general information only and is not tax advice.
We urge you to consult your tax adviser about the U.S. federal tax consequences of the
exchange of Shares of the Company for Common Stock of the Delaware Company and of
holding and disposing of the Common Stock of the Delaware Company, as well as any tax
consequences that may arise under the laws of any foreign, state, local or other taxing
jurisdiction or under any applicable tax treaty and applicable reporting requirements.

IRS CIRCULAR 230 NOTICE: To ensure compliance with Treasury Department
Circular 230, you are hereby notified that: (a) any discussion of Federal tax issues in this
communication is not intended or written to be relied upon, and cannot be relied upon, by
any person for the purpose of avoiding penalties that may be imposed under the Internal
Revenue Code of 1986, as amended (the “Code™); (b) such discussion is included herein in
connection with the promotion or marketing (within the meaning of Circular 230) by the
Company of the transactions or matters addressed herein and (c) holders of stock of the
Company or the Delaware Company should seek advice based on their particular
circumstances from an independent tax advisor.

As used in this summary, the term “U.S. Holder” means a beneficial owner of the
Company’s capital stock that is for U.S. federal income tax purposes:

e anindividual treated as a citizen or resident of the United States;
e acorporation (or other entity treated as a corporation) that is created or organized (or

treated as created or organized) in or under the laws of the United States, any state
thereof or the District of Columbia;
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e an estate whose income is includible in gross income for U.S. federal income tax
purposes regardless of its source;

e a trust if (i) 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 or (ii) it has a valid election in effect under applicable U.S.
Treasury regulations to be treated as a U.S. person; or

e an entity that is disregarded as separate from its owner if all of its interests are owned
by a single person described above.

An individual may be treated, for U.S. federal income tax purposes, as a resident of the
United States in any calendar year by being present in the United States on at least 31 days in
that calendar year and for an aggregate of at least 183 days during the three-year period ending
on 31 December of the current calendar year. The 183-day test is determined by counting all of
the days the individual is treated as being present in the current year, one-third of such days in
the immediately preceding year and one-sixth of such days in the second preceding year.
Individuals treated as residents of the United States are subject to U.S. federal income tax as if
they were U.S. citizens.

A beneficial owner of the Company’s capital stock who is not a U.S. Holder is referred to
as a “Non-U.S. Holder.”

The Company assumes in this discussion that the Shares to be exchanged are and the
Common Stock will be held as a capital asset within the meaning of Section 1221 of the Code
(generally, property held for investment). This discussion does not address all aspects of U.S.
federal income and estate taxation that may be relevant to particular holders in light of their
personal investment or tax circumstances or to persons that are subject to special tax rules. For
example, this summary of U.S. tax consequences does not address the tax treatment of special
classes of holders, such as:

financial institutions or financial services entities;

e insurance companies;

e taxpayers who have elected mark-to-market accounting for U.S. tax purposes;
e tax-exempt entities;

e governments or agencies or instrumentalities thereof;

= regulated investment companies or real estate investment trusts;

e broker-dealers;

e United States expatriates or former long-term residents of the United States;

e persons subject to the alternative minimum tax;

41



e partnerships or other pass-through entities;

» persons that hold Shares or Common Stock as part of a straddle, constructive sale,
hedging, conversion or other integrated transaction;

e holders who acquired their Shares pursuant to employee stock options, participation
in an employee stock purchase plan or otherwise as compensation; and

= persons whose functional currency is not the U.S. dollar.

If a partnership (including for this purpose any other entity, either organized within or
without the United States, that is treated as a partnership for U.S. federal income tax purposes)
holds Shares, the tax treatment of a partner as a beneficial owner of the Shares generally will
depend upon the status of the partner and the activities of the partnership. If a U.S. Holder is a
partner in a partnership holding Shares, such U.S. Holder should consult its own tax advisers
regarding the tax consequences of the Reorganization.

Tax Treatment of the Reorganization

The Company and the Delaware Company have received an opinion of Dorsey &
Whitney LLP (“U.S. Tax Counsel”), dated as of the date of this Proxy Statement, that the
Reorganization will qualify as a reorganization within the meaning of Section 368(a) of the Code
and that the Company and the Delaware Company will each be a party to that reorganization
within the meaning of Section 368(b) of the Code. The Company will not complete the
Reorganization unless U.S. Tax Counsel confirms its opinion as of the Scheme of Arrangement
Effective Time. The Company believes that the “step-transaction” doctrine will apply to treat the
Scheme of Arrangement and the Amalgamation as a single integrated transaction. The step-
transaction doctrine is a judicially created doctrine that permits two or more formally separate
steps in a multi-step transaction to be treated as a single transaction if the different steps are, in
substance, integrated, interdependent and focused toward a particular end result.

In rendering its opinion, U.S. Tax Counsel has relied, and the confirmatory opinion
regarding the Reorganization (the “Closing Date Opinion”) will rely, on: (1) the Exchange
Agreement dated as of 1 April 2010 by and between the Company and the Delaware Company
(the “Exchange Agreement”), the Amalgamation Agreement, in the form attached to the
Exchange Agreement as Exhibit B, to be executed by the Company and the Delaware Company
(the “Amalgamation Agreement”), and the agreements, documents, and instruments referred to
in and delivered in connection with the Exchange Agreement and the Amalgamation Agreement;
(2) representations and covenants made by the Company, including those contained in
certificates of officers of the Company and the Delaware Company; (3) this Proxy Statement; (4)
such other documents as U.S. Tax Counsel has deemed necessary or appropriate as a basis for its
opinion; and (5) specified assumptions. In addition, U.S. Tax Counsel has expressly conditioned
its opinion on the assumption that there will be no changes in existing facts or in law between the
date of this Proxy Statement and the Scheme of Arrangement Effective Time. If any of those
representations, covenants or assumptions is inaccurate as of the Scheme of Arrangement
Effective Time, U.S. Tax Counsel may not be able to provide the required Closing Date Opinion
and the tax consequences of the Reorganization could differ from those described in the opinion
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that U.S. Tax Counsel has delivered. An opinion of U.S. Tax Counsel neither binds the IRS nor
precludes the IRS or a court from adopting a contrary position.

The following discussion assumes that the Reorganization will qualify as a reorganization
under Section 368(a) of the Code. A successful IRS challenge to the status of the Reorganization
as a reorganization under Section 368(a) of the Code would result in tax consequences to holders
of the Company’s Shares, the Company and the Delaware Company different from those
described in the paragraphs that follow. In such event, a U.S. Holder would recognize gain or
loss for U.S. federal income tax purposes with respect to its Shares equal to the difference
between the U.S. Holder’s basis in its Shares and the fair market value, as of the Scheme of
Arrangement Effective Time, of the Common Stock. The U.S. Holder’s aggregate basis in the
Common Stock received would equal the Common Stock’s fair market value at such time and
such U.S. Holder’s holding period in such Common Stock would begin the day after the Scheme
of Arrangement became effective. The tax consequences to certain Non-U.S. Holders of the
Reorganization could also differ from those described herein if the Reorganization does not
qualify as a reorganization under Section 368(a) of the Code. In addition, in that event the
Company and the Delaware Company might recognize income or gain for U.S. federal income
tax purposes as a result of the Amalgamation.

Tax Consequences of Reorganization to U.S. Holders

Tax Considerations Upon Reorganization. Subject to the discussion in “—Effects of
Code Section 367(b)” below, the following material U.S. federal income tax consequences will
result:

e U.S. Holders will recognize no gain or loss in the Reorganization upon the exchange
of their Shares for an equal number of shares of Common Stock;

e The aggregate tax basis of Common Stock received by a U.S. Holder in the
Reorganization will be the same as such U.S. Holder’s aggregate tax basis in the
Shares exchanged in the Reorganization; and

e The holding period of Common Stock received by a U.S. Holder in the
Reorganization will include the holding period of the Shares exchanged by such U.S.
Holder in the Reorganization.

Effects of Code Section 367(b). Notwithstanding qualification of the Reorganization as a
reorganization under Section 368(a) of the Code, U.S. Holders may nevertheless in certain
circumstances recognize taxable income in connection with the Reorganization under
Section 367(b) of the Code. U.S. Holders who own, directly or indirectly under certain stock
attribution rules, 10% or more of the combined voting power of the Shares (each, a “10%
Shareholder”) and 10% U.S.-Owned Foreign Corporate Shareholders (as defined in “—Tax
Consequences of Reorganization to Non-U.S. Holders” below) will be required to recognize as
dividend income a proportionate share of the Company’s “all earnings and profits amount” (“All
E&P Amount”), if any, as determined under applicable U.S. Treasury regulations.
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A U.S. Holder that is not a 10% Shareholder is not required to include any part of the All
E&P Amount in income unless such U.S. Holder makes an election to do so (a “Deemed
Dividend Election”). Absent a Deemed Dividend Election, such U.S. Holder must recognize a
gain, but will not recognize any loss, upon the exchange of such U.S. Holder’s Shares for
Common Stock if such Shares have a fair market value of U.S.$50,000 or more on the date the
Reorganization is completed. The gain recognized will be added to the transferred basis in
Common Stock that such U.S. Holder will receive in exchange for the Shares surrendered.

If a U.S. Holder that is not a 10% Shareholder and that does not make a Deemed
Dividend Election holds different blocks of Shares acquired at different prices and has a built-in
gain in one or more blocks of Shares and a built-in loss in the remaining blocks of Shares, such
U.S. Holder is urged to consult its tax advisors for purposes of determining the amount of gain to
be recognized in connection with the disposition of such Shares in the Reorganization.

By making a Deemed Dividend Election, a U.S. Holder that is not a 10% Shareholder
will, in lieu of recognizing gain upon the exchange of Shares in the Reorganization as described
above, recognize as dividend income a proportionate share of the Company’s All E&P Amount,
if any. A Deemed Dividend Election can be made only if the Company provides such U.S.
Holder with information as to the All E&P Amount in respect of such U.S. Holder and the U.S.
Holder elects and files certain notices with such holder’s federal income tax return for the year in
which the Reorganization occurs.

The Company has performed certain preliminary computations of its All E&P Amount
from inception through 30 June 2009. The Company believes, on this basis, that it has a positive
All E&P Amount as measured from inception through 30 June 2009. However, with respect to
the All E&P Amount for the period 1 January 2006 through 30 June 2009, the Company believes
that it does not have a positive All E&P Amount. The Company will continue to refine the
computation of its All E&P Amount, as well as calculate its All E&P Amount through the date of
closing of the Reorganization, which will need to be determined after closing.

A U.S. Holder that is not a 10% Shareholder and who owns Shares with a fair market
value of less than U.S.$50,000 on the day the Reorganization is completed will not be subject to
tax under Section 367(b) of the Code in connection with the Reorganization.

Required Notices Under Code Section 367(b). A notice under Section 367(b) of the Code
(a “Section 367(b) Notice”) must be filed by holders of Shares that are 10% Shareholders or 10%
U.S.-Owned Foreign Corporate Shareholders. U.S. Holders that are not 10% Shareholders are
required to file a Section 367(b) Notice only if they make a Deemed Dividend Election, and a
notice of such election must be sent to the Company on or before the date the Section 367(b)
Notice is filed. U.S. Holders must attach the Section 367(b) Notice to their timely filed U.S.
federal income tax return for the taxable year in which the Reorganization occurs. For 10% U.S-
Owned Foreign Corporate Shareholders, the notice is not filed by the corporate shareholder, but
by each of its U.S. Holders owning 10% or more of its voting capital stock.

The requirements of Section 367(b) of the Code are complex. U.S. Holders are strongly
urged to consult their own tax advisers regarding the application of Section 367(b) of the Code
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to their own particular circumstances and the notice and election requirements discussed
above.

Passive Foreign Investment Company Considerations. In addition to the possibility of
taxation under Section 367(b) of the Code as described above, the Reorganization might be a
taxable event to U.S. Holders if the Company is or ever was a passive foreign investment
company (“PFIC”) under Section 1297 of the Code.

A foreign corporation is a PFIC if at least 75% of its gross income in a taxable year,
including its pro rata share of the gross income of any company in which it is considered to own
at least 25% of the shares by value, is passive income. Alternatively, a foreign corporation is a
PFIC if at least 50% of its assets in a taxable year, ordinarily determined based on fair market
value and averaged quarterly over the year, including its pro rata share of the assets of any
company in which it is considered to own at least 25% of the shares by value, are held for the
production of, or produce, passive income. Passive income generally includes dividends, interest,
rents and royalties (other than certain rents or royalties derived from the active conduct of a trade
or business) and gains from the disposition of passive assets. If a foreign corporation is classified
as a PFIC for any taxable year during which a U.S. Holder owns stock in the foreign corporation,
the foreign corporation generally remains thereafter classified as a PFIC with respect to that
stockholder.

Section 1291(f) of the Code generally requires that, to the extent provided in Treasury
regulations, a United States person who disposes of stock of a PFIC recognize gain
notwithstanding any other provision of the Code. Final Treasury regulations have not been
promulgated under Section 1291(f) of the Code. Proposed Treasury regulations were
promulgated in 1992 with a retroactive effective date. If finalized in their current form, these
Treasury regulations would generally require gain recognition by a U.S. Holder on the exchange
of Shares for Common Stock, if the Company were classified as a PFIC at any time during such
U.S. Holder’s holding period in such Shares and such person had not made either a “qualified
electing fund” (“QEF”) election under Section 1295 of the Code for the first taxable year in
which such U.S. Holder owned Shares or in which the Company was a PFIC, whichever is later,
or a “mark-to-market” election under Section 1296 of the Code, unless another exception to gain
recognition applies. The tax on any such gain so recognized would be imposed at the rate
applicable to ordinary income and an interest charge would apply based on a complex set of
computational rules designed to offset the tax deferral to such holders on the Company’s
undistributed earnings. The Company is unable to predict at this time whether, in what form and
with what effective date final Treasury Regulations under Section 1291(f) of the Code will be
adopted or whether the IRS might take the position that gain is required to be recognized under
current law notwithstanding the absence of final Treasury Regulations.

The Company believes that it is not and has never been a PFIC, and will not be a PFIC at
the effective time of the Scheme of Arrangement. Accordingly, the Reorganization should not be
a taxable event for any U.S. Holder based on an application of the PFIC rules. However, the
determination of whether a foreign corporation is a PFIC is primarily factual and there is little
administrative or judicial authority on which to rely to make a determination. Hence, the IRS
might not agree that the Company is not and has never been a PFIC.
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The PFIC provisions are complex. U.S. Holders should consult their tax advisers
regarding the application of the PFIC regime, including whether the proposed U.S. Treasury
Regulations under Section 1291(f) would apply if the Company is determined to be or to have
been a PFIC, the impact of making a QEF election and/or other elections under the PFIC
provisions, and the availability of and procedures for making such elections under the Code
and U.S. Treasury regulations.

Tax Considerations Following the Reorganization. Following the Reorganization, any
distribution paid to a U.S. Holder will generally constitute a dividend for U.S. federal income tax
purposes to the extent paid from current or accumulated earnings and profits, as determined
under U.S. federal income tax principles. Under current law, dividends paid to an individual that
qualify as “qualified dividend income” are subject to U.S. federal income tax at a rate of 15%.
Dividends paid to individuals after 31 December 2010 will be subject to U.S. federal income tax
at graduated tax rates with a maximum rate of 39.6%. Dividends paid to a U.S. Holder that is a
corporation are taxable at graduated tax rates with a maximum rate of 35%. A corporate
shareholder that meets certain ownership and other requirements may qualify for the “dividends-
received deduction” in respect of dividends paid by the Delaware Company to such shareholder
and, if it so qualifies, it may exclude from its income a specified percentage of the dividends
received from the Delaware Company.

To the extent that a U.S. Holder receives a distribution that exceeds the Delaware
Company’s current and accumulated earnings and profits, the distribution will be treated first as
a nontaxable return of capital reducing such holder’s adjusted tax basis in its stock (but not
below zero) and the amount, if any, that exceeds the tax basis in the holder’s stock will generally
be treated as capital gain, subject to the tax treatment described below.

Upon the sale or other taxable disposition of Common Stock, a U.S. Holder will
recognize capital gain or loss in an amount equal to the difference between the amount realized
on the disposition and such holder’s adjusted tax basis in its stock. Such gain or loss will be
long-term capital gain or loss if such U.S. Holder’s holding period in its Common Stock is more
than 12 months (which, as described above, may include such holder’s holding period in its
Shares exchanged in the Reorganization if the treatment of the Reorganization as a
reorganization under Section 368(a) of the Code is respected for U.S. federal income tax
purposes). In general, under current law, long-term capital gains recognized by an individual are
subject to a maximum U.S. federal income tax rate of 15% and short-term capital gains are
subject to tax at ordinary income tax rates. Capital gains recognized from the sale of stock after
31 December 2010 will generally be subject to U.S. federal income tax at a rate of 20%.

Tax Consequences of Reorganization to Non-U.S. Holders

Reorganization. The exchange of Shares held by a Non-U.S. Holder in the
Reorganization for Common Stock will generally not be a taxable transaction for U.S. federal
income tax purposes, unless such Non-U.S. Holder is a 10% U.S.-Owned Foreign Corporate
Shareholder. For this purpose, a “10% U.S.-Owned Foreign Corporate Shareholder” means a
foreign corporation whose shares are owned, directly or under certain stock attribution rules, by
at least one U.S. Holder holding 10% or more of the combined voting power of all classes of
stock of such corporation. A 10% U.S.-Owned Foreign Corporate Shareholder will be, with
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certain modifications, subject to the U.S. federal income tax treatment to which a 10%
Shareholder would be subject, as described above under the heading “—Tax Consequences of
Reorganization to U.S. Holders — Effects of Code Section 367(b).”

