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Common Shares

This is our initial public offering of common shares. We are offering 9,143,493 common shares and the selling
shareholders identified in this prospectus are offering 1,201,335 common shares. No public market currently exists for
our common shares. We will not receive any proceeds from the sale of the common shares offered by the selling
shareholders.

Our common shares have been approved for listing on the New York Stock Exchange under the symbol "PRS". We
currently estimate that the initial public offering price will be between $13.50 and $15.50 per share.

Investing in the shares involves risks. Risk Factors begin on page 9.

Per Share Total
Public offering price $ $
Underwriting discount $ $
Proceeds to Primus Guaranty, Ltd. (before expenses) $ $
Proceeds to selling shareholders (before expenses) $ $

The selling shareholders have granted the underwriters a 30-day option to purchase up to an aggregate of 1,551,724
additional common shares on the same terms and conditions as set forth above to cover over-allotments, if any.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of
these securities or passed upon the adequacy or accuracy of this prospectus. Any representation to the contrary is a

criminal offense.

Lehman Brothers, on behalf of the underwriters, expects to deliver the shares on or about , 2004.

LEHMAN BROTHERS MORGAN STANLEY

CREDIT SUISSE FIRST BOSTON

UBS INVESTMENT BANK
WILLIAM BLAIR & COMPANY
KEEFE, BRUYETTE & WOODS

, 2004
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Through and including , 2004 (the 25th day after the date of this prospectus), all dealers effecting

transactions in our common shares, whether or not participating in this offering, may be required to deliver a
prospectus. This is in addition to the dealers' obligations to deliver a prospectus when acting as underwriters
and with respect to their unsold allotment or subscriptions.

PROSPECTUS SUMMARY

This summary does not contain all of the information that you should consider before investing in our common shares.
You should read the entire prospectus carefully, including the "Risk Factors" section beginning on page 9 and our
consolidated financial statements and related notes to these financial statements beginning on page F-1 before making
an investment decision. Unless otherwise indicated or the context requires otherwise, references in this prospectus to
"we", "us" or "our" refer to the consolidated operations of Primus Guaranty, Ltd., or Primus Guaranty, and references
to a company name refer solely to such company. Unless otherwise indicated, all information in this prospectus (1)
reflects the automatic conversion upon consummation of this offering of all outstanding Series A convertible voting
preferred shares, or Series A preferred shares, into an aggregate of 29,980,691 common shares, (2) reflects a one for
eight reverse share split of our common shares to be effected immediately prior to the completion of this offering

(with fractional shares satisfied in cash) and (3) assumes no exercise of the underwriters' over-allotment option.
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Our Company
Overview

Our principal business is selling credit protection under which we assume the risk of default on investment grade
credit obligations. The protection we sell takes the form of a credit default swap, or credit swap. In exchange for a
fixed quarterly premium we agree, upon a default or other credit event (e.g., bankruptcy, moratorium or repudiation)
affecting a designated issuer, which we refer to as a Reference Entity, to pay our customer, which we refer to as a
counterparty, an agreed amount. We pay this agreed amount, which we call a notional amount, upon our
counterparty's delivery to us of the Reference Entity's debt obligation. Credit swaps are an efficient and standardized
mechanism to reduce credit risk exposure arising from the ownership of financial obligations such as bonds, loans and
receivables. See "Industry Overview—Overview of Credit Swaps" for additional information regarding credit swaps.
The primary purchasers of credit swaps are commercial and investment banks as well as credit portfolio managers,
insurance companies and other financial institutions.

Primus Financial Products, LLC, or Primus Financial, our principal subsidiary, has the highest counterparty credit
ratings offered by Standard & Poor's Rating Services (AAA), or S&P, and Moody's Investors Service, Inc. (Aaa), or
Moody's, and is managed by an experienced team of professionals who have expertise in credit analysis, trading, risk
management and market analysis. At June 30, 2004, we had relationships with 34 counterparties to which we were
prepared to sell credit protection. At June 30, 2004, Primus Financial had sold credit protection with respect to $8.7
billion (in notional amount) of referenced obligations representing 453 Reference Entities spread across 40 industries
and 22 countries. Our credit swap portfolio had a weighted average credit rating of A ("strong"; sixth of 21 categories)
by S&P and A3 ("good financial security"; seventh of 21 categories) by Moody's and had an average maturity of 2.8
years at June 30, 2004.