Dividends. Any distribution on shares of Common Stock will generally constitute a
dividend for U.S. federal income tax purposes to the extent paid from the Delaware Company’s
current or accumulated earnings and profits, as determined under U.S. federal income tax
principles. To the extent that a Non-U.S. Holder receives a distribution that exceeds the
Delaware Company’s current and accumulated earnings and profits, the distribution will be
treated first as a nontaxable return of capital reducing such holder’s adjusted tax basis in its stock
(but not below zero) and the amount, if any, that exceeds the tax basis in the holder’s stock will
be treated as capital gain, subject to the tax treatment described below in “—Gain on
Disposition.”

Dividends paid to a Non-U.S. Holder that are not treated as effectively connected with
the Non-U.S. Holder’s conduct of a trade or business in the United States generally will be
subject to withholding of U.S. federal income tax at a rate of 30% on the gross amount paid,
unless the Non-U.S. Holder is entitled to an exemption from or reduced rate of withholding
under an applicable income tax treaty. In order to claim the benefit of a tax treaty or to claim an
exemption from withholding, a Non-U.S. Holder must provide the Delaware Company with a
properly executed IRS Form W-8BEN (or successor form) prior to the payment of dividends. A
Non-U.S. Holder eligible for a reduced rate of withholding pursuant to an income tax treaty may
be eligible to obtain a refund of any excess amounts withheld by timely filing an appropriate
claim for a refund with the IRS.

Dividends paid to a Non-U.S. Holder that are treated as effectively connected with a trade
or business conducted by the Non-U.S. Holder within the United States (and, if an applicable
income tax treaty so provides, are also attributable to a permanent establishment or a fixed base
maintained within the United States by the Non-U.S. Holder) are generally exempt from the 30%
withholding tax if the Non-U.S. Holder satisfies applicable certification and disclosure
requirements. To obtain the exemption, a Non-U.S. Holder must provide the Delaware Company
with a properly executed IRS Form W-8ECI (or successor form) prior to the payment of the
dividend. Dividends received by a Non-U.S. Holder that are treated as effectively connected with
a U.S. trade or business generally are subject to U.S. federal income tax at rates applicable to
U.S. persons. A Non-U.S. Holder that is a corporation may, under certain circumstances, be
subject to an additional “branch profits tax” imposed at a rate of 30%, or such lower rate as may
be specified by an applicable income tax treaty between the United States and such holder’s
country of residence.

A Non-U.S. Holder who provides the Delaware Company with a valid IRS Form W-
8BEN (or successor form) or Form W-8ECI (or successor form) must update the form or submit
a new form, as applicable, if there is a change in circumstances that makes any information on
the form previously submitted incorrect.

Gain on Disposition. A Non-U.S. Holder generally will not be subject to U.S. federal
income tax, including by way of withholding, on gain recognized on a sale or other disposition of
Common Stock unless any one of the following is true:
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e the gain is effectively connected with the Non-U.S. Holder’s conduct of a trade or
business in the United States and, if an applicable tax treaty requires, attributable to a
U.S. permanent establishment maintained by such Non-U.S. Holder;

e the Non-U.S. Holder is an individual who is present in the United States for 183 or
more days in the taxable year of the sale, exchange or other disposition and certain
other requirements are met; or

e the Common Stock constitutes a United States real property interest by reason of the
Delaware Company’s then status as a “United States real property holding
corporation” (“USRPHC”) for U.S. federal income tax purposes at any time during
the shorter of the period during which such Non-U.S. Holder holds the Common
Stock or the five-year period ending on the date such Non-U.S. Holder disposes of the
Common Stock.

Generally, the Delaware Company will be a USRPHC if the fair market value of its U.S.
real property interests equals or exceeds 50% of the sum of the fair market values of its
worldwide real property interests and other assets used or held for use in a trade or business, all
as determined under applicable U.S. Treasury Regulations. The Company does not anticipate
that the Delaware Company will become a USRPHC. However, since the determination of
USRPHC status in the future will be based upon the composition of the Delaware Company’s
assets from time to time and there are uncertainties in the application of certain relevant rules,
there can be no assurance that the Delaware Company will not become a USRPHC in the future.

U.S. Federal Estate Taxes. Common Stock owned or treated as owned by an individual
who at the time of death is a Non-U.S. Holder will be included in his or her estate for U.S.
federal estate tax purposes, unless an applicable estate tax treaty provides otherwise.

Information Reporting and Backup Withholding. The Delaware Company must report
annually to the IRS and to each Non-U.S. Holder the amount of distributions paid to such holder
and the amount of the tax withheld, if any. Copies of the information returns filed with the IRS to
report the distributions and withholding may also be made available to the tax authorities in a
country in which the Non-U.S. Holder is a resident under the provisions of an applicable income
tax treaty or agreement.

The United States imposes a backup withholding tax on the gross amount of dividends
and certain other types of payments (currently at a rate of 28%). Dividends paid to a Non-U.S.
Holder will not be subject to backup withholding if proper certification of foreign status
(generally on IRS Form W-8BEN) is provided, and the Delaware Company does not have actual
knowledge or reason to know that the Non-U.S. Holder is a U.S. person. In addition, no backup
withholding or information reporting will be required regarding the proceeds of a disposition of
Common Stock made by a Non-U.S. Holder within the United States or conducted through
certain U.S. financial intermediaries if the Delaware Company receives the certification of
foreign status described in the preceding sentence and the Delaware Company does not have
actual knowledge or reason to know that such Non-U.S. Holder is a U.S. person or if the Non-
U.S. Holder otherwise establishes an exemption.
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Backup withholding is not an additional tax. Any amounts that the Delaware Company
withholds under the backup withholding rules will be refunded or credited against the Non-U.S.
Holder’s U.S. federal income tax liability if certain required information is furnished to the IRS.
Non-U.S. Holders should consult their own tax advisers regarding application of backup
withholding in their particular circumstance and the availability of and procedure for obtaining
an exemption from backup withholding under current U.S. Treasury regulations.

Consequences of Reorganization to the Company and the Delaware Company

The Company and the Delaware Company will not recognize any gain or loss as a result
of the Reorganization. As a U.S. corporation, the Delaware Company will be subject to the
general principles of U.S. federal income taxation discussed below.

A U.S. corporation is taxed on its worldwide income. Therefore, a U.S. corporation with
foreign operations has the potential to be subject to double-taxation on income earned outside the
United States. A U.S. corporation may qualify for a credit against its U.S. tax liability for non-
U.S. income taxes paid or accrued by the U.S. corporation or certain of its foreign subsidiaries.
However, due to a complex set of limitations, the amount of the deemed paid credit may not be
sufficient to offset all of the non-U.S. taxes paid or accrued by the U.S. corporation.

Bermuda Tax Considerations

The Reorganization will not result in any income tax or capital gains tax consequences
under Bermuda law to the Company, the Delaware Company, the Shareholders or the
stockholders of the Delaware Company.

Accounting Consequences

Under accounting principles generally accepted in the United States (“U.S. GAAP”), the
Reorganization represents a transaction between entities under common control. Under U.S.
GAAP, assets and liabilities transferred between entities under common control are accounted
for at cost. Accordingly, after the Reorganization, the assets and liabilities of the Company will
be reflected at the historical carrying amounts in the accounts of the Delaware Company.

U.S. Federal Securities Law Considerations; Resale Restrictions

The issuance of Delaware Company Common Stock to the Company’s current
Shareholders in connection with the Reorganization will not be registered under the U.S.
Securities Act of 1933, as amended (the “Securities Act”). In that regard, the Delaware Company
will rely on Section 3(a)(10) of the Securities Act, which provides an exemption from
registration for any security which is issued in exchange for one or more outstanding securities,
where the terms and conditions of such issuance and exchange are approved, after a hearing upon
the fairness of such terms and conditions, by a court. Based on interpretations of this exemption
by the SEC, the Company believes that the approval of the Scheme of Arrangement by the
Supreme Court of Bermuda will satisfy the requirements of Section 3(a)(10) of the Securities
Act.
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The Delaware Company’s Common Stock is not and, after the Reorganization, will not
be registered under the Exchange Act. However, shares of Delaware Company Common Stock
are expected to trade on the Pink Sheets under a symbol to be announced after such symbol has
been determined by the Financial Industry Regulatory Authority in the United States, similar to
the current trading of the Company’s Shares on the Pink Sheets. After the Reorganization, the
Company expects that the Delaware Company will provide stockholders with the same type of
information that the Company provided to Shareholders during the period immediately prior to
the Reorganization and following the period during which the Company was subject to reporting
requirements under the Exchange Act. Persons who do not hold “restricted securities” (as
defined in Rule 144 under the Securities Act) and who are not affiliates of the Delaware
Company at the Scheme of Arrangement Effective Time and have not been affiliates within 90
days prior to such time will be permitted to sell any shares of Delaware Company Common
Stock received in the Reorganization without regard to Rule 144 under the Securities Act.
Persons who do not hold “restricted securities” (as defined in Rule 144 under the Securities Act),
but are affiliates of the Delaware Company at the Scheme of Arrangement effective time or were
affiliates within 90 days prior to such time will be permitted to resell any shares of Delaware
Company Common Stock they receive in the Reorganization in accordance with the applicable
provisions of Rule 144 under the Securities Act. Persons whose Shares bear a legend restricting
transfer or are otherwise “restricted securities” (as defined in Rule 144 under the Securities Act)
will receive shares of Delaware Company Common Stock that are subject to the same
restrictions.

In computing the holding period of shares of Delaware Company Common Stock for
purposes of Rule 144(d) under the Securities Act, the Company believes that stockholders will
be permitted to “tack” the holding period of their Company Shares held prior to the Scheme of
Arrangement Effective Time.

Persons who may be deemed to be affiliates of the Delaware Company for these purposes
generally include individuals or entities that control, are controlled by or are under common
control with the Delaware Company, and would generally not include stockholders who are not
executive officers, directors or significant stockholders of the Delaware Company.

Governmental and Regulatory Matters

The Company is not aware of any other governmental approvals or filings that are
required to complete the Reorganization, other than compliance with U.S. federal and state
securities laws and Bermuda and Delaware corporate law. The Company does not believe that
any other significant regulatory approvals will be required to effect the Reorganization.

No Appraisal Rights

Under Bermuda law, the Shareholders do not have any right to an appraisal of the value
of their Shares in connection with the Scheme of Arrangement or the Reorganization.

Exchange of Shares

If you hold your Shares in uncertificated book-entry form, at the Scheme of Arrangement
Effective Time, your Shares will be exchanged for shares of Delaware Company Common Stock
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without any action on your part. Your shares of Delaware Company Common Stock will also be
issued to you in uncertificated book-entry form.

If you hold Shares directly in certificated form and the Scheme of Arrangement becomes
effective, soon after the Scheme of Arrangement Effective Time, the Company’s transfer agent
will send you a letter of transmittal, which is to be used to surrender your Share certificates and
to apply for Common Stock certificates evidencing your ownership in the Delaware Company.
After the Scheme of Arrangement Effective Time, each certificate that previously represented
Shares of the Company will represent only the right to receive shares of Common Stock of the
Delaware Company. The letter of transmittal will contain instructions explaining the procedure
for surrendering Share certificates and applying for Common Stock certificates evidencing your
ownership in the Delaware Company. You should not return Share certificates with the
enclosed Proxy.

Beneficial owners of Shares “held in street name” will not be required to take any action.
Share Plans

The Company maintains and sponsors a variety of equity incentive plans and certain
other plans, agreements, awards and arrangements (collectively, the “Share Plans”), providing
for the grant or award to its Directors, officers and employees and other persons of options,
restricted Shares or other rights to purchase or receive Shares. As explained in more detail in the
Exchange Agreement, a copy of which is attached hereto as Appendix B, in connection with the
Reorganization, the Delaware Company will assume or adopt the Share Plans. Accordingly,
certain amendments and modifications will need to be made to the Share Plans. These
amendments and modifications will be necessary to, among other things: (i) facilitate the
assumption or adoption by the Delaware Company of the Share Plans or various rights, duties or
obligations under the Share Plans; (ii) provide that shares of Delaware Company Common Stock
will be issued, acquired, purchased, held, available or used to measure benefits or calculate
amounts as appropriate under the Share Plans, instead of Shares of the Company; and (iii)
provide for the appropriate substitution of the Delaware Company in place of references to the
Company under the Share Plans. Shareholder approval of the Scheme of Arrangement will also
constitute shareholder approval of these amendments and modifications and the relevant
adoption and assumption of the Share Plans by the Delaware Company.

Effect of Vote For the Scheme of Arrangement
A vote in favor of the Scheme of Arrangement is a vote to approve the Reorganization.
Effect of Not Obtaining the Required Vote for Approval

If the Scheme of Arrangement fails to obtain the requisite vote for approval, the
Reorganization will not be completed and the Company will continue to be an exempted
company incorporated with limited liability under the laws of Bermuda that is subject to the
BCA, the Bermuda Memorandum of Association and the Bermuda Bye-laws.

51



Required Vote and Board of Directors Recommendation

The affirmative vote of a majority in number of Shareholders present and voting, either in
person or by proxy, at the Special Court-Ordered General Meeting representing 75% or more in
nominal value of the Shares held by Shareholders present and voting, either in person or by
proxy, at the Special Court-Ordered General Meeting is required to approve the Scheme of
Arrangement.

The Board of Directors recommends a vote FOR the approval of the Scheme of
Arrangement.
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EXCHANGE AGREEMENT

The below discussion of the principal terms of the Exchange Agreement is qualified in its
entirety by reference to the Exchange Agreement, a copy of which is attached hereto as
Appendix B. The Company encourages you to read the Exchange Agreement carefully.

Effective Time

The transactions contemplated by the Exchange Agreement will become effective upon
the Company’s filing of the Bermuda Court Order with the Bermuda Registrar of Companies.

Structure

The Exchange Agreement provides that, by virtue of the Scheme of Arrangement, each
outstanding Share of the Company will be transferred to the Delaware Company and the
Delaware Company will issue to the holders of Shares of the Company one share of Common
Stock in exchange for each Share so transferred to the Delaware Company. The Exchange
Agreement further provides that all previously outstanding shares of Common Stock of the
Delaware Company will be cancelled at the Scheme of Arrangement Effective Time. As a result
of the transactions contemplated by the Exchange Agreement, at the Scheme of Arrangement
Effective Time, the current Shareholders of the Company will become the stockholders of the
Delaware Company and the Company will become a wholly owned subsidiary of the Delaware
Company.

The Exchange Agreement also provides for the Amalgamation to occur immediately after
the Scheme of Arrangement Effective Time.

Employee Benefits and Compensation Plans and Arrangements

Pursuant to the Exchange Agreement, at the Scheme of Arrangement Effective Time,
each outstanding option to purchase Shares of the Company will represent an option to purchase
the same number of shares of Common Stock of the Delaware Company, with no other changes
in the terms and conditions of such options. In addition, pursuant to the Exchange Agreement, at
the Scheme of Arrangement Effective Time, the Company’s other employee benefit
arrangements, including, but not limited to, equity incentive plans and non-cash compensation
arrangements with respect to issued unvested restricted Shares and agreements to issue Shares,
will be assumed by the Delaware Company upon the terms and subject to the conditions
specified in such plans and arrangements.

Covenants

In the Exchange Agreement, the Company and the Delaware Company have agreed to
use all reasonable efforts to carry out the provisions of the Exchange Agreement and to
consummate and make effective the transactions contemplated by the Exchange Agreement and
the Scheme of Arrangement.
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Conditions to Closing

The obligations of the Company and the Delaware Company to consummate the
transactions contemplated by the Exchange Agreement are subject to the satisfaction or waiver
of each of the following conditions:

e All conditions to the effectiveness of the Scheme of Arrangement must be satisfied
(including, but not limited to, Shareholder approval of the Scheme of Arrangement
and the Supreme Court of Bermuda’s sanction of the Scheme of Arrangement); and

< No action shall have been commenced by or before any governmental entity against
the Company or the Delaware Company seeking to restrain or materially and
adversely alter the transactions contemplated by the Exchange Agreement which is
likely to render it impossible or unlawful to consummate such transactions.

Termination of the Exchange Agreement

The Exchange Agreement may be terminated without completing the transactions
contemplated thereby, even after the Shareholders have approved the Scheme of Arrangement
and/or the Supreme Court of Bermuda has sanctioned the Scheme of Arrangement, by action of
the Board of Directors of the Company.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Overview

The Company is an asset management company that, since 1974, has provided research-
intensive equity investment management services to clients throughout the world. The
Company’s principal source of revenues is investment advisory fees and, accordingly,
fluctuations in financial markets and client contributions and withdrawals have a direct effect on
revenues and net income. Additionally, components of the Company’s expenses are variable in
nature and tend to partially offset fluctuations in revenue.

The Company’s advisory fees are computed quarterly based on account market values
and fee rates pursuant to investment advisory contracts with clients. The Company’s general
policy is to bill clients quarterly, in advance. Under certain client contracts, the Company is
entitled to receive performance fees when the return on assets under management exceeds
specified benchmark returns or other performance targets. Performance fees are recorded as of
the date on which the performance period ends.

Another component of the Company’s revenues is brokerage commissions. Commission
revenues earned on the Company’s brokerage activities, substantially all of which relate to client
accounts, vary directly with account trading activity and new account generation. Therefore,
commission revenue is also affected by market conditions.

Interest and other revenue primarily consists of interest earned on the Company’s cash
management activities, foreign currency, investment and trading realized and unrealized gains
and losses, subscription fees earned from the Company’s mutual funds and equity income
relating to the Company’s investments in unconsolidated affiliates.

The Company provides competitive rewards to its employees through its compensation
and benefits policies, together with its employee equity ownership practices. Employee
compensation and benefits are the Company’s largest operating expense. The Company’s general
policy has been to not pay employees fixed salaries or guaranteed compensation, although the
Company has several alternative arrangements with key employees. The Company has
historically adjusted compensation for substantially all employees depending on its operating
results. Certain employees may also be eligible for other cash or non-cash incentive
compensation. The most significant component of employee compensation and benefits is
compensation paid to the Company’s research analysts/portfolio managers. Certain members of
the Company’s senior investment team have arrangements, whether in accordance with written
employment agreements with the Company or otherwise, pursuant to which compensation has
both a fixed and variable component. The fixed portion of the compensation is a specified
amount that is set each year. The variable portion of the compensation is based upon an
evaluation of the portfolio manager’s responsibilities as an analyst/portfolio manager. Additional
variable components of compensation may be (i) based upon the performance of the W.P.
Stewart U.S. Equity Composite, (ii) the payment of a percentage (up to 50%) of net fixed
advisory fees for new accounts introduced and managed by the applicable portfolio manager, (iii)
the potential to receive a percentage (up to 30%) of performance fees earned for (a) specified
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accounts managed by the applicable portfolio manager and (b) new accounts introduced and
managed by the applicable portfolio manager and/or (iv) the potential to receive a percentage of
performance fees, if any, earned by the team of managers. In addition, a percentage of overall
compensation may be received in the form of restricted Shares, which vest over time. For the
nine months ended 30 September 2009 and for the years ended 31 December 2008, 2007 and
2006, the Company’s cash compensation expense for employees was approximately U.S.$8.5
million, U.S.$14.7 million, U.S.$20.9 million and U.S.$29.7 million, respectively. This decline is
reflective of a decrease in the Company’s operating results and a reduction in employee
headcount.

Fees paid out are paid to select banks, investment firms and individuals, in at least 10
countries, with whom the Company has formal marketing arrangements and that make up its
network of symbiotic marketers. The Company considers the banks, investment firms and
individuals who gather assets for it to be symbiotic marketers of its services because of the
mutual benefits that flow from the relationship — the banks, investment firms and individuals are
able to offer premier equity investment management services to their clients and the Company is
able to extend the reach of its asset-gathering efforts. These fees are based on the market value of
referred accounts and vary based on new account generation and fluctuations in the market value
of referred accounts.

Commissions, clearance and trading expenses include fees incurred related to brokerage
activities. These transaction-related costs vary directly with trading activity. Transaction costs
are reviewed quarterly and management believes that they are competitive.

Research and administration expenses include research, travel and entertainment,
communications, information technology systems support and occupancy.

Marketing expenses represent costs associated with the Company’s internal marketing
initiatives and client servicing activities, and include client seminars, marketing related travel,
marketing related compensation and other operational expenses.

Other operating expenses include professional fees consisting of auditing, tax, legal and
consulting fees, charitable contributions and other administration expenses.

The Company’s effective tax rate is driven by the tax jurisdictions in which it conducts
business activity, and to the extent that these activities or the jurisdictional mix changes, the
Company’s tax rate may vary accordingly.

Substantially all of the Company’s employees are given the opportunity to become
Shareholders during their first year of employment with the Company. As a result, virtually all of
the Company’s employees are Shareholders and participate in the results of the Company’s
operations.

Critical Accounting Policies

The Company’s consolidated statements of financial condition have historically included
substantial assets in the form of intangible assets and goodwill. The Company accounted for
these assets in accordance with Statement of Financial Accounting Standards No. 142,
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“Goodwill and Other Intangible Assets.” The intangible assets were among the assets that the
Company acquired in the business acquisitions described in Note 2 to the Company’s audited
consolidated financial statements included as part of Appendix F to this Proxy Statement. The
Company amortized the intangible assets on a straight-line basis over their estimated useful lives,
which ranged from five to 20 years. The Company tested the carrying values of these assets for
impairment annually and whenever events or changes in circumstances indicated that such values
might not be recoverable. The Company recognized impairment losses if and to the extent that
the sum of the assets’ expected future undiscounted cash flows was less than their carrying
values. The Company recorded goodwill in its acquisition of W.P. Stewart Asset Management
(Europe), Ltd. (formerly known as TPR & Partners N.V.). Goodwill is the excess of the total
acquisition cost over the fair value of the net assets on the date of the acquisition. The Company
did not amortize goodwill, but it tested it annually for impairment.

In the second and fourth quarters of 2007, due to a loss of assets under management, the
fees from which supported the customer related intangible assets of the TPRS Services N.V.
(“TPRS”) and First Long Island Investors, Inc. (“FLII”") acquisitions, the Company recognized
an aggregate impairment loss of U.S.$33.6 million. Accordingly, the purchase price allocations
of the TPRS and FLII acquisitions were adjusted by U.S.$23.5 million and U.S.$10.1 million,
respectively. In the third quarter of 2008, due to a further loss of assets under management, the
Company recognized an additional impairment loss of approximately U.S.$8.8 million,
representing a complete write-down of the remaining balance of all intangible assets. In addition,
during the third quarter of 2008, due to a decline in the Company’s market capitalization as
compared with shareholder’s equity, there was an impairment of goodwill resulting in a write-off
of the entire balance in the amount of U.S.$8.7 million. Accordingly, as of 30 September 2008
and thereafter, all intangible assets and goodwill were fully impaired.

Operating Results

Nine Months Ended 30 September 2009 as Compared to Nine Months Ended 30 September
2008

Assets Under Management

Assets under management were approximately U.S.$1.5 billion at 30 September 2009, a
decrease of approximately U.S.$0.4 billion, or 21.1%, from approximately U.S.$1.9 billion at 30
September 2008. The decrease in assets under management resulted from net outflows of assets,
as well as investment performance results for the Company’s clients, which was negative in the
fourth quarter of 2008 and first quarter of 2009 but positive in the second and third quarters of
2009. The performance for the W.P. Stewart U.S. Equity Composite for the nine months ended
30 September 2009 was 23.5%, pre-fee, and 22.8%, post-fee, compared to 19.3% for the S&P
500 Index.

The following table sets forth the total net flows of assets under management for the nine
months ended 30 September 2009 and 2008, which include changes in net flows of existing
accounts and net new flows (net contributions to the Company’s publicly available funds and
flows from new accounts minus closed accounts). The table excludes total capital appreciation or
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depreciation in assets under management with the exception of the amounts attributable to
withdrawals and closed accounts.

Net Flows of Assets Under Management
(in millions of U.S. dollars)

Nine Months Ended 30 September

2009 2008

Existing Accounts:

Contributions $ 7 % 113

Withdrawals (80) (541)
Net Flows of Existing Accounts (3) (428)
Publicly Available Funds:

Contributions 28 45

Withdrawals (34) (292)
Direct Accounts Opened 22 6
Direct Accounts Closed (162) (1,111)
Net New Flows (146) (1,352)
Net Flows of Assets Under Management $ (149) $ (1,780)
Revenues

Revenues were U.S.$14.3 million for the nine months ended 30 September 2009, a
decrease of U.S.$13.4 million, or 48.4%, from U.S.$27.7 million for the same period in 2008.
The change was due to a U.S.$11.8 million, or 50.4%, decrease in fee revenue, a U.S.$4.0
million, or 79.0%, decrease in commission revenue, a U.S.$2.2 million, or 126.5%, increase in
realized and unrealized gains on investments and a U.S.$0.2 million, or 20.0%, increase in
interest and other revenues. The average gross management fee, annualized, was 1.08% for the
nine months ended 30 September 2009, compared to 1.07%, annualized, for the nine months
ended 30 September 2008. Excluding performance fee based accounts, which pay a lower
quarterly base fee plus an annual performance fee at year end, if earned, the average gross
management fee was 1.29%, annualized, for the nine months ended 30 September 20009,
compared to 1.26%, annualized, for the same period in the prior year. The change in fee revenue
was the result of lower assets under management for the 2009 period. Commission revenue was
lower for the nine months ended 30 September 2009 compared to the nine months ended 30
September 2008 due to reduced assets under management for trading and a reduction in the
Company’s commission rates put into effect during the third quarter of 2008. Realized and
unrealized gains on investments were higher for the nine months ended 30 September 2009 as
compared with the same period in the prior year primarily due to market fluctuations affecting
the value of the Company’s investments and the reversal in 2008 of unrealized gains on trading
investments from the prior year. Interest and other revenues remained relatively unchanged.

Expenses

Expenses, excluding income taxes, decreased approximately U.S.$40.9 million, or
58.2%, to U.S.$29.5 million for the nine months ended 30 September 2009 from U.S.$70.4
million for the same period in the prior year. The most significant items that caused this decrease
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were (i) the cash and non-cash charges of approximately U.S.$18.7 million recognized during the
first nine months of 2008 in respect of a write-off of the Company’s customer related intangible
assets and goodwill, (ii) the reduction in employee compensation and benefits aggregating
U.S.$12.0 million (including a reduction in cash and non-cash expenses of U.S.$2.2 million
related to agreements with employees whose employment with the Company terminated), which
was primarily due to lower operating profits and a more significant reduction in headcount in
2008, (iii) decreases in variable expenses of U.S.$1.7 million in fees paid out, which are directly
related to assets under management of referred accounts, and U.S.$0.4 million in commissions,
clearance and trading, which vary with account activity, (iv) a decrease in research and
administration of U.S.$1.1 million, primarily due to lower travel related expenses, systems
expenses and third party research expenses, partially offset by a charge in the nine months ended
30 September 2009 of U.S.$0.7 million related to the disposal of a portion of leased space in
New York, (v) a decrease in marketing expenses of U.S.$1.3 million, primarily due to lower
marketing related travel expenses and lower compensation costs, (vi) a decrease in depreciation
and amortization of U.S.$0.7 million due to the write-off of customer related intangible assets
described above and (vii) a decrease in other operating expenses of U.S.$5.0 million (including a
decrease in cash expenses of U.S.$3.8 million related to a strategic transaction completed in the
third quarter of 2008 that resulted in an investment by funds managed by Arrow partially offset
by an increase in cash and non-cash expenses incurred in the 2009 period of U.S.$0.7 million
related to an adjustment in the carrying value of an investment in an affiliate of the Company and
professional fees related to the reorganization of the Company’s U.S. mutual fund).

The Company’s income tax benefit increased U.S.$1.8 million to U.S.$1.8 million for the
nine months ended 30 September 2009 from approximately U.S.$13,000 for the same period in
the prior year. The effective tax rates under U.S. GAAP were approximately 11.8% for the nine
months ended 30 September 2009 and 0.0% for the nine months ended 30 September 2008. For
the nine months ended 30 September 2009, the increase in income tax benefit was primarily the
result of (i) a decrease in the tax provision in the jurisdictions where the Company has a tax
liability due to a decrease in taxable revenue, (ii) an increase in the tax benefit in jurisdictions
where the Company has current year net operating losses due to the Company’s ability to utilize
such net operating losses, (iii) a decrease in the valuation allowance established, as the Company
will be able to utilize current year net operating losses and (iv) a decrease in deferred tax expense
as the prior period had included a reversal of a deferred tax asset which had resulted in higher
expense. For the nine months ended 30 September 2009 and 2008, the effective tax rate resulted
from changes in the allocation of the Company’s portfolio management activities among various
jurisdictions. The proportion of the Company’s various activities based in high-tax jurisdictions
has increased relative to the activity based in lower-tax jurisdictions as compared to historical
levels prior to 2006. In addition, the Company’s tax benefit for the nine months ended 30
September 2009 and 2008 reflects the net operating losses due to a substantial loss in assets
under management.

Net Loss

The Company’s net loss for the nine months ended 30 September 2009 was U.S.$13.4
million as compared to a net loss of U.S.$42.8 million for the nine months ended 30 September
2008, a decrease of U.S.$29.4 million, as revenues decreased while operating expenses
decreased at a greater rate as detailed above.
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Year Ended 31 December 2008 as Compared to Year Ended 31 December 2007
Assets Under Management

Assets under management were approximately U.S.$1.4 billion at 31 December 2008, a
decrease of approximately U.S.$2.7 billion, or 65.8%, from approximately U.S.$4.1 billion at 31
December 2007. The decrease in assets under management resulted from net outflows of assets,
as well as investment performance results for the Company’s clients. The performance for the
W.P. Stewart U.S. Equity Composite for the year ended 31 December 2008 was (30.2)%, pre-
fee, and (31.3)%, post-fee, compared to (37.0)% for the S&P 500 Index.

The following table sets forth the total net flows of assets under management for the
years ended 31 December 2008 and 2007, which include changes in net flows of existing
accounts and net new flows (net contributions to the Company’s publicly available funds and
flows from new accounts minus closed accounts). The table excludes total capital appreciation or
depreciation in assets under management with the exception of the amounts attributable to
withdrawals and closed accounts.

Net Flows of Assets Under Management
(in millions of U.S. dollars)

Years Ended 31 December

2008 2007

Existing Accounts:

Contributions $ 134 $ 303

Withdrawals (582) (934)
Net Flows of Existing Accounts (448) (631)
Publicly Available Funds:

Contributions 51 115

Withdrawals (320) (605)
Direct Accounts Opened 11 161
Direct Accounts Closed (1,159) (3,038)
Net New Flows (1,417) (3,367)
Net Flows of Assets Under Management $ (1,865) $ (3,998)
Revenues

Revenues were U.S.$32.6 million for the year ended 31 December 2008, a decrease of
U.S.$67.8 million, or 67.5%, from U.S.$100.4 million for the year ended 31 December 2007.
The change was due to a U.S.$36.3 million, or 56.5%, decrease in fee revenue, an U.S.$8.4
million, or 60.8%, decrease in commission revenue, a U.S.$3.3 million, or 228.6%, decrease in
realized and unrealized gains on investments and a U.S.$1.2 million, or 53.7%, decrease in
interest and other revenues. In addition, for the year ended 31 December 2007, the Company
recognized a realized gain of U.S.$18.5 million on the sale of its aircraft. The average gross fee
earned from client accounts, excluding the effect of any performance fees, was 1.08% for the
year ended 31 December 2008 as compared to 1.06% for the year ended 31 December 2007. The
change in the average gross fee rate was due to a slight change in the client account mix in favor
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of smaller accounts which are not subject to the Company’s fee break. Adjusted to exclude
performance fee based accounts, the average gross management fee was 1.27% and 1.24% for
the years ended 31 December 2008 and 2007, respectively. The change in fee revenue was the
result of a decrease in fees based on lower assets under management for 2008. In addition, there
were no performance fees earned during 2008. Commission revenue was lower for the year
ended 31 December 2008 compared to the year ended 31 December 2007 due to lower trading
volume based upon reduced assets under management and a reduction in the Company’s
commission rates put into effect during the third quarter of 2008. Realized and unrealized gains
on investments were lower for the year ended 31 December 2008 as compared with the prior
year primarily due to market fluctuations affecting the value of the Company’s investments and
the reversal under mark-to-market accounting of unrealized gains on trading investments from
the prior year. Interest and other revenues decreased primarily due to a decrease in interest
income earned on the Company’s cash management activities and a decrease in equity income
from the Company’s investment in unconsolidated affiliates.

Expenses

Expenses, excluding income taxes, decreased approximately U.S.$41.9 million, or
33.5%, to U.S.$83.1 million for the year ended 31 December 2008 from U.S.$125.0 million in
the prior year. The most significant items that caused this decrease were (i) the non-cash
impairment loss of U.S.$18.7 million recognized in respect of a write-off of the Company’s
customer related intangibles and goodwill during 2008 versus a similar write-off of customer
related intangibles of U.S.$33.6 million in 2007, (ii) the reduction in employee compensation
and benefits aggregating U.S.$14.7 million (including a reduction in cash expenses of U.S.$0.7
million and non-cash expenses of U.S.$4.7 million related to agreements with employees whose
employment with the Company terminated) primarily due to lower operating profits and a
reduction in employee headcount, (iii) decreases in variable expenses of U.S.$3.5 million in fees
paid out, which are directly related to assets under management of referred accounts, and
U.S.$1.0 million in commissions, clearance and trading, which vary with account activity, (iv) a
decrease in research and administration of U.S.$2.8 million, primarily due to lower travel related
expenses, (V) a decrease in marketing expenses of U.S.$2.6 million, primarily due to lower
marketing related travel expenses and lower compensation costs, (vi) a decrease in depreciation
and amortization of U.S.$4.2 million due to the write-offs mentioned above and (vii) a decrease
in other operating expenses of U.S.$2.1 million (exclusive of the expenses related to the strategic
transaction initiative discussed below), primarily due to lower administration costs and interest
expense. These decreases were offset to some extent by an increase of U.S.$3.8 million of other
operating costs which represent expenses related to the Company’s initiative to complete a
strategic transaction, which initiative resulted in an investment in the Company by certain of the
funds managed by Arrow.

For the year ended 31 December 2008, the Company realized an income tax benefit of
U.S.$1.2 million versus an income tax expense of U.S.$6.8 million for the year ended 31
December 2007. The effective U.S. GAAP tax rates were approximately 2.3% for 2008 and
(27.6)% for 2007. For the year ended 31 December 2008, the decrease in the tax provision was
primarily the result of the increase in net operating loss and the tax effect of the following two
non-recurring items: (i) the gain on the sale of the aircraft of U.S.$18.5 million recognized in
2007, which was subject to full federal, state and local corporate tax rates in the United States;
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and (ii) the non-deductible impact of the impairment charges of U.S.$18.7 million and U.S.$33.6
million in 2008 and 2007, respectively. The effect of these tax decreases was partially offset by
(a) a valuation allowance related to net operating losses that the Company believes will not be
able to be utilized and (b) an increase in deferred tax expense primarily related to the reversal of
prior year deferred tax assets. For the years ended 31 December 2008 and 2007, the effective tax
rate resulted from changes in the allocation of the Company’s portfolio management activities
among various jurisdictions. The proportion of the Company’s various activities based in high-
tax jurisdictions has increased relative to the activity based in lower-tax jurisdictions as
compared to historical levels prior to 2006. Excluding the two items described in clauses (i) and
(ii) above, the Company’s tax provisions for the years ended 31 December 2008 and 2007 reflect
the net loss resulting from a significant decrease in earnings due to a substantial loss in assets
under management which was not offset by a comparable decrease in the Company’s expense
rate.