We were capitalized in March 2002 and sold our first credit swaps in June 2002.
Growth In The Credit Swap Market

The credit swap market has been transformed from a small, niche segment of the capital markets to a global market
that is rapidly growing with diverse product applications and a wide range of participants. The notional amount
referenced by outstanding credit swaps (excluding asset swaps) is estimated by the British Bankers Association, a
trade association in the banking and financial services industry, and the International Swaps and Derivatives
Association, Inc., or ISDA, to have grown from $180.0 billion at December 31, 1997, to $3.6 trillion at December 31,
2003. There are approximately 1,200 Reference Entities that have investment grade credit ratings by both S&P and
Moody's. We believe that the credit swap market will continue to grow as commercial and investment banks and other
credit portfolio managers more actively manage their credit and investment portfolios.

1

Competitive Strengths

We believe we are well-positioned to continue to compete effectively in the credit swap market. The following are our
competitive strengths:

Highest Available Counterparty Credit Ratings. Primus Financial has a AAA ("extremely strong") counterparty
credit rating from S&P and a Aaa ("exceptional") counterparty credit rating from Moody's, the highest of their
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respective twenty-one rating levels. These ratings are based on an analysis of the risks of Primus Financial's business
of selling credit swaps in relation to its capital.

Experienced Management Team with Strong Market Relationships. Our management team has extensive industry
experience with strong and long-standing market relationships with participants and counterparties in the credit swap
market.

Disciplined Underwriting and Risk Management. We underwrite credit risks using a rigorous credit analysis that
allows us to sell credit protection on Reference Entities that we believe offer attractive risk-adjusted returns.

Efficient and Scalable Operations. We believe that our scalable operations enable us to leverage our management's
expertise and provide opportunities to realize increased profitability as our business grows and matures.

Our competitive strengths are more fully discussed on pages 47 through 48.
Business Strategy
The major elements of our strategy are:

Continue to Expand our Credit Swap Business. We intend to leverage our competitive strengths to continue to build
a diversified credit risk portfolio and increase and efficiently utilize our capital resources to support our growth.

Maintain Primus Financial's AAA/Aaa Ratings. We believe that having the highest ratings from S&P and Moody's
gives Primus Financial the ability to attract large and growing amounts of business with a wide range of counterparties
and the ability to select Reference Entities along the full spectrum of investment grade credits.

Pursue Opportunities in Complementary Businesses. We intend to diversify our sources of revenue by expanding
into complementary businesses.

The proceeds from this offering will facilitate executing our business strategy by increasing our capital resources and
enabling us to expand our business, maintain our highest counterparty credit ratings and pursue opportunities in
complementary businesses. In particular, we will provide at least $60.0 million of proceeds received from this offering
to Primus Financial to enhance its capital and enable it to sell additional credit swaps.

Our business strategy is more fully discussed on page 48.
Risks Relating to Our Business and this Offering

As part of your evaluation of an investment in our common shares, you should take into account the various risks to
which our business is subject. We may incur significant losses on the credit protection we sell; the operating
guidelines we agreed upon with the rating agencies may change and may restrict our future growth; we have only a
limited operating history; and the continued perception of our creditworthiness is critical to rating agencies and our
counterparties. The credit swap industry, in which we are a very recent and comparatively small entrant, is highly
competitive and includes significantly more diversified and better capitalized participants. You should also be aware
that there are various risks specific to owning our common shares, including the continued voting control by our
existing shareholders, future potential sales by such shareholders of substantial amounts of our common shares,
potential share price volatility and the significant United States income tax consequences to holders of our common
shares. For more information about these and other risks, see "Risk Factors" beginning on page 9. You should
consider carefully these risks before making an investment in our common shares.

2
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Corporate Structure

We are a Bermuda company. Primus Financial is our principal subsidiary and a AAA/Aaa rated seller of credit swaps.
Primus Asset Management, Inc., or Primus Asset Management, another of our subsidiaries, manages Primus
Financial's credit swap business and intends to manage the credit swap portfolios of third parties. We also have a
Bermuda registered financial guaranty insurance company, Primus Re, Ltd., or Primus Re, that offers credit insurance
protection to companies that prefer insurance products to credit swaps. See "Business—Corporate Structure” for
additional information regarding our structure. We are currently owned primarily by XL Insurance (Bermuda) Ltd, a
subsidiary of XL Capital Ltd, Transamerica Life Insurance Company, an indirect wholly-owned subsidiary of
AEGON, N.V., a Netherlands based holding company, CalPERS/PCG Corporate Partners Fund, LL.C, Radian Group
Inc. and management. Executives of our institutional shareholders serve on our board of directors and these directors
provide us valuable assistance and expertise in conducting and expanding our business.

Our registered office is at Clarendon House, 2 Church Street, Hamilton HM 11, Bermuda and our telephone number is
441-296-0519. The offices of our principal operating subsidiary, Primus Financial, are located at 360 Madison
Avenue, 23rd Floor, New York, New York 10017 and its telephone number is 212-697-2227.