Net Loss

The Company’s net loss for the year ended 31 December 2008 was U.S.$49.3 million as
compared to a net loss of U.S.$31.4 million for the year ended 31 December 2007, an increase of
U.S.$17.9 million, as revenues decreased while operating expenses decreased at a lower rate as
detailed above.

Year Ended 31 December 2007 as Compared to Year Ended 31 December 2006
Assets Under Management

Assets under management were approximately U.S.$4.1 billion at 31 December 2007, a
decrease of approximately U.S.$4.0 billion, or 49.4%, from approximately U.S.$8.1 billion at 31
December 2006. The performance for the W.P. Stewart U.S. Equity Composite for the year
ended 31 December 2007 was 2.1%, pre-fee, and 1.0%, post-fee, compared to 5.5% for the S&P
500 Index.

The following table sets forth the total net flows of assets under management for the
years ended 31 December 2007 and 2006, which include changes in net flows of existing
accounts and net new flows (net contributions to the Company’s publicly available funds and
flows from new accounts minus closed accounts). The table excludes total capital appreciation or
depreciation in assets under management with the exception of the amounts attributable to
withdrawals and closed accounts.
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Net Flows of Assets Under Management
(in millions of U.S. dollars)

Years Ended 31 December

2007 2006

Existing Accounts:

Contributions $ 303 $ 780

Withdrawals (934) (1,356)
Net Flows of Existing Accounts (631) (576)
Publicly Available Funds:

Contributions 115 147

Withdrawals (605) (295)
Direct Accounts Opened 161 145
Direct Accounts Closed (3,038) (1,311)
Net New Flows (3,367) (1,314)
Net Flows of Assets Under Management $ (3,998) $ (1,890)
Revenues

Revenues were U.S.$100.4 million for the year ended 31 December 2007, a decrease of
U.S.$41.7 million, or 29.4%, from U.S.$142.1 million earned for the year ended 31
December 2006. The change was due to a U.S.$43.5 million, or 40.3%, decrease in fee revenue,
a U.S.$15.7 million, or 53.1%, decrease in commission revenue, a U.S.$0.8 million, or 34.5%,
decrease in realized and unrealized gains on investments and a U.S.$0.2 million, or 9.0%,
decrease in interest and other revenues. These decreases were offset in part by a realized gain of
U.S.$18.5 million on the sale of the Company’s aircraft. The average gross fee earned from
client accounts, excluding the effect of any performance fees, was 1.06% for the year ended 31
December 2007 as compared to 1.11% for the year ended 31 December 2006. The change in the
average gross fee rate was due to a slight change in the client account mix in favor of larger
accounts subject to the Company’s fee break, a greater percentage of the Company’s accounts
having been with the Company for a longer period of time and having lower fee rates which have
been grandfathered under the Company’s current fee structure, a change to the Company’s
billing rates for investment advisory fees, effective 1 July 2007, for accounts over U.S.$50
million and the fact that several of the Company’s large accounts are performance fee based
accounts. These accounts have a reduced quarterly base advisory fee and pay a performance fee,
if applicable, generally at calendar year end. Adjusted to exclude performance fee based
accounts, the average gross management fee was 1.24% for each of the years ended 31
December 2007 and 2006. The change in fee revenue was the result of a decrease in fees based
on lower assets under management for 2007, including a U.S.$9.5 million decrease in
performance fees earned. The reduction in performance fees was primarily due to a lower total
net asset value of WPSH and a lower increase in net asset value per share for this fund during
2007. Commission revenue was lower for the year ended 31 December 2007 compared to the
year ended 31 December 2006 due to lower trading volume based upon reduced assets under
management, as well as the investment decisions made by the Company’s portfolio managers
and a change in the Company’s fee structure, effective 1 July 2007, to a single fee rate structure
without any commissions for accounts over U.S.$10 million. Realized and unrealized gains on
investments were lower for the year ended 31 December 2007 as compared with the prior year
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primarily due to market fluctuations affecting the value of the Company’s investments and the
reversal of the unrealized gains on trading investments from the prior year. Interest and other
revenues decreased primarily due to a decrease in interest income earned on the Company’s cash
management activities and a decrease in equity income from the Company’s investment in
unconsolidated affiliates.

Expenses

Expenses, excluding income taxes, increased approximately U.S.$26.4 million, or 26.7%,
to U.S.$125.0 million for the year ended 31 December 2007 from U.S.$98.6 million in the prior
year. The most significant items that caused this increase were (i) the non-cash impairment loss
of U.S.$33.6 million recognized in respect of a write-off of the Company’s customer related
intangibles during 2007 and (ii) the cash and non-cash expenses in employee compensation and
benefits aggregating U.S.$8.0 million (U.S.$2.7 million cash expense and U.S.$5.3 million non-
cash expense) related to agreements with employees whose employment with the Company
terminated. These increases were partially offset by decreases in variable expenses of U.S.$1.5
million in fees paid out, which are directly related to assets under management of referred
accounts, a decrease in commissions, clearance and trading of U.S.$3.4 million, which vary with
account activity, a decrease in research and administration of U.S.$1.4 million, primarily due to
lower travel related expenses, a decrease in marketing expenses of U.S.$0.3 million and a
decrease in depreciation and amortization of U.S.$0.8 million. These increases were further
offset by a net decrease in employee compensation and benefits caused by a decrease in the
compensation pool for 2007 of U.S.$8.8 million due to lower operating profit and reduced
headcount, offset by higher non-cash compensation expense of U.S.$4.7 million related to
restricted Share issuances. Further offsetting these increases was a decrease in other operating
expenses of U.S.$1.6 million, which was the result of lower costs as compared with the prior
year increase, which had primarily related to higher professional and administrative fees related
to the transfer of WPSH from Curacao to Luxembourg, executive search fees, costs related to
regulatory compliance and higher administrative costs related to the Company’s mutual funds.
Finally, in 2006, the Company recognized a U.S.$2.6 million performance fee charge related to
the resetting of the performance fee “high water mark” in connection with the transfer of WPSH
from Curagao to Luxembourg.

The Company’s income tax expense increased U.S.$0.8 million to U.S.$6.8 million for
the year ended 31 December 2007 from U.S.$6.0 million in the prior year. The effective U.S.
GAAP tax rates were approximately (27.6)% for 2007 and 13.9% for 2006. For the year ended
31 December 2007, the increase in the tax provision is primarily the result of the tax effect of the
following two items: (i) the gain on the sale of the aircraft of U.S.$18.5 million, which was
subject to full federal, state and local corporate tax rates in the United States; and (ii) the non-
deductible impact of the impairment charge of U.S.$33.6 million. The effect of these tax
increases was partially offset by an increase in deferred tax benefit due to an increase in
compensation expense relating to grants of restricted Shares to employees. Excluding the two
items described in clauses (i) and (ii) above, the Company’s tax provision for the year ended 31
December 2007 reflects the net loss resulting from a significant decrease in earnings due to a
substantial loss in assets under management which was not offset by a comparable decrease in
the Company’s expense rate. For the year ended 31 December 2006, the effective tax rate
resulted from changes in the allocation of the Company’s portfolio management activities among
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various jurisdictions reflecting recent portfolio manager departures and other management
changes. The proportion of the Company’s various activities based in high-tax jurisdictions has
increased relative to the activity based in lower-tax jurisdictions as compared to historical levels
prior to 2006.

Net Income/(Loss)

The Company’s net loss for the year ended 31 December 2007 was U.S.$31.4 million as
compared with net income of U.S.$37.5 million for the year ended 31 December 2006, a
decrease of U.S.$68.9 million, as revenues decreased while operating expenses increased as
detailed above.

Inflation

The Company’s assets are largely liquid in nature and, therefore, not significantly
affected by inflation. However, the rate of inflation may affect the Company’s expenses, such as
information technology and occupancy costs, which may not be readily recoverable in the
pricing of the services that the Company provides. To the extent inflation results in rising interest
rates and has other negative effects upon the securities markets, it may adversely affect the
Company’s financial position and results of operations.

Contractual Obligations and Contingent Commitments

The Company has contractual obligations to make future payments under non-cancelable
operating lease agreements and has contingent commitments as disclosed in the notes to its
audited consolidated financial statements included as part of Appendix F to this Proxy Statement.
The following tables set forth these contractual obligations and contingent commitments as of 30
September 2009:

Contractual Obligations
(in millions of U.S. dollars)

2014-
2009 2010-2011 2012-2013 Thereafter Total

Minimum Rental

i &
Commitments $ 07 ¢ 41 $ 40 $ 84 $ 172
1) For the three months ending 31 December 2009.
(2) For additional information, see Note 17 to the Company’s audited consolidated financial statements included as

part of Appendix F to this Proxy Statement.

Contingent Commitments
(in millions of U.S. dollars)

Amount of Commitment Expiration Per Period
2014-
2009 2010-2011 2012-2013 Thereafter Total

Commitments under

letters of credit® $ 18 ¢ - $ - $ 02 $ 20
1) For the three months ending 31 December 2009.
2 For additional information, see Note 9 to the Company’s audited consolidated financial statements included as part

of Appendix F to this Proxy Statement.
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Unrecognized tax benefits of U.S.$4.9 million at 31 December 2008 are not included
above as the timing and amount of future cash payments is not determinable at this time. For
additional information, see Note 15 to the Company’s audited consolidated financial statements
included as part of Appendix F to this Proxy Statement.

Liquidity and Capital Resources

The Company’s financial condition is highly liquid with principal assets including cash
and cash equivalents, investments, trading, investments available for sale and receivables from
clients. Cash equivalents are primarily short-term, highly liquid investments with an original
maturity of three months or less at the date of purchase. See Note 19 to the Company’s audited
consolidated financial statements included as part of Appendix F to this Proxy Statement.
Liabilities include operating payables and accrued compensation. In general, the Company’s
investment advisory activities do not require it to maintain significant capital balances. However,
the Company’s advisory activities for clients in The Netherlands and the activities of W.P.
Stewart Securities Limited, the Company’s broker-dealer, require the Company to maintain
certain minimum levels of capital. The Company continually monitors and evaluates the
adequacy of the capital maintained for those activities and has consistently maintained net capital
in excess of the prescribed amounts. Historically, the Company has met its liquidity requirements
with cash generated from its operations. Nevertheless, the Company operated at a loss for the
nine months ended 30 September 2009 and for the years ended 31 December 2008 and 2007.

At 30 September 2009, the Company had cash and marketable securities of U.S.$35.2
million and did not have any debt. At 19 March 2010, the Company had cash and marketable
securities of approximately U.S.$30.5 million and did not have any debt. The Company
anticipates that in the near-term its current cash reserve in addition to cash generated from
operations will be sufficient to meet its cash requirements for operating activities and other cash
obligations as they come due, as well as the Company’s anticipated capital requirements.
However, unless the Company returns to profitability on a cash basis, the Company’s liquidity,
facilities and overall financial position will weaken. A continued operating loss will not be
sustainable in the long run. Therefore, the Company has taken and will continue to take steps to
retain its current client base, improve its level of assets under management and rationalize its
expense base to reflect its current position and current market conditions. In 2007, the Company
initiated an expense reduction program that has continued through the present time. Under that
program, the Company reduced its employee headcount from 113 at 31 December 2006 to 104 at
31 December 2007 to 43 at 31 December 2008. At 30 September 2009 and 19 March 2010, the
Company had 47 and 46 employees, respectively. In addition, the Company sold its corporate jet
in the third quarter of 2007 and has undertaken other cost-cutting efforts, including, beginning in
the second quarter of 2010, in connection with the Reorganization, the expected concentration of
the Company’s operations primarily in New York. In that regard, a contract has been entered into
for the sale of the building that the Company occupies in Bermuda. The building is owned by a
joint venture company between The Bank of Bermuda and the Company and the sale, subject to
certain contingencies, is expected to close during the second quarter of 2010. Further, in January
2009, the Company’s Shares were delisted from the New York Stock Exchange and the
Company filed a Certification and Notice of Termination of Registration on Form 15 with the
SEC to suspend the registration of its Shares under the Exchange Act. Accordingly, the
Company is no longer a reporting company under the Exchange Act. This deregistration has

66



resulted in, and is expected to continue to result in, significant cost savings to the Company.
Despite the Company’s cost cutting initiatives, it continues to operate at a loss. As is described
above, the Company intends to rationalize its expenses further so that it can return to
profitability. However, there can be no assurance that the Company will achieve sufficient
revenues or cost reductions to be successful.

Historically, the Company had a policy of declaring quarterly cash dividends on its
Shares, which were funded out of operating cash flow. In October 2007, the Company
announced that it was suspending regular quarterly cash dividend payments in order to preserve
cash resources in connection with the Company’s business turnaround efforts. The Company
does not intend to pay cash dividends prior to the Scheme of Arrangement Effective Time.
Historically, the Board of Directors of the Company has also considered opportunities for Share
repurchases with a view toward increasing long-term Shareholder value to the extent warranted
in relation to the Company’s cash position and earnings. To that end, in early January 2009, the
Company announced that the Board of Directors had authorized a Share repurchase program of
up to U.S.$1.5 million of repurchase cost. As of 31 December 2009, the Company had
repurchased 37,193 Shares pursuant to the Share repurchase program at an aggregate cost of
U.S.$223,184. Repurchased Shares are cancelled or held in treasury for general corporate
purposes. Repurchases are funded with cash on hand. The Company expects that the Delaware
Company will continue the Share repurchase program after the completion of the Reorganization
as it deems appropriate.
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BENEFICIAL OWNERSHIP OF SECURITIES

The following table sets forth certain information with respect to the beneficial ownership
of Shares as of 31 December 2009 for (a)the executive officers of the Company who
beneficially own more than 1% of the Shares, (b) the expected executive officers of the Delaware
Company who beneficially own more than 1% of the Shares, (c) the Directors of the Company
who beneficially own more than 1% of the Shares, (d) the expected directors of the Delaware
Company who beneficially own more than 1% of the Shares, () the Directors and executive
officers of the Company as a group, (f) the expected directors and executive officers of the
Delaware Company as a group and (g) each Shareholder known by the Company to own
beneficially more than 5% of the Shares. Applicable percentage ownership of the Company is
based on 5,584,964 Shares outstanding on 31 December 2009.

The number of shares of Delaware Company Common Stock owned by each Delaware
Company stockholder upon completion of the Reorganization will equal the number of Company
Shares beneficially owned by such Delaware Company stockholder immediately prior to the
Reorganization. Similarly, the percentage ownership of each Delaware Company stockholder in
the Delaware Company upon completion of the Reorganization will equal the percentage
ownership of such Delaware Company stockholder in the Company immediately prior to the
Reorganization.

For purposes of the following table, a person or entity is deemed to be the beneficial
owner of securities that can be acquired by such person or entity within 60 days from 31
December 2009 upon the exercise of options, warrants or convertible securities. Each beneficial
owner’s percentage ownership is determined by assuming that options, warrants and convertible
securities that are held by such beneficial owner (but not those held by any other beneficial
owner) and that are exercisable within 60 days from 31 December 2009 have been exercised.
Unless otherwise indicated, each of the beneficial owners has sole voting and dispositive power
with respect to the securities beneficially owned, subject to community property laws, where
these laws apply. Unless otherwise indicated, the address for each of the beneficial owners is
c/o W.P. Stewart & Co., Ltd., Trinity Hall, 43 Cedar Avenue, P.O. Box HM 2905, Hamilton HM
LX, Bermuda.
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Amount and

Nature of
Beneficial Percentage of
Name of Beneficial Owner Ownership Shares
Arrow Partners LP® 1,056,246 18.9%
Arrow Opportunities I, LLC® 640,625 11.5%
Arrow Offshore, Ltd.® 641,201 11.5%
William P. Stewart 994,515 17.8%
Mal Serure 2,375,733% 42.5%
Alexandre von Furstenberg 2,375,733%) 42.5%
Directors and executive officers of the
Company as a group (14 individuals)® 3,495,532 62.6%
Expected directors and executive
officers of the Delaware Company as a
group (9 individuals)® 3,507,924 62.8%
(1) The address for each of Arrow Partners, LP, Arrow Opportunities I, LLC and Arrow Offshore, Ltd. is 499 Park
Avenue, New York, New York 10022, U.S.A.
2 Includes 895,151 Shares owned by trusts for which Mr. Stewart serves as trustee and with respect to which Mr. Stewart
disclaims beneficial ownership.
?3) Includes the Shares owned by Arrow Partners LP, Arrow Opportunities I, LLC and Arrow Offshore, Ltd., as well as
37,661 Shares owned by Arrow Select LP. Messrs. Serure and von Furstenberg solely own and control the Arrow
Affiliate Entities, which serve as the general partner or managing member, as applicable, of each of Arrow Select LP,
Arrow Partners LP, Arrow Opportunities I, LLC and Arrow Offshore, Ltd. Accordingly, Messrs. Serure and von
Furstenberg may be deemed to beneficially own the Shares owned by each of Arrow Select LP, Arrow Partners LP,
Arrow Opportunities |, LLC and Arrow Offshore, Ltd.
4) Each Director and executive officer of the Company that is not individually listed in the above table beneficially owns
less than 1% of the outstanding Shares.
(5) Includes 1,040 Shares issuable upon the exercise of options that are exercisable within 60 days from 31 December
2009. After the Reorganization, these options will be exercisable for shares of Common Stock.
(6) Each expected director and executive officer of the Delaware Company that is not individually listed in the above table
beneficially owns less than 1% of the outstanding Shares.
) Includes 884 Shares issuable upon the exercise of options that are exercisable within 60 days from 31 December 20009.

After the Reorganization, these options will be exercisable for shares of Common Stock.

The Delaware Company is currently wholly owned by the Company, which owns 10

shares of Common Stock.
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PRICE RANGE OF SHARES AND DIVIDENDS
Market Information

The Company’s Shares began trading on the New York Stock Exchange under the
symbol “WPL” and on the Bermuda Stock Exchange under the symbol “WPS” in December
2000. Effective at the opening of the market on 9 January 2009, the Shares were delisted from
the New York Stock Exchange. After this time, the Shares continued to be listed on the Bermuda
Stock Exchange under the symbol “WPS” and also traded in the United States on the Pink Sheets
under the symbol “WPSLF.” The following table sets forth, in U.S. dollars, for the periods
indicated, the high and low closing sales prices per Share, as reported on the New York Stock
Exchange or the Pink Sheets, as applicable:

High®  Low®

2010
Second Quarter (through 12 April 2010) $7.65 $6.95
First Quarter $7.98 $5.90
2009
Fourth Quarter $7.50 $5.60
Third Quarter $8.25 $4.40
Second Quarter $5.40 $2.70
First Quarter $3.30 $2.02
2008
Fourth Quarter $12.50 $1.79
Third Quarter $16.90  $11.50
Second Quarter $19.80  $13.90
First Quarter $53.20  $14.00
1) On 19 November 2008, the Company effected a one-for-10 Share consolidation, pursuant to which every 10 Shares, par

value U.S.$0.001 per Share, were consolidated, reclassified and converted into one new Share, par value U.S.$0.01 per
Share. For periods prior to 19 November 2008, all closing sales prices per Share have been restated to reflect such
Share consolidation.

The closing sales price per Share, as reported on the Pink Sheets, on 5 April 2010, the last
trading day before the public announcement of the Reorganization, was U.S.$7.25. The closing
sales price per Share, as reported on the Pink Sheets, on the Record Date was U.S.$7.03.

Shareholders should obtain current market quotations for their Shares. The market price
of Shares could vary at any time before the Scheme of Arrangement Effective Time.

Holders

On the Record Date, there were 131 registered Shareholders. This figure does not include
beneficial owners of Shares “held in street name.”

Dividends
Historically, the Company had a policy of declaring quarterly cash dividends on its

Shares, which were funded out of operating cash flow. In October 2007, the Company
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announced that it was suspending regular quarterly cash dividend payments in order to preserve
cash resources in connection with the Company’s business turnaround efforts. The Company
does not intend to pay cash dividends prior to the Scheme of Arrangement Effective Time.

The payment of any cash dividends subsequent to the Reorganization will be within the
discretion of the Delaware Company’s board of directors, subject to applicable provisions of
Delaware corporate law. The Company anticipates that, after the Reorganization, the Delaware
Company will retain all available funds for use in the operation and expansion of its business.
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INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The consolidated financial statements of the Company as of and for the years ended 31
December 2008, 2007 and 2006 have been included in Appendix F to this Proxy Statement in
reliance on the audit report of PricewaterhouseCoopers LLP, an independent registered public
accounting firm, included in Appendix F to this Proxy Statement, given on the authority of that
firm as experts in accounting and auditing.

LEGAL MATTERS

Dorsey & Whitney LLP will pass upon certain U.S. federal income tax consequences of
the Reorganization.
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OTHER MATTERS

The Board of Directors of the Company knows of no other matters which are to be
brought before the Special Court-Ordered General Meeting. If there are other matters that may
be properly brought before the Special Court-Ordered General Meeting or any adjournments or
postponements thereof, it is the intention of the persons named in the Proxy to vote in
accordance with their discretion pursuant to the terms of the Proxy.

By Order of the Board of Directors,

C 1 flodtatL

Debra Randall
Secretary

It is important that the Proxies be returned promptly. Therefore, Shareholders who do not
expect to attend the Special Court-Ordered General Meeting in person are urged to fill in, sign,
date and return the enclosed Proxy to Proxy Services, c/o Computershare Investor Services, P.O.
Box 43126, Providence, RI 02949-5138, U.S.A., in the addressed envelope. Please note that
Proxies must be received by 6:00 p.m. (local time in Bermuda) on 19 May 2010. All Proxies
received after this time will be considered invalid.
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REPORT OF INDEPENDENT AUDITORS

To the Board of Directors and
Shareholders of W.P. Stewart & Co., Ltd

In our opinion, the accompanying consolidated statements of financial condition and the
related consolidated statements of operations, changes in shareholders' equity and of cash
flows present fairly, in all material respects, the financial position of W.P. Stewart & Co.,
Ltd. and its subsidiaries (the "Company") at December 31, 2008, 2007 and 2006, and the
results of their operations and their cash flows for the years then ended in conformity
with accounting principles generally accepted in the United States of America. These
financial statements are the responsibility of the Company’s management. Our
responsibility is to express an opinion on these financial statements based on our audits.
We conducted our audits of these statements in accordance with auditing standards
generally accepted in the United States of America. Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made by management,
and evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

ORetirsTihetsnn Cooprsne F2F

PricewaterhouseCoopers LLP
New York, New York
April 9, 2009



CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION

December 31,

2008 2007 2006
Assets:
Cash and cash equivalents $ 35,158,939 $ 36,789,633 $ 29,123,957
Fees receivable 502,288 2,248,967 3,709,922
Receivable from clearing broker 19,042 90,239 315,867
Investments in unconsolidated affiliates (net of
accumulated amortization of $617,790, $576,604
and $494,232 for 2008, 2007 and 2006, respectively) 2,343,506 3,944,336 3,904,218
Receivables from affiliates, net 551,192 1,986,260 11,430,102
Investments, trading (cost $2,813,255, $9,746,671 and
$30,195,156 for 2008, 2007 and 2006, respectively) 2,691,108 11,018,593 31,803,543
Investments, available for sale (cost $96,518 for 2008, 2007 and 2006) 88,567 151,262 129,312
Goodwill - 8,681,797 8,681,797
Intangible assets (net of accumulated amortization
of $46,178,759, $45,453,068 and $40,953,034
for 2008, 2007 and 2006, respectively) - 9,771,319 47,828,426
Furniture, equipment, software and leasehold
improvements (net of accumulated depreciation
and amortization of $7,262,931, $7,154,257 and
$6,662,378 for 2008, 2007 and 20086, respectively) 1,372,674 2,333,705 3,380,812
Interest receivable on shareholders' notes 17,709 13,147 15,044
Income taxes receivable 7,864,696 4,417,442 2,598,921
Deferred income taxes receivable 26,400 728,000 -
Other assets 3,668,140 3,751,425 3,629,594
$ 54,304,261 $ 85,926,125 $ 146,551,515
Liabilities and Shareholders' Equity:
Liabilities:
Loans payable $ - $ - $ 14,595,612
Employee compensation and benefits payable 453,800 2,807,142 6,181,267
Fees payable 1,702,699 2,229,638 2,704,532
Vendor payables 4,048,874 3,901,244 4,766,374
Accrued expenses and other liabilities 4,900,000 4,900,000 4,900,000
Deferred income taxes payable - - 637,500
11,105,373 13,838,024 33,785,285
Shareholders' Equity:
Common shares, $0.01 par value (12,500,000
shares authorized 5,544,699, 5,102,207 and
4,756,928 shares issued and outstanding for
2008, 2007 and 2006, respectively) 55,447 51,022 47,569
Additional paid-in-capital 127,125,627 106,077,793 90,545,974
Accumulated other comprehensive income 477,478 1,166,913 1,114,075
Retained earnings/(deficit) (84,223,614) (34,911,733) 21,719,738
43,434,938 72,383,995 113,427,356
Less: notes receivable for common shares (236,050) (295,894) (661,126)
43,198,888 72,088,101 112,766,230
$ 54,304,261 $ 85,926,125 $ 146,551,515

The accompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDATED STATEMENTS OF OPERATIONS

For the Years Ended December 31,

2008 2007 2006
Revenue:
Fees (includes fees from affiliates of $1,862,488, $4,983,813 and
$15,313,602 for 2008, 2007 and 2006, respectively) $ 28,001,942 $ 64,322,381 $ 107,802,462
Commissions 5,442,196 13,875,152 29,608,834
Realized gain on sale of aircraft - 18,464,963 -
Realized and unrealized gains/(losses) on investments (1,878,472) 1,460,178 2,229,075
Interest and other 1,048,152 2,265,888 2,490,307
32,613,818 100,388,562 142,130,678
Expenses:
Employee compensation and benefits 33,423,801 48,125,077 43,725,858
Fees paid out 3,101,457 6,626,482 8,126,112
Performance fee charge - - 2,625,642
Commissions, clearance and trading 1,305,301 2,301,335 5,665,123
Research and administration 9,471,949 12,260,688 13,628,542
Marketing 3,418,827 6,002,748 6,309,491
Depreciation and amortization 1,536,981 5,769,095 6,572,545
Impairment of intangible asset and goodwill 18,692,283 33,557,074 -
Other operating 12,135,265 10,351,246 11,971,467
83,085,864 124,993,745 98,624,780
Income/(loss) before taxes (50,472,046) (24,605,183) 43,505,898
Provision/(benefit) for taxes (1,160,165) 6,796,053 6,030,455
Net income/(loss) $  (49,311,881) $  (31,401,236) $ 37,475,443
Earnings/(loss) per share:
Basic earnings/(loss) per share $ (10.09) $ (6.81) $ 8.18
Diluted earnings/(loss) per share $ (10.09) $ (6.81) $ 8.17

The accompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

For the Years Ended December 31,
2008 2007 2006

Cash flows from operating activities:
Net (loss)/income $  (49,311,881) $  (31,401,236) $ 37,475,443
Adjustments to reconcile net (loss)/income to net cash
provided by operating activities:

(Gain)/loss on sale of trading securities 407,158 (1,761,978) (204,628)
(Gain)/loss on sale of available for sale securities - (15,965) (407,030)
(Gain)/loss on disposition of aircraft - (18,464,963) -
(Gain)/loss on disposition of furniture, equipment,
software and leasehold improvements 91,271 - 14,952
Unrealized (gain)/loss on trading securities 1,446,366 336,465 (1,608,387)
Unrealized (gain)/loss on available for sale securities 24,780 (18,700) 4,390
Amortization of bond premium - - 710,356
Depreciation and amortization 20,229,264 39,326,169 6,572,545
Equity in income of unconsolidated affiliates 644,784 2,509 (32,199)
Non-cash compensation 13,088,358 18,495,877 8,431,331
Minority interest - - (254,348)
Changes in operating assets and liabilities:
Fees receivable 1,746,679 1,460,955 820,644
Receivable from clearing broker 71,197 225,628 659,736
Proceeds from sale of trading securities 9,508,647 37,448,650 2,664,682
Purchase of trading securities (2,982,390) (15,238,187) (32,655,209)
Receivables from affiliates, net 1,435,068 9,443,842 (5,424,014)
Income taxes receivable (3,447,254) (1,818,521) (1,134,863)
Deferred income taxes receivable 701,600 (728,000) -
Interest receivable on shareholders' notes (4,562) 1,897 25,656
Other assets 83,285 (121,831) 597,687
Employee compensation and benefits payable (2,353,342) (3,374,125) 1,967,641
Fees payable (526,939) (474,894) (392,845)
Vendor payables 147,630 (865,130) 1,708,680
Deferred income taxes payable - (637,500) 637,500
Net cash (used for)/provided by operating activities (9,000,281) 31,820,962 20,177,720
Cash flows provided by investing activities:
Proceeds from sale of available for sale securities - 15,965 14,922,031
Purchase of available for sale securities - - (6,554,421)
Purchase of goodwill - - (3,050,000)
Purchase of intangible assets - - (2,950,000)
Investment in unconsolidated affiliate (50,000) (125,000) (125,000)
Purchase of furniture, equipment, software and
leasehold improvements (58,901) (139,582) (1,062,151)
Proceeds from disposition of aircraft - 18,464,963 -
Proceeds from disposition of furniture, equipment, software
and leasehold improvements 158,563 - 49,000
Net cash provided by investing activities 49,662 18,216,346 1,229,459
Cash flows provided by/(used for) financing activities:
Payments on loans payable - (14,595,612) (816,729)
Proceeds from issuance of common shares 8,016,000 - -
Repurchase of common shares 1,774) (2,518,854) (2,660,269)
Proceeds from notes receivable for common shares 9,519 233,983 543,484
Dividends to shareholders - (25,540,737) (53,352,896)
Net cash provided by/(used for) financing activities 8,023,745 (42,421,220) (56,286,410)
Effect of exchange rate changes in cash (703,820) 49,588 636,389
Net (decrease)/increase in cash and cash equivalents (1,630,694) 7,665,676 (34,242,842)
Cash and cash equivalents, beginning of year 36,789,633 29,123,957 63,366,799
Cash and cash equivalents, end of year $ 35,158,939 $ 36,789,633 $ 29,123,957
Supplemental disclosures of cash flows information
Cash paid during the period for:
Income taxes $ 1,578,000 $ 9,945,000 $ 6,732,017
Interest $ 74 $ 711,013 $ 1,065,620

Supplemental Schedule of Non-Cash Investing and Financing Activities:

The Company cancelled outstanding notes of $1,017, $87,256 and $556,005 for the years ended December 31, 2008, 2007 and 2006, respectively (see
Note 10).

The Company issued 56,000, 392,900 and 112,780 common shares for the years ended December 31, 2008, 2007 and 2006, recorded with a fair value of
$700,000, $44,901,600 and $20,480,649, respectively and cancelled 114,374, 21,279 and 12,715 forfeited restricted common shares for the years ended
December 31, 2008, 2007 and 2006 recorded with a fair value of $12,463,260, $4,182,592 and $2,800,737, respectively (see Note 13).

The accompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY

For the Years Ended December 31, 2008, 2007 and 2006

Accumulated

Additional Other Retained
Common Shares Paid-In  Comprehensive Earnings/ Notes
Shares Amount Capital Income (Deficit) Receivable Total
Balance @ December 31, 2005 4,683,786 $ 46,838 $ 85445648 $ 429,924 $ 37,519,609 $ (1,797,033) $ 121,644,986
Issuance of common shares, @ $0.01 par value
Restricted shares 112,780 1,127 (1,127) -
Repurchase and cancellation of common shares,

@ $0.01 par value (23,301) (233) (2,660,036) (2,660,269)
Cancellation of common shares, @ $0.01 par value (3,621) (36) (555,969) 556,005 -
Forfeiture of common shares, @ $0.01 par value (12,715) (127) 127 -
Non-cash compensation 8,317,331 77,582 36,418 8,431,331
Net income 37,475,443 37,475,443
Dividends ($11.30 per share) (53,352,896) (53,352,896)
Other comprehensive income 684,151 684,151
Procees from notes receivable for common shares 543,484 543,484
Balance @ December 31, 2006 4,756,928 47,569 90,545,974 1,114,075 21,719,738 (661,126) 112,766,230
Issuance of common shares, @ $0.01 par value

Restricted shares 392,900 3,929 (3,929) -
Repurchase and cancellation of common shares,

@ $0.01 par value (25,693) (257) (2,518,597) (2,518,854)
Cancellation of common shares, @ $0.01 par value (649) (6) (87,250) 87,256 -
Forfeiture of common shares, @ $0.01 par value (21,279) (213) 213 -
Non-cash compensation 18,141,382 310,502 43,993 18,495,877
Net (loss) (31,401,236) (31,401,236)
Dividends ($5.30 per share) (25,540,737) (25,540,737)
Other comprehensive income 52,838 52,838
Procees from notes receivable for common shares 233,983 233,983
Balance @ December 31, 2007 5,102,207 51,022 106,077,793 1,166,913 (34,911,733) (295,894) 72,088,101
Issuance of common shares, @ $0.01 par value

Cash 501,000 5,010 8,010,990 8,016,000
Restricted shares 56,000 560 (560) -
Cash-in-lieu paid and cancellation of common shares

on one-for-ten share consolidation, @ $0.01 par value (76) 1) (1,209) (1,210)
Repurchase and cancellation of common shares,

@ $0.01 par value (36) - (564) (564)
Cancellation of common shares, @ $0.01 par value (22) - (1,017) 1,017 -
Forfeiture of common shares, @ $0.01 par value (114,374) (1,144) 1,144 -
Non-cash compensation 13,039,050 49,308 13,088,358
Net (loss) (49,311,881) (49,311,881)
Other comprehensive income (689,435) (689,435)
Procees from notes receivable for common shares 9,519 9,519
Balance @ December 31, 2008 5,544,699 $ 55,447 $ 127,125,627 $ 477,478 $ (84,223,614) $ (236,050) $ 43,198,888

The accompanying notes are an integral part of these consolidated financial statements.






NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Euronext Amsterdam and the W.P. Stewart
Global Growth Fund, an open-ended
investment company under the jurisdiction of
the CSSF.

In October and November 2006, the
Company commenced investment activities in
the WPS US Absolute Investment
Partnership, L.P., WPS US Relative
Investment Partnership, L.P. and WPS
International Partners, L.P., three new

investment partnerships, which are wholly-
owned subsidiaries of the Company. These

Business Acquisitions

In 1999 the Company acquired 50% of
TPRS Services N.V. (“TPRS”) and 100% of
First Long Island Investors, Inc. (“FLII”"). On
December 29, 2000, the Company acquired
the remaining 50% of TPRS. The repurchase
provisions of the acquisition agreements

specified that 80% of the Company’s
common shares issued in connection
therewith could be repurchased

(“contingently returnable shares”) at par
value by the Company up to a maximum of
20% per year as of January 1, 2000, 2001,
2002 and 2003, except in the case of the
December 29, 2000 TPRS acquisition where
the reference dates were July 1, 2001, 2002,
2003 and 2004, if assets under management
which were part of the acquisitions decreased
below defined reference amounts at the
specified dates and were not replaced.