Recent Events

On July 23, 2004, Primus Financial issued $75.0 million of AAA/Aaa rated subordinated deferrable interest notes with
a 30-year maturity to increase its capital base in order to permit it to sell additional credit swaps. The initial interest
rate for the notes is 2.57%. This interest rate will remain in effect through July 25, 2005. Thereafter, the interest rate
will be reset every 28 days through a Dutch auction process.

Potential Conflicts

Some of our principal shareholders sell products and offer services that compete with ours. In addition, they may hire
us to provide credit risk advisory and asset management services. Our board of directors monitors transactions with
our principal shareholders and their affiliates to ensure that such transactions are conducted on an arm's-length basis.
Additionally, our directors customarily recuse themselves when transactions with our shareholders with whom they
are associated are discussed or approved by the board of directors. For more information concerning the potential
conflicts that may arise, please see the section "Business—Potential Conflicts With Certain Shareholders".

Notice to United States Investors—Tax Consequences of Owning Our Common Shares

We and our subsidiary, Primus (Barbados), Ltd., or Primus Barbados, are likely to be and remain passive foreign
investment companies, or PFICs, for United States federal income tax purposes. There are potentially adverse United
States federal income tax consequences of investing in a PFIC for a shareholder who is a United States taxpayer.
These consequences include the following:

* if a shareholder makes a qualified electing fund election, or QEF election, with respect to
Primus Guaranty and Primus Barbados, the shareholder will have to include annually in his or
her taxable income an amount reflecting an allocable share of the income of Primus Guaranty or
Primus Barbados, regardless of whether dividends are paid by Primus Guaranty to the
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shareholder;

* if a shareholder makes a mark-to-market election with respect to Primus Guaranty, the
shareholder will have to include annually in his or her taxable income an amount reflecting any
year-end increases in the price of our common shares, regardless of whether dividends are paid
by Primus Guaranty to the shareholder; it is unclear how such an election would affect the
shareholder with respect to Primus Barbados; and

« if a shareholder does not make a QEF election or a mark-to-market election, he or she may
incur significant additional United States federal income taxes with respect to dividends on, or
gain from, the sale or other disposition of, our common shares, or with respect to dividends
from Primus Barbados to us, or with respect to our gain on any sale or other disposition of
Primus Barbados shares.
Please review carefully "Risk Factors—Risks Related to Taxation" and "Tax Considerations—Taxation of
Shareholders—United States Holders—Passive Foreign Investment Companies".

Prospective investors are urged to consult their own tax advisors concerning their particular circumstances
and the United States federal, state, local and non-United States tax consequences to them of owning and
disposing of our common shares. In particular, prospective United States holders of our common shares are
urged to consult with their tax advisors as to the tax consequences of holding shares of PFICs directly and
indirectly (in the case of Primus Barbados) and the possible advisability of electing to have each of Primus
Guaranty and Primus Barbados treated as a ''qualified electing fund", or QEF, or of making a
mark-to-market election with respect to Primus Guaranty.

You should rely only on the information contained in this prospectus. We have not, and the underwriters have not,
authorized any other person to provide you with different information. If anyone provides you with different or
insufficient information, you should not rely on it. We are not, and the underwriters are not, making an offer to sell
these securities in any jurisdiction where an offer or sale is not permitted. You should assume that the information
appearing in this prospectus is accurate as of the date on the front cover of this prospectus only. Our business,
financial condition, results of operations and prospects may have changed since that date.

4

The Offering

Common shares offered by Primus 9,143,493 shares
Guaranty

Common shares offered by selling 1,201,335 shares
shareholders

Common shares to be outstanding after 42,787,843 shares

this offering
Use of proceeds
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We intend to use a portion of the net proceeds from this

offering to provide at least $60.0 million in additional

capital to Primus Financial to expand its capacity to enter

into credit swaps and to use the remainder as working

capital and for general corporate purposes, including

expanding our credit swap business and pursuing

opportunities in complementary businesses. We will not

receive any of the proceeds from the sale of common

shares by the selling shareholders.
Dividend policy We do not intend to pay dividends on our common shares

for the foreseeable future. We plan to retain our earnings

for use in the operation of our business and to fund future

growth.
New York Stock Exchange symbol "PRS"
Except as otherwise indicated, the number of common shares stated to be outstanding after this offering gives effect to
the common shares being sold by us in this offering, a one for eight reverse share split that we intend to effect
immediately prior to the completion of this offering (with fractional shares satisfied in cash), the automatic conversion
of all outstanding shares of our Series A preferred shares into an aggregate of 29,980,691 common shares upon
completion of this offering and the proposed issuance by us of an aggregate of 9,372 common shares to our
non-employee directors upon completion of this offering. Such number of common shares excludes:

* 519,375 common shares issuable upon exercise of options outstanding as of September 23,

2004, under our 2002 stock incentive plan, with a weighted average exercise price of $8.65 per

share;

* 1,414,746 common shares issuable upon exercise of warrants outstanding as of September 23,

2004, with an exercise price of $5.18 per share and an expiration date of March 14, 2007,

* 715,348 common shares issuable upon exercise of restricted share units outstanding as of

September 23, 2004; and

* 5,134,353 additional common shares reserved for issuance under our employee incentive plan.
You should read the discussion under "Management—Share Option and Other Benefit Plans" for additional information
about our employee option plans.