The recorded purchase price for each
acquisition was determined by the sum of:

1. the number of shares issued on
acquisition not subject to repurchase,
multiplied by the fair value of each of those
shares at the acquisition date;

2. the number of shares that ceased to be
subject to repurchase at each anniversary
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investment partnerships were formed to hold
a portfolio of listed equity securities which
are classified as investments, trading in the
consolidated  statements  of  financial
condition. In May 2007, the portfolio of the
WPS US Absolute Investment Partnership,
L.P. was liquidated and in December 2007,
the portfolio of the WPS US Relative
Investment Partnership, L.P. was liquidated.
Investment activities in both of the
partnerships ceased once the portfolios had
been liquidated.

date, multiplied by the fair value of each of
those shares at that date; and

3. the cumulative cash dividends paid on
shares subject to repurchase.

The shares issued in connection with the
TPRS and FLII acquisitions were initially
reported in shareholders’ equity (within share
capital and as a contra-equity account
captioned “contingently returnable shares™) at
their issuance prices as of the dates the
acquisitions were consummated. On the
dates on which the contingently returnable
shares ceased to be subject to repurchase, the
contra-equity account was relieved and any
difference between the initial issue price and
the then current fair value of those shares was
charged or credited to additional paid-in
capital, and the purchase price was adjusted
for the fair value of the shares. Cash
dividends on shares no longer subject to
repurchase were recorded as a reduction of
shareholders’ equity.

Intangible  assets arising from the
Company’s business acquisitions were
comprised primarily of customer

relationships.
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The following table shows information for each acquisition as of and for the year ended

December 31, 2008.

Aggregate Shares Not Purchase Intangible

Number of Subject to Price Amortization

Acquisition Shares Repurchase Allocation for the Year
TPRS 196,600 196,600 $ 16,390,894 $ 109,656
FLII 120,000 120,000 10,879,093 346,545
316,600 316,600 $ 27,269,987 $ 456,201

The following table shows information for each acquisition as of and for the year ended

December 31, 2007.

Aggregate Shares Not Purchase Intangible

Number of Subject to Price Amortization

Acquisition Shares Repurchase Allocation for the Year
TPRS 196,600 196,600 $ 18,881,238 $ 2,596,633
FLII 120,000 120,000 13,632,548 1,536,279
316,600 316,600 $ 32,513,786 $4,132,912

The following table shows information for each acquisition as of and for the year ended

December 31, 2006.

Aggregate Shares Not Purchase Intangible

Number of Subject to Price Amortization

Acquisition Shares Repurchase Allocation for the Year
TPRS 196,600 196,600 $ 42,367,772 $ 2,596,633
FLII 120,000 120,000 23,703,088 1,536,279
316,600 316,600 $ 66,070,860 $4,132,912

On November 14, 2001, the Company
acquired a controlling interest in TPR &
Partners N.V. (“TPR”), an asset-gathering
firm based in The Netherlands via the
acquisition of shares in a Bermuda holding
company that indirectly owns 100% of the
shares of TPR. Going forward, the Bermuda
company, which is named W.P. Stewart Asset
Management (Europe), Ltd. (“WPSAM
Europe”), serves as the umbrella for the
Company’s European asset gathering and
client servicing activities. In the transaction,
the Company initially acquired 9,000 of
WPSAM Europe’s 12,000 outstanding shares
in exchange for 33,000 common shares of the
Company. The acquisition price of
$8,052,000 less the fair value of net assets
acquired of $170,203 was allocated to
intangible assets and goodwill. The former
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beneficial owners of TPR, one of whom prior
to October 1, 2008 was an executive officer
of the Company, and their assigns continued
to hold the remaining 3,000 shares of
WPSAM Europe until July 1, 2006, at which
time the Company acquired those shares at a
fair value price of $6,000,000, which was
allocated to intangible assets and goodwill in
the amounts of $2,950,000 and $3,050,000,
respectively.

In the third quarter of 2008, due to a loss of
assets under management, the fees from
which supported the customer related
intangible assets of the TPRS, FLII and
WPSAM Europe acquisitions, the Company
recognized an impairment loss of $8,799,815,
which represented the remaining balance of
customer related intangible assets for each
respective acquisition. Also, in the third
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quarter of 2008, due to a decline in the
Company’s  market  capitalization  as
compared with shareholder’s equity, there
was an impairment of goodwill resulting in a
write-off of the entire balance in the amount
of $8,681,797. For the years ended December
31, 2007 and 2006 there was no impairment
in the carrying value of goodwill.

In the second and fourth quarters of 2007,
due to a loss of assets under management, the

fees from which supported the customer
related intangible assets of the TPRS and
FLII acquisitions, the Company recognized
an impairment loss of $33,557,074.
Accordingly, the purchase price allocations of
the TPRS and FLII acquisitions were adjusted
by $23,486,534 and $10,070,540,
respectively.

Note 3: Accounting Policies

These consolidated financial statements are
presented in conformity with accounting
principles generally accepted in the U.S. The
functional currency for the Company and its

affiliates is the U.S. dollar with the
exceptions of WPS Europe and W.P. Stewart
Asset  Management  (Europe), N.V.

(“WPSAM Europe N.V.”), a wholly-owned
subsidiary of WPSAM Europe, for which the
pound sterling and the euro, respectively, are
the functional currencies.

The process of preparing consolidated
financial statements in conformity with
generally accepted accounting principles in
the U.S. requires management to make
estimates and assumptions that affect the
reported amounts of assets and liabilities and
disclosures of contingent assets and liabilities
at the dates of the consolidated financial
statements, as well as the reported amounts of
revenues and expenses during the reporting
periods. Actual results may differ from those
estimates.

The financial statements have been prepared
on a going concern basis. However, the
Company has incurred losses for the years
ended December 31, 2008 and 2007 and has
negative cash flows in 2008. The Company
would need to increase assets under
management or reduce expenses to have
positive cash flows. There is no assurance
that the Company will be able to achieve
positive cash flows in the future.

Principles of Consolidation
The Company consolidates all affiliated
entities in which it has a majority ownership
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interest or maintains effective control. All
material inter-company transactions have
been eliminated.

Cash and Cash Equivalents

The Company considers cash in banks,
money market funds and short-term highly
liquid investments with an original maturity
of three months or less at the date of purchase
to be cash equivalents. The Company
maintains a large majority of its cash in two
banks.

Fees Receivable

The Company’s advisory fees are computed
quarterly based on account market values and
fee rates pursuant to investment advisory
contracts with clients. Such account market
values are calculated using quoted prices
from exchanges for actively traded listed
securities. The Company’s general policy is
to bill all clients quarterly in advance. The
Company has recorded an allowance for
uncollectible amounts; such estimate is based
on the Company’s historical collection
experience and a review of the current status
of fees receivable. It is reasonably possible
that the Company’s estimate of the allowance
for uncollectible amounts will change. Fee
income and fees receivable are presented net
of an allowance for uncollectible amounts of
$605,850 at December 31, 2008.

Investments in Unconsolidated Affiliates
The Company includes its investments in the

common stock of investees in which it owns

between 20-50% in the caption “Investments
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in Unconsolidated Affiliates” and accounts
for such investments under the equity method
of accounting.

Investments, Trading and Available for
Sale

Investments in equity and municipal
securities have been classified as either
“trading” or “available for sale” in
accordance with Statement of Financial
Accounting Standards No. 115, “Accounting
for Certain Investments in Debt and Equity
Securities” and, as such, are recorded at
guoted market values. Transactions are
recorded on a trade date basis. For the years
ended December 31, 2008, 2007 and 2006,
unrealized gains and losses on investments
classified as trading in the amounts of
$(1,446,366), $(336,465) and $1,608,387 are
recorded as profit or loss whereas unrealized
gains and losses on investments classified as
available for sale are recorded in accumulated
other  comprehensive  income  within
shareholders' equity.

Fair Value Measurements

The Company adopted the provisions of
Statement of Financial Accounting Standards
No. 157 (“SFAS No. 1577), “Fair Value
Measurements” in the first quarter of 2008.
SFAS No. 157 defines fair value, establishes
a framework for measuring fair value and
requires enhanced disclosures about fair value
measurements. SFAS No. 157 requires
companies to disclose the fair value of their
financial instruments according to a fair value
hierarchy. The adoption of SFAS No. 157 did
not have a material impact on the Company’s
financial statements (see Note 19).

Furniture, Equipment, Software,
Leasehold Improvements and Investment
in Aircraft

Furniture, equipment, software, leasehold
improvements and investment in aircraft are
stated at cost less accumulated depreciation
and amortization. Depreciation is computed
using straight-line and accelerated methods
over the estimated useful lives of the assets.
Leasehold improvements are amortized over
the shorter of the lease term or the estimated
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life of the improvements. The aircraft was
depreciated using an accelerated method over
seven years.

Fees and Fees Paid Out

Fees for the management of clients’
accounts are based on terms stated in client
contracts and are based upon a percentage of
assets under management determined as of
the last day of the prior quarter as specified in
the contracts. Fees are recognized in the
period in which they are earned. Under
certain client contracts, the Company is
entitled to receive performance fees when the
return on assets under management exceeds
specified benchmark returns or other
performance targets. Performance fees are
recorded as of the date on which the
performance period ends.

Fees for the referral of certain accounts are
paid to solicitors and are based on terms
stated in contracts with such parties. Such
amounts, included in fees paid out, are based
upon a percentage of the fee revenue
generated from the referred accounts and are
recognized in the same period as the
corresponding revenue.

Commissions

Commissions on brokerage activities and
related trading costs are recorded on a trade
date basis.

Income Taxes

The Company uses the asset and liability
method required by Statement of Financial
Accounting Standards No. 109, “Accounting
for Income Taxes” ("SFAS 109"), to record
income taxes. SFAS 109 states that “deferred
tax assets and liabilities are recognized
principally for the expected tax consequences
of temporary differences between the tax
bases of assets and liabilities and their
reported amounts”. A valuation allowance is
established to reduce deferred tax assets to
amounts that are expected to be realized.

The Company may be subject to challenges
from tax authorities regarding the amount of
taxes due. These challenges may include
questions regarding the amount of deductions
and the allocation of income in the
jurisdictions where the Company conducts
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business. In evaluating the potential exposure
associated with various tax positions, the
Company records reserves for such potential
exposures. Based on  management’s
evaluation of the Company’s tax position, it is
believed that the amounts related to these
potential tax exposures are appropriately
accrued as accrued expenses and other
liabilities. To the extent the Company were to
prevail in matters for which such accruals
have been established or be required to pay
amounts in excess of the aforementioned
reserves, the Company’s effective tax rate in
a given financial statement period may be
impacted.

On January 1, 2007, the Company adopted
Financial Accounting Standards Board
(“FASB”) Interpretation No. 48 (“FIN No.
48”), “Accounting for Uncertainty in Income
Taxes — an Interpretation of SFAS No. 109”.
FIN No. 48 requires that the Company
determine whether a tax position is more
likely than not to be sustained upon
examination, including resolution of any
related appeals or litigation processes, based
upon the technical merits of the position.
Once it is determined that a position meets
this recognition threshold, the position is
measured to determine the amount of benefit
to be recognized in the financial statements.

Foreign Currency Translation

The Company accounts for foreign currency
translation in accordance with Statement of
Financial Accounting Standards No. 52,
“Foreign Currency Translation”. Assets and
liabilities are translated at the exchange rate
in effect at year-end, and revenue and
expenses are translated at the average rates of
exchange prevailing during the year. Gains or
losses resulting from foreign currency
transactions are included in net income. The
U.S. dollar effect that arises from translating
the net assets of WPS Europe and WPSAM
Europe N.V. is recorded in "accumulated
other comprehensive income”, a separate
component of shareholders’ equity.

Intangible Assets and Goodwill
Intangible  assets arising from the
Company’s business acquisitions (see Note 2)
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are amortized on a straight-line basis over
periods of five to 20 years. The carrying
value of the intangibles acquired is reviewed
for impairment annually or whenever events
or changes in circumstances indicate that they
may not be recoverable based upon
expectations of future undiscounted cash
flows over their remaining lives. Where the
undiscounted cash flow is less than the
carrying amount of the asset, an impairment
loss will be recognized. The loss will be the
difference between the fair value of the asset
and the carrying value of the asset.

Goodwill from the Company’s acquisition
of TPR (see Note 2) is accounted for pursuant
to Statement of Financial Accounting
Standards No. 142, “Goodwill and Other
Intangible Assets” (“SFAS No. 142”). In
accordance with SFAS No. 142, goodwill is
not amortized but is tested annually for
impairment.

Earnings Per Share

Basic earnings per share is computed by
dividing the net income applicable to
common shares outstanding by the weighted
average number of shares outstanding,
excluding unvested shares issued to
employees of the Company or its affiliates,
unvested options, vested unexercised options
and potentially issuable common shares.
Diluted earnings per share is computed using
the same method as basic earnings per share,
but also reflects, in years with net income, the
impact of unvested shares issued to
employees of the Company or its affiliates
and the dilutive effect of unvested options,
vested unexercised options issued to
employees of the Company or its affiliates
and potentially issuable common shares,
using the treasury stock method.

Share-Based Compensation

On January 1, 2005, the Company began to
account for share-based employee
compensation in accordance with the method
prescribped by Statement of Financial
Accounting Standards No. 123 (Revised
2004), “Share-Based Payment” ("SFAS No.
123R"). SFAS No. 123R requires that
compensation cost related to share-based
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payment transactions be recognized in the
financial statements. Share-based payment
transactions within the scope of SFAS No.
123R include share options, restricted share
awards, certain performance-based awards,
share appreciation rights, and employee share
purchase plans (see Notes 12 and 13).

Business Segments

The Company operates predominantly in
one business segment, the investment
advisory and asset management industry.

Reclassification of Comparative Financial
Statements
Certain prior year amounts have been
reclassified to conform with current year
presentation.

Share Consolidation

On November 19, 2008, the Company
effected a one-for-ten share consolidation of
the Company’s authorized and issued
common shares pursuant to which every ten
common shares, par value $0.001 per share,
were consolidated, reclassified and converted
into one new common share, par value $0.01
per share. All share and option numbers, as
well as, per share dollar amounts for the year
ended December 31, 2008 are provided after
giving effect to such share consolidation and

all prior period share and option numbers and
per share data have been restated to reflect the
share consolidation. In connection with the
share consolidation, the Company paid
shareholders cash in lieu of fractional shares
in the aggregate amount of $1,210.

New Accounting Pronouncements

In June 2008, the Financial Accounting
Standards Board (“FASB”) issued FASB
Staff Position No. EITF 03-6-1, (“FSP EITF
03-6-1"), “Determining Whether Instruments
Granted in Share-Based Payment
Transactions Are Participating Securities”.
The guidance in FSP EITF 03-6-1 applies to
the calculation of earnings per share for
share-based payment awards with rights to
dividends or dividend equivalents. It clarifies
that unvested share-based payment awards
that contain non-forfeitable rights to
dividends or dividend equivalents (whether
paid or unpaid) are participating securities
and shall be included in the computation of
earnings per share pursuant to the two-class
method. FSP EITF 03-6-1 is effective for
financial statements issued for fiscal years
beginning after December 15, 2008. The
Company is currently evaluating the impact
FSP EITF 03-6-1 will have on its calculation
of earnings per share upon adoption.

Note 4: Earnings Per Share

2008 2007 2006

Basic Earnings/(Loss) Per Share:
Net income/(loss)

$ (49,311,881) $ (31,401,236) $ 37,475,443

Weighted average basic shares outstanding

4,886,968

4,611,700 4,581,656

Net income/(loss) per share

(10.09) $ (6.81) $ 8.18

Diluted Earnings/(Loss) Per Share:
Net income/(loss)

$(49,311,881) $(31,401,236) $ 37,475,443

Weighted average basic shares outstanding

Add: Unvested shares, unvested options,
vested unexercised options and dilutive
potentially issuable common shares

Weighted average diluted shares outstanding

Net income/(loss) per share

4,886,968 4,611,700 4,581,656
- - 4,990
4,886,968 4,611,700 4,586,646
(10.09) $ (6.81) $ 8.17
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Basic earnings per share is computed by
dividing the net income applicable to
common shares outstanding by the weighted
average number of shares outstanding,
excluding unvested shares issued to
employees of the Company or its affiliates,
unvested options, vested unexercised options
and potentially issuable common shares.
Diluted earnings per share is computed using
the same method as basic earnings per share,
but also reflects, in years with net income, the
impact of wunvested shares issued to
employees of the Company or its affiliates
and the dilutive effect of unvested options,
vested unexercised options issued to
employees of the Company or its affiliates

and potentially issuable common shares,
using the treasury stock method. For the year
ended December 31, 2007, there were a total
of 2,121 shares that were not included in the
total weighted average diluted shares
outstanding due to their anti-dilutive nature.
On December 31, 2008, 2007 and 2006,
5,544,699, 5,102,207 and 4,756,928 shares
respectively, were issued and outstanding.
The shareholders of record are entitled to full
voting rights (see Note 14) and dividends on
these shares; 320,781, 477,021 and 181,287
of these shares were unvested and held by the
Company’s or affiliates’ employees on
December 31, 2008, 2007 and 2006,
respectively.

Note 5: Comprehensive Income

The following table details the components of comprehensive income as described in Statement
of Financial Accounting Standards No. 130, “Reporting Comprehensive Income”.

Net income/(loss)
Other comprehensive income/(loss),

net of tax:

Reclassification adjustment for
unrealized gains/(losses) on available
for sale securities included in
interest and other

Unrealized gains/(losses) on available
for sale securities

Foreign currency translation adjustment

Comprehensive income/(loss)

Note 6: Investments in Unconsolidated Affiliates

Investments in unconsolidated affiliates include the following:

Investment in Bowen Asia Limited $

Investment in Stewart Bowen Japan Ltd.
Investment in Kirk Management Ltd.

Total $ 2,343,506

2008 2007 2006
$(49,311,881) $(31,401,236) $ 37,475,443
- - 76,390

14,385 3,250 (28,628)
(703,820) 49,588 636,389

$ (50,001,316) $ (31,348,398) $ 38,159,594
2008 2007 2006
656,461 $ 2,231,383 $ 2,305,501

- 115,791 107,035

1,687,045 1,597,162 1,491,682

$ 3,944,336 $ 3,904,218
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At December 31, 2008, the Company owned
approximately 35% of Bowen Asia Limited
(“Bowen”).

The Company owns a 40% interest in Kirk
Management Ltd., a real estate joint venture
incorporated in Bermuda. Kirk Management
Ltd. owns Trinity Hall, a building located in
Hamilton, Bermuda, which is leased by the
Company from the joint venture and serves as
the Company’s headquarters.

The Company owns a 50% interest in
Stewart Bowen Japan Ltd. (“SBJL”), a joint
venture incorporated in the British Virgin
Islands. W. P. Stewart Japan K.K., a wholly-
owned subsidiary of SBJL, is located in
Tokyo, Japan and provides client servicing
and asset gathering activities. Bowen owns
the remaining 50% interest in SBJL.

Note 7: Related Party Transactions

Research and administrative  expenses
include travel expenses of $156,505,
$560,536 and $738,731 for the years ended
December 31, 2008, 2007 and 2006,
respectively, which were paid to Shamrock
Aviation, Inc. (“Shamrock”), a company
owned by principal shareholders of the
Company.

The Company had entered into agreements
pursuant to which either Shamrock or an
entity affiliated with Shamrock agreed to
provide operational and maintenance services
at cost for the Challenger aircraft then owned
by the Company. These costs, reflected in
research and administration expenses, include
$1,643,492 and $3,087,474 for the years
ended December 31, 2007 and 2006,
respectively. In July 2007, the Challenger
aircraft was sold.

A portion of the office space located in New
York is occupied by Stewart family interests.
WPSI is reimbursed on a monthly basis for
rent and other costs associated with the space,
which amounted to $155,499, $163,888 and
$181,545 for the years ended December 31,
2008, 2007 and 2006, respectively. These
amounts are based upon the actual space
utilized in each of those years.

The Company paid solicitation fees in
respect of certain accounts and an amount
calculated on the basis of a portion of the
brokerage commissions paid by certain
accounts, as directed by those clients to a
beneficial owner of a minority interest in the
Company. Such payments amounted to
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$2,007 and $7,867 for the years ended

December 31, 2007 and 2006.

The  Company pays Bowen, an
unconsolidated affiliate of the Company (see
Note 6), the other principal owners of which
are a beneficial owner of a minority interest
in the Company and through December 31,
2008 an executive officer of the Company,
fees for solicitation, sub-advisory and
research services. Such costs amounted to
$520,906, $649,029 and $1,457,152 for the
years ended December 31, 2008, 2007 and
2006, respectively. The Company receives
solicitation fees from Bowen Capital
Management (“BCM”), a subsidiary of
Bowen, for client referrals to BCM. Total
solicitation fees received from BCM for the
years ended December 31, 2008, 2007 and

2006 were $0, $1,075 and $7,114,
respectively.
The Company pays Carl Spangler

Kapitalanlageges. m.b.H., fees for solicitation
services, which is controlled by Bankhaus
Carl Spangler & Co. AG, the Chief Executive
Officer of which is one of the Company’s
directors. These fees amounted to $20,163,
$137,424 and $513,106 for the years ended

December 31, 2008, 2007 and 2006,
respectively.

Certain directors of the Company serve as
directors of funds from which the Company
receives investment advisory fees, fund
management fees, subscription fees and
commissions. Such fees and commissions
were $2,989,607, $6,584,291 and
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$18,512,887 for the years ended December
31, 2008, 2007 and 2006, respectively.

The Company owns a 40% interest in Kirk
Management Ltd. (see Note 6), a real estate
joint venture incorporated in Bermuda. The
remaining 60% interest is owned by The
Bank of Bermuda of which, prior to 2004,
one of the Company’s directors was the Chief
Executive Officer. Such director remains a
non-executive director of The Bank of
Bermuda and during the period from May
2005 through March 31, 2006 was an
executive officer of the Company. Kirk
Management Ltd. also owns and leases to the
Company its Hamilton, Bermuda
headquarters. Included in research and
administration expenses is rent expense of
$180,000 for each of the years ended
December 31, 2008, 2007 and 2006.

Included in receivables from affiliates, net,
at December 31, 2008, 2007 and 2006 is a
subordinated loan of $212,526 and accrued
interest on such loan in the amount of
$34,132 due from Kirk Management Ltd.
The loan has no fixed repayment date.

Included in other operating expenses for the
year ended December 31, 2008, is the write-
off of a receivable in the amount of $238,710
from WPS |II, Inc., a former significant
shareholder of the Company prior to it’s
liquidation in December 2008.

Included in receivables from affiliates, net,
at December 31, 2007 and 2006 are the
amounts of $364,149 and $352,701,
respectively, which represent an outstanding
receivable from WPS Il, Inc. a former
significant shareholder of the Company. This
balance is non-interest bearing and has no
fixed repayment date.

WPSAM serves as investment adviser to
W.P. Stewart Holdings Fund (“WPSH”)
formerly W.P. Stewart Holdings N.V.
(“WPSH NV”), our mutual fund listed on
Euronext Amsterdam. This fund has a fixed
fee of 25 basis points per annum and a 10%
performance fee. Included in receivables from
affiliates, net, at December 31, 2008, 2007
and 2006, are performance fees receivable in
the amounts of $0, $417,494 and $9,740,086,
respectively. In connection with the seat
transfer of WPSH NV to Luxembourg on July
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1, 2006 and the related resetting of the
performance fee to a straight high water
mark, although WPSAM did not terminate
the investment advisory agreement, the
performance fee credit balance at June 30,
2006 in the amount of $2,625,642 was
recognized and paid by WPSAM to WPSH.
This amount was recorded as a performance
fee charge and is included in the consolidated
statement of operations for the year ended
December 31, 2006.

Included in research and administration
expenses for the years ended December 31,
2008, 2007 and 2006 is rent expense in the
amount of $205,535, $212,848 and $190,260
which is paid to a company owned by the
former principals of WPSAM Europe N. V.,
one of whom was an executive officer of the
Company through September 30, 2008.

Included in other operating expenses for the
years ended December 31, 2008, 2007 and
2006 are contributions in the amounts of
$35,000, $185,000 and $325,000 paid to the
W.P. Stewart & Co. Foundation, Inc. (the
“Foundation”), a  private  charitable
foundation.

On August 1, 2008, pursuant to an
Investment Agreement entered into among
the Company, Arrow Capital Management
LLC (“Arrow”) and several funds managed
by Arrow (collectively, the “Arrow Funds”),
the Company sold an aggregate of 501,000 of
its common shares to the Arrow Funds in a
private placement. The common shares were
purchased at a price per share of $16.00 for
total consideration of $8,016,000. In addition,
the Company was advised by Arrow on the
same day that the Arrow Funds also
purchased an aggregate of 1,669,093 common
shares of the Company in their tender offer
for up to 1,990,200 of the Company’s
common shares, which tender offer expired at
5:00 p.m. on Monday, July 28, 2008. After
giving effect to the Arrow Funds’ purchase of
a total of 2,170,093 common shares in the
private placement and the tender offer, the
Arrow Funds held in the aggregate
approximately 39.2% of the outstanding
common shares of the Company. However,
the Arrow Funds are limited by the
Company’s Bye-Laws to a 24% aggregate
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voting interest in the Company, with each of
the Arrow Funds limited to a voting interest

of 9.5% individually (see Note 14).

Note 8: Long-Term Debt

On July 10, 2003, WPS Aviation entered
into a 10-year amortizing loan agreement
with General Electric Capital Corporation
(“GECC”) to continue to finance its
obligations under the purchase agreement
relating to the purchase of a Challenger
aircraft. The purpose of this new agreement
was solely to consolidate all prior obligations
to GECC and to reduce the fixed interest rates
under the previous obligations. This new loan
was for the principal sum of $17,278,264 at a
floating per annum simple interest rate, as
defined in the loan agreement as the contract
rate, to be paid in 120 monthly installments
and a final installment of $8,608,913 plus any
outstanding interest. The contract rate of
interest was equal to the sum of (i) two and

25/100 percent (2.25%) per annum plus (ii) a
variable per annum interest rate equal to the
rate listed for one-month commercial paper
(non-financial). The first monthly periodic
installment was due and paid on August 10,
2003 with installments due and payable on
the same day of each succeeding month. The
loan was collateralized by the Challenger
aircraft.

In July 2007 the Challenger aircraft was sold
and the Company recognized a gain on the
sale in the amount of $18,464,963. The
outstanding loan balance due to GECC was
paid in full from the proceeds of the sale.

Interest expense on long-term debt totaled
$673,665 and $1,064,517 for the years ended
December 31, 2007 and 2006, respectively.

Note 9: Commitments and Contingencies

At December 31, 2008, the Company was
contingently liable on three irrevocable
standby letters of credit. One letter of credit is
in the amount of $1,000,000 in favor of
Wachovia  Corporate Services Inc.
(“Wachovia”) and collateralizes amounts
received from the Company's clients that
Wachovia wires daily to the Company’s
account at The Bank of Bermuda. This
amount is collateralized by a fixed deposit
cash account that will remain intact as long as
the Company continues to utilize the services
of Wachovia. The second letter of credit is in
the amount of $200,000, in favor of WPSI’s
landlord and is collateralized by a fixed
deposit cash account that will remain intact
over the term of the lease. The third letter of
credit is in the amount of $800,000 (increased
from $699,033 in August 2008) in favor of
WPS Europe’s landlord. The latter amount is
guaranteed by the Company, and is
collateralized by a fixed deposit cash account
in the same amount, which will remain intact
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over the term of the lease. The total amounts
of $2,000,000, $1,899,033 and $1,899,033 are
reflected in other assets at December 31,
2008, 2007 and 2006.

At December 31, 2008, WPS Europe had
total capital of $1,630,156 that exceeded the
fixed overhead requirement of $1,171,088 by
$459,068.

At December 31, 2008, WPSSL had net
capital, as defined, of $3,698,531 that
exceeded the required minimum net capital of
$100,000 by $3,598,531.

WPSSL conducts business with a clearing
broker on behalf of its customers subject to a
clearing agreement. WPSSL earns
commissions as an introducing broker for the
transactions of its customers, which are
normally settled on a delivery-against-
payment basis. Under the clearing agreement,
WPSSL has agreed to indemnify the clearing
broker for non-performance by any customers
introduced by WPSSL. As the right to charge
WPSSL has no maximum amount, and
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applies to all trades executed through the
clearing broker, WPSSL believes there is no
maximum amount assignable to this right. At
December 31, 2008, WPSSL has recorded no
liability with respect to this right. WPSSL is
subject to credit risk to the extent that the
clearing broker may be unable to repay
amounts owed.

With effect from January 31, 2007, under
the clearing agreement, if WPSSL wishes to
terminate such agreement prior to the end of
the first three years of the agreement, and
WPSSL provides less than the 12 months’
notice that the agreement requires, WPSSL
would be liable to the clearing broker for the
average monthly revenue derived by the
clearing broker from WPSSL during the last
12 month period times the shortfall between
the termination date and the 12 month
required notification period.

Also, in the event of termination prior to the
end of the first three years of the clearing
agreement, WPSSL would be liable for
repayment of a forgivable loan in the amount
of $500,000 plus accrued interest that was
made by the clearing broker to WPSSL under
the clearing agreement, as well as all costs
and expenses of terminating the clearing
agreement. The total amount of $562,535
which includes accrued interest in the amount
of $62,535 is included in vendor payables at
December 31, 2008.

WPSAM serves as investment adviser to
W.P. Stewart Holdings Fund (“WPSH”)
formerly W.P. Stewart Holdings N.V.
(“WPSH NV”), our mutual fund listed on
Euronext Amsterdam. This fund pays
WPSAM a fixed fee of 25 basis points per
annum and a 10% performance fee.

Through June 30, 2006, the performance fee
was calculated as 10% of the change in
WPSH NV’s net asset value per share from
valuation date to valuation date, multiplied by
the number of shares outstanding as of the
earlier of the two dates. However, if the
calculation were to produce a negative figure,
that amount would be treated as a credit
against future performance fees. If the
advisory agreement were to be terminated by
the investment adviser, the remaining
negative balance, if any, would have to be
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paid back to WPSH NV by the investment
adviser.

In connection with the seat transfer of
WPSH NV to Luxembourg on July 1, 2006
and the related resetting of the performance
fee to a straight high water mark, although
WPSAM did not terminate the investment
advisory agreement, the performance fee
credit balance at June 30, 2006 in the amount
of $2,625,642 was recognized and paid by
WPSAM to WPSH. This amount was
recorded as a performance fee charge and is
included in the consolidated statement of
operations for the year ended December 31,
2006.

Effective July 1, 2006, as per the terms of
the investment advisory agreement, the
performance fee is payable annually in arrears
and is equal to 10% of the increase, if any, in
the net asset value per share as compared to
December 31 of the previous year. The
performance fee is calculated on each
valuation day by first calculating the net asset
value per share prior to the performance fee
accrual for that day (the “base net asset value
per share™), and then allocating 10% of the
increase (or decrease) in the base net asset
value per share compared to the higher of (i)
the net asset value per share (after accrual of
performance fee) on the preceding valuation
day or (ii) the highest net asset value per
share previously attained as at any prior
December 31, multiplied by the number of
shares outstanding on the current valuation
day. If on any valuation day the net asset
value per share shall fall below the high water
mark, then no performance fee shall be
accrued until such time as the net asset value
per share exceeds the high water mark.

The Company has committed to make future
issuances of 79,500 common shares as non-
cash incentive employee compensation. The
commitments made by the Company to issue
such shares are conditioned upon the
satisfaction of certain individual employee
performance conditions relating to Company
profitability, investment performance or both.
Any shares that may be issued by the
Company in the future in satisfaction of those
commitments will be restricted shares. When
issued, these restricted shares will remain



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

subject to vesting requirements over time,
with limited exceptions permitting
accelerated or immediate vesting. The
dilutive effect of these potentially issuable
common shares is included in the weighted

average diluted shares outstanding in
accordance with Statement of Financial
Accounting Standards No. 128, “Earnings Per
Share” (“SFAS No. 128”).

Note 10: Notes Receivable for Common Shares

Pursuant to employee or director purchase
agreements for common shares, in the event a
purchaser is no longer in the employment of,
or no longer serves as a director of, the
Company or any of its affiliates, the
purchaser shall transfer to the Company all
rights to the shares that have not vested at the
time of such termination. The remaining
balance of the outstanding notes receivable
related to the unvested shares shall be abated.

Pursuant to the terms of the purchase
agreements, during the year ended December
31, 2008, 22 unvested common shares of
former employees were repurchased and their
installment notes totaling $1,017 were abated.

Pursuant to the terms of the purchase
agreements, during the year ended December
31, 2007, 649 unvested common shares of
former employees were repurchased and their
installment notes totaling $87,256 were
abated.

Pursuant to the terms of the purchase
agreements, during the year ended December
31, 2006, 3,621 unvested common shares of
former employees were repurchased and their
installment notes totaling $556,005 were
abated.

Future minimum payments expected to be
received on notes receivable for common
shares as of December 31, 2008 are as
follows:

2009... .o $ 224,646
2010, 4,617
2011 6,787

$ 236,050

Interest income on all such notes was $5,469,
$30,574 and $79,656 for the years ended
December 31, 2008, 2007 and 2006,
respectively.

Note 11: 2001 Employee Equity Incentive Plan

The W.P. Stewart & Co., Ltd. 2001
Employee Equity Incentive Plan, as amended
(the “Plan™) provided for awards of common
shares of the Company, to be granted to
eligible employees of the Company and its
affiliates in the form of restricted common
shares and/or options. The exercise price of
the options is equal to the market value of the
Company’s shares on the date of the grant.
All awards that vest are exercisable in equal
annual amounts on each of the first seven
anniversaries of the grant dates. The dilutive
effect of unvested options and vested
unexercised options is included in the
weighted average diluted shares outstanding
in accordance with Statement of Financial
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Accounting Standards No. 128, “Earnings Per
Share” (“SFAS No. 128”).

On May 12, 2003, the Board of Directors
approved an amendment to the Plan that (i)
increased the total number of common shares
available for awards under the Plan from
250,000 to a total of 300,000, inclusive of
awards previously granted, and (ii) increased
the duration of the period during which
vested options may be exercised from one
year to two years with respect to any option
grants made in the future.

As provided in the Plan, as of July 24, 2004
no further grants may be awarded under the
Plan. However, previously issued grants will
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extend beyond that date as expressly provided
in the Plan documents.

In 2008, pursuant to the terms of the Plan,
1,069 and 700 unexercised options granted in
2001 and 2002, respectively, were forfeited
by former employees of the Company.
Additionally, in 2008, 5,247 and 2,595 vested
options granted in 2001 and 2002,
respectively, expired.