There has been no public market for our common shares prior to this offering. We and the underwriters will negotiate
the initial public offering price at which our common shares will be sold in this offering. Factors that we and the
underwriters will consider include: prevailing conditions in the securities markets at the time of this offering; the
history of and prospects for our industry; an assessment of our management; our present operations; our historical
results of operations; the trend

5

of our revenues and earnings; our earnings prospects; recent market prices of, and the demand for, publicly traded
common stock of generally comparable companies; and any other relevant factors.

We cannot be sure that the initial public offering price will correspond to the price at which the common shares will
trade in the public market following this offering or that an active trading market for the common shares will develop
and continue after this offering.
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Summary Historical Financial Data

The following tables summarize our historical financial and operating data as of the dates or for the periods indicated.
We derived the summary for each of the three years ended December 31, 2003, 2002 and 2001 from our consolidated
financial statements, which have been prepared in accordance with United States generally accepted accounting
principles, or United States GAAP, and audited by Ernst & Young LLP. The statement of operations data for the six
months ended June 30, 2004 and 2003, and the balance sheet data as of June 30, 2004, are derived from, and are
qualified by reference to, our unaudited consolidated financial statements included elsewhere in this prospectus. The
unaudited consolidated financial statements include all adjustments, consisting only of normal recurring adjustments,
that we consider necessary for the fair presentation of our financial position and results of operations for these periods.
The results of operations for prior accounting periods are not necessarily indicative of the results to be expected for
any future accounting periods. Until March 2002, we were in a development stage. We were capitalized on March 14,
2002 and began to sell credit swaps in June 2002. You should read this summary in conjunction with "Management's
Discussion and Analysis of Financial Condition and Results of Operations" and the financial statements and related
notes appearing elsewhere in this prospectus.

Six Months Ended Year Ended
June 30, December 31,
2004 2003 2003 2002 2001
($ in thousands, except per share data)
Consolidated Statement of
Operations:
Revenues:
Net credit swap revenue $ 2,835 $ 57,746 $ 103,326 $ 14,761  $ —
Interest income earned 1,368 1,308 2,617 1,610 2
Other income 236 54 107 12 —
Total revenues $ 4439 $ 59,108 $ 106,050 $ 16,383 $ 2
Expenses:
Employee compensation $ 7284 % 5,032 % 11,701  $ 8,156 $ 1,020
Other expenses 3,979 6,076 14,196 11,042 1,769
Total expenses $ 11,263 $ 11,108 § 25897 § 19,198 § 2,789
Distributions on preferred securities of
subsidiary $ (1,147) $ 832) $ (1,854) $ —3$ —
Income (loss) before benefit
(provision) for income taxes $ (7,971) $ 47,168 $ 78299 $ 2,815 $ (2,787)
Benefit (provision) for income tax (117) (105) 172 (254) —
Net income (loss) $ (8,088) $ 47,063 S 78471 % (3,069) $ (2,787)
Per Share Data:
Earnings (loss) per share:
Basic $ 2.41) $ 1871  $ 31.18  $ (1.22) % (1.12)
Diluted $ 241) $ 1.39 % 233 % (1.22) % (1.12)
Book value per share:
Basic(h $ 5840 $ 7024  $ 8263 $ 5195 % (2.28)

10
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Diluted® $ 6.04 $ 540 § 641 § 423 % (2.28)

Weighted average number of common
shares outstanding:

Basic 3,353 2,515 2,517 2,510 2,479
Diluted 3,353 33,843 33,737 2,510 2,479
7

As of June 30, 2004

Actual Pro Forma )

Balance Sheet Data:

Cash and cash equivalents $ 272,523 § 466,585
Short-term investments 3,441 3,441
Unrealized gain on credit swaps, at fair value 29,121 29,121
Other assets 14,948 15,886
Total assets $ 320,033 $ 515,033
Unrealized loss on credit swaps, at fair value $ 2,664 $ 2,664
Long-term debt obligations of subsidiary — 75,000
Total liabilities 7,875 82,875
Preferred securities of subsidiary 98,521 98,521
Shareholders' equity 213,637 333,637
Total liabilities, preferred securities of subsidiary and

shareholders' equity