In 2007, pursuant to the terms of the Plan,
6,097 and 16,209 unexercised options granted
in 2001 and 2002, respectively, were forfeited

by former employees of the Company.
Additionally, in 2007, 5,907 and 3,019 vested
options granted in 2001 and 2002,
respectively, expired.

In 2006, pursuant to the terms of the Plan,
12,857 and 929 unexercised options granted
in 2001 and 2002, respectively, were forfeited
by former employees of the Company.
Additionally, in 2006, 7,446 and 6,403 vested
options granted in 2001 and 2002,
respectively, expired.

Note 12: Share Options

On January 1, 2003, the Company began to
account for share-based employee
compensation in accordance with the fair
value method prescribed by SFAS No. 123,
as amended by SFAS No. 148, using the
prospective adoption method. Under this
method of adoption, compensation expense is
recognized based on the fair value of the
share options granted in 2003 and future
years over the related vesting periods. The
amount of share-based compensation
recognized under SFAS No. 123 for the years
ended December 31, 2008, 2007 and 2006 for
share options granted in 2003, was $291,
$475 and $530, respectively. During 2008,
214 unexercised options granted in 2003 were

forfeited by former employees of the
Company and 86 vested options granted in
2003 expired. During 2007, 804 unexercised
options granted in 2003 were forfeited by
former employees of the Company and 128
vested options granted in 2003 expired.

During 2006, 4,018 unexercised options
granted in 2003 were forfeited by former
employees of the Company and 932 vested
options granted in 2003 expired. There were
no share options granted after December 31,
2003.

The options outstanding as of December 31,
2008, 2007 and 2006 for grants awarded
during the year ended December 31, 2003,
are set forth below:

Weighted Average

Options  Remaining Contractual Life =~ Weighted Average
December 31, Exercise Price Outstanding (Years) Exercise Price
2008 $202.00 _ 342 4 $202.00
2007 $202.00 _ 643 4 $202.00
2006 $202.00 1,575 5 $202.00

On January 1, 2005, the Company began to
account for share-based employee
compensation in accordance with the method
prescribed by Statement of Financial
Accounting Standards No. 123 (Revised
2004), “Share-Based Payment” ("SFAS No.
123R"). SFAS No. 123R requires that
compensation cost related to share-based
payment transactions be recognized in the
financial statements. Share-based payment
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transactions within the scope of SFAS No.
123R include share options, restricted share
awards, certain performance-based awards,
share appreciation rights, and employee share
purchase plans.

The following range assumptions were
applied in determining the effect on
compensation expense upon adoption of
SFAS No. 123R for the years ended
December 31, 2008, 2007 and 2006:
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2008

2007 2006

Expected Life

Risk free interest rate
Dividend yield
Volatility

1to 7 years
4.22% - 4.42%

25% - 41%

1to 7 years
4.22% - 4.42%

25% - 41%

1to 7 years
5.09% - 5.33%
4.22% - 7.24%
25% - 41%

The options outstanding as of December 31, 2008, 2007 and 2006 for grants made prior to

January 1, 2003 are set forth below:

Weighted Average

Options  Remaining Contractual ~ Weighted Average
December 31, Exercise Prices Outstanding Life (Years) Exercise Price
$208.00 5,232 1 $208.00
$165.80 - $284.20 4,897 2 $220.10

2008 10,129
$208.00 11,562 1 $208.00
$165.80 - $284.20 8,199 2 $220.10

2007 19,761
$208.00 - $256.50 23,566 2 $208.00
$165.80 - $284.20 27,428 3 $220.10

2006 50,994

Options exercisable at December 31, 2008, 2007 and 2006 were 7,841, 9,041 and 15,774,

respectively.

Note 13: Restricted Shares

During 2008, 56,000 restricted shares were
granted as employee non-cash compensation
and during 2008 114,374 restricted shares
were forfeited by former employees of the
Company. Dividends of $122,632 paid on
those forfeited shares prior to January 1,
2008, was charged to compensation expense.

During 2007, 1,000 restricted shares were
granted to certain non-employee directors of
the Company and 391,900 restricted shares
were granted as employee non-cash
compensation. In addition, during 2007,
21,279 restricted shares were forfeited by
former employees of the Company. Non-cash
compensation of $79,105 relating to the
forfeited shares that had been charged to
compensation expense prior to January 1,
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2007 was reversed, and dividends of
$310,502 paid on those forfeited shares prior
to January 1, 2007, was charged to
compensation expense.

During 2006, 2,250 restricted shares were
granted to certain non-employee directors of
the Company and 110,530 restricted shares
were granted as employee non-cash
compensation. In addition, during 2006,
12,715 restricted shares were forfeited by
former employees of the Company. Non-cash
compensation of $616,845 relating to the
forfeited shares that had been charged to
compensation expense prior to January 1,
2006 was reversed, and dividends of $77,582
paid on those forfeited shares prior to January
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1, 2006, was charged to compensation
expense.

These shares are subject to vesting schedules
and resale restrictions set forth in the
associated Restricted Share Agreements.
Unearned compensation equivalent to the
market value of the shares at the date of grant
was charged to shareholder’s equity as of that
date and is being amortized over the one
through five year vesting periods as specified
in the terms of the individual Restricted Share

Agreements. Unearned compensation charged
to additional paid-in capital, a component of
shareholder’s equity at December 31, 2008,
2007 and 2006 was $700,000, $44,901,600
and $20,480,649, respectively. Compensation
expense resulting from the amortization of the
unearned compensation for the years ended
December 31, 2008, 2007 and 2006 was
$12,736,102, $17,841,432 and $7,939,734,
respectively.

Note 14: Shareholders’ Voting Rights

The Company’s Bye-Laws limit the voting
power of natural persons to 5%, and the
voting power of other entities, “groups” (as
defined in the U.S. Securities Exchange Act
of 1934) and persons other than natural
persons (legal persons) to 9.5%, of the votes
attributable to the outstanding shares of the
Company, regardless of how many of our
shares (including common shares) they own
or control. This restriction does not apply to
parties who were shareholders immediately
before our initial public offering, including
certain individuals designated by the
Company’s Board of Directors who are
currently affiliated with the Company. Votes
that could have been cast by shareholders but
for these voting restrictions are allocated to
the other holders of the common shares pro-
rata based on the number of shares they hold,
except that no shareholder subject to the
restrictions may receive an allocation to the
extent that it would result in the shareholder
holding more than 5% (for natural persons) or
9.5% (for legal persons, entities or groups) of

the total voting power. The Company’s Board
of Directors may approve the exemption of
other persons or groups from this restriction.
In addition, the Bye-Laws provide that no
person or group (other than direct or indirect
subsidiaries of the Company, certain
employee benefit plans designated by the
Board of Directors which may be established
by the Company or as otherwise exempted by
the Board of Directors) deemed to be a
beneficial owner of common shares may vote
more than 20% of the total number of votes

attributable to the common  shares
outstanding.
In connection with the Investment

Agreement dated May 20, 2008, among the
Company, Arrow and the Arrow Funds, the
Company’s Board of Directors granted a
waiver allowing the Arrow Funds as a group
to vote up to 24% of the Company’s voting
power in the event their ownership is at or
above such level; provided, however, none of
the funds may individually exercise in excess
of 9.5% of the voting power of the Company.

Note 15: Income Taxes

Under current Bermuda law, the Company
and its Bermuda subsidiaries are not required
to pay any Bermuda taxes on their income or
capital gains. The Company and its Bermuda
subsidiaries will be exempt from such forms
of taxation in Bermuda until at least March
2016.

F-25

Income from the Company’s operations in
the United States and from U.S. subsidiaries
of the Company is subject to income taxes
imposed by U.S. authorities. In addition, the
Company's non-U.S. subsidiaries are subject
to income taxes imposed by the jurisdictions
in which those subsidiaries conduct business.
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Deferred taxes arise as a result of temporary
timing differences between book and tax
deductions related to compensation expense
for restricted share grants and unrealized
gains and losses which are not taxable until
realized. For the year ended December 31,
2008, a deferred tax valuation allowance has
been established in the amount of $308,000 as
it is more likely than not that the deferred tax
benefit related to current year temporary
timing differences will not be able to be
utilized in future periods.

At December 31, 2008 and 2007, the
Company had approximately $2,182,500 and
$2,748,500 of deferred tax assets related to
compensation expense for restricted share
grants. A valuation allowance of
approximately $2,156,500 and $1,715,500
has been established related to these deferred

tax assets at December 31, 2008 and 2007,
respectively. At December 31, 2008 and
2007, the Company had no pool of windfall
tax benefits.

The Company’s effective tax rate is driven
by the tax jurisdictions in which it conducts
business and to the extent the jurisdictions in
which it conducts activities change, the
effective tax rate will change accordingly.

The provision for income taxes detailed
below represents the Company’s estimate of
taxes on income applicable to all jurisdictions
and is calculated at rates equal to the statutory
income tax rate in each jurisdiction. For the
year ended December 31, 2008, a valuation
allowance has been established in the amount
of $1,742,000 related to current year net
operating losses that the Company believes
will not be able to be utilized.

The income tax provision/(benefit), for the years ended December 31, 2008, 2007 and 2006 is as

follows:
2008 2007 2006
Current taxes:
u.S.:
Federal $ (1971,403) $ 5,122,280 $ 3,460,837
State and local (1,625,523) 3,015,962 2,125,293
(3,596,926) 8,138,242 5,586,130
Other: (6,839) 23,311 (193,175)
(3,603,765) 8,161,553 5,392,955
Valuation allowance: 1,742,000 - -
(1,861,765) 8,161,553 5,392,955
Deferred taxes:
u.sS.:
Federal 2,118,500 249,500 360,000
State and local 1,048,000 100,500 277,500
3,166,500 350,000 637,500
Other: (400) - -
3,166,100 350,000 637,500
Valuation allowance: (2,464,500) (1,715,500) -
701,600 (1,365,500) 637,500
Net tax expense/(benefit) $ (1,160,165 3 6,796,053 $ 6,030,455
At December 31, 2008, WPS Europe had tax assets relating to these tax loss
approximately $21 million of unused tax loss carryforwards has  been  established.

carryforwards in the United Kingdom, which
may be used to offset future taxable income
in the United Kingdom. A valuation
allowance for 100% of the deferred income
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Realization of the net deferred tax assets is
dependent on generating sufficient taxable
income prior to their expiration. The
Company believes it is more likely than not
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that these income tax benefits will not be
realized.

The Company adopted FIN No. 48 on
January 1, 2007. This interpretation clarifies
the criteria that must be met prior to
recognition of the financial statement benefit,
in accordance with SFAS No. 109, of a
position taken in a tax return. As of adoption,
the Company had gross unrecognized tax
benefits of $4,900,000 and there was no
adjustment required to the January 1, 2007
beginning retained earnings. For the year
ended December 31, 2008, the Company had
gross unrecognized tax benefits of $4,900,000
which is included in accrued expenses and
other liabilities. The Company recognizes
accrued interest and penalties related to
unrecognized tax benefits in other operating
expenses. The total balance of gross
unrecognized tax benefits of $4,900,000, if

recognized, would affect the Company’s
effective income tax rate in future periods.

The Company and its subsidiaries are
predominantly subject to examination by the
U.S. Internal Revenue Service (“IRS”), New
York State and New York City. Currently, the
Company is undergoing a New York City
desk audit for the tax years ended December
31, 2003 and 2004 and one of the Company’s
U.S subsidiaries is undergoing an
examination by the IRS for the tax year ended
December 31, 2006. In 2007, the IRS
concluded an examination for the tax year
ended December 31, 2005 of one of the
Company’s U.S. subsidiaries. The earliest tax
year open for examination by the IRS, New
York State and New York City is 2002.

The Company does not presently expect
unrecognized tax benefits to change
significantly during the twelve months
subsequent to December 31, 2008.

Note 16: Pension Benefits

The Company sponsors both a defined
contribution profit-sharing plan (including a
401(k) feature) and a defined contribution
money-purchase plan in the U.S. The
Company also sponsors similar defined
contribution  retirement plans in  both
Bermuda and the United Kingdom. These
plans cover substantially all employees who

meet the minimum age, service and eligibility
requirements.

Total employer contributions amounted to
$1,255,775, $1,801,333 and $1,838,138 for
the years ended December 31, 2008, 2007
and 2006, respectively. Participants are
immediately vested in their account balances.

Note 17: Lease Commitments

The Company has several lease agreements
in various locations including Bermuda, New
York, London, Curagao and The Netherlands.
The lease agreements are for various periods
through December 31, 2021. The leases are
subject to escalation charges based on
increases in real estate taxes and maintenance
costs.
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Future minimum rental commitments under
non-cancellable operating leases in effect as
of December 31, 2008 were as follows:

2009... i $ 3,006,194
2010, i 2,502,736
2011 2,689,131
2012 2,634,654
2013 2,800,509
Thereafter (through 2021).... 11,832,036

$ 25,465,261
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Total rent expense for all operating leases
was $3,553,597, $3,083,056 and $3,155,645
for the years ended December 31, 2008, 2007
and 2006, respectively.

Included in the table above is an annual
amount of $180,000 and an aggregate 13-year

total commitment amount of $2,250,000
payable to Kirk Management Ltd., a 40%
unconsolidated affiliate of the Company,
which owns Trinity Hall, the Company’s
headquarters in Hamilton, Bermuda.

Note 18: Geographic Area Data

The Company’s primary business is the provision of investment advisory services to clients
located throughout the world, in primarily two geographic areas, as follows:

Fee Revenue 2008 2007 2006
U.S. $ 21,699,874 $ 48,196,778 $ 71,397,432
Non-U.S. 6,302,068 16,125,603 36,405,030
Total $ 28,001,942 $ 64,322,381 $ 107,802,462

Note 19: Fair Value Measurements

The Company accounts for certain financial
instruments at fair value and adopted the
provisions of SFAS No. 157, “Fair Value
Measurements” (“SFAS No. 1577) in the first
quarter of 2008. SFAS No. 157 defines fair
value, establishes a fair value hierarchy on the
quality of inputs used to measure fair value,
and enhances disclosure requirements for fair
value measurements. The fair value of a
financial instrument is the amount that would
be received to sell an asset or paid to transfer
a liability in an orderly transaction between
market participants at the measurement date.
The fair value of financial instruments is
determined using various techniques that
involve some level of estimation and
judgment, the degree of which is dependent
on the price transparency and the complexity
of the instruments.

In accordance with SFAS No. 157, the
Company categorized its financial
instruments measured at fair value into the
following three-level fair value hierarchy
based upon the level of judgment associated
with the inputs used to measure the fair value.
The hierarchy established under SFAS No.
157 gives the highest priority to unadjusted
quoted prices in active markets for identical
assets or liabilities (Level 1) and the lowest
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priority to unobservable inputs (Level 3). As
required by SFAS No. 157, the Company’s
investments are classified within the fair
value hierarchy based on the lowest level of
input that is significant to the fair value
measurement. The three levels of the fair
value hierarchy under SFAS No. 157, and its
applicability to the Company’s portfolio
investments, are described below:

Level 1 — Pricing inputs are quoted prices
available in active markets for identical
investments as of the reporting date. Level 1
assets and liabilities include debt and equity
securities and derivative contracts that are
traded in an active exchange market. As
required by SFAS No. 157, the Company
does not adjust the quoted price for these
investments, even in situations where the
Company holds a large position and a sale
could reasonably impact the quoted price.

Level 2 — Observable inputs other than
Level 1 prices, such as quoted prices for
similar assets or liabilities; quoted prices in
markets that are not active; or other inputs
that are observable or can be corroborated by
observable market data for substantially the
full term of the assets or liabilities. Level 2
assets and liabilities include debt securities
with quoted prices that are traded less
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frequently than exchange-traded instruments that are significant to the fair value of the
and derivative contracts whose value is assets or liabilities. Level 3 assets and
determined using a pricing model with inputs liabilities include financial instruments whose
that are observable in the market or can be value is determined using pricing models,
derived principally from or corroborated by discounted cash flow methodologies, or
observable market data. Level 2 includes similar techniques, as well as instruments for
investments valued at quoted prices adjusted which the determination of fair value requires
for legal or contractual restrictions specific to significant  management  judgment  or
these investments. estimation.

Level 3 — Unobservable inputs that are
supported by little or no market activity and

The following table presents the financial instruments carried at fair value as of December 31,
2008:

Level 1 Level 2 Level 3 Total
Trading Securities $2,691,108 - - $2,691,108
Auvailable for sale securities $ 24710 $ 63,857 - $ 88567
% of Total Assets 5.0% 0.1% - 5.1%
The fair value hierarchy also requires an prices in an active market or alternative
entity to maximize the use of observable pricing sources and models utilizing market
inputs and minimize the use of unobservable observable inputs.
inputs when measuring fair value. In The Company’s available for sale
accordance with SFAS No. 157, the investment is classified within Level 2 as the
Company’s cash equivalents, short-term valuation is based on quoted price for
investments, and marketable equity securities identical instruments in a non-active market.
are classified within Level 1 based on the fact The investment is in a fund which comprises
that cash equivalents and marketable marketable securities in international markets.

securities are valued using quoted market

Note 20: Subsequent Events

During the first quarter of 2009, 25,375 management from time to time at prevailing
restricted shares were forfeited by former prices in the open market, by block purchases
employees of the Company and commitments or in private transactions. Any repurchased
for future issuances of 12,500 common shares shares will either be cancelled or held in
were forfeited upon the employees’ treasury for general corporate purposes. In
separation from the Company. January 2009, the Company repurchased

In January 2009, the Board of Directors of 2,500 common shares in an open market
the Company authorized a share repurchase transaction for a total purchase price of

program of up to $1.5 million of repurchase $5,325.
cost to be made at the discretion of Company
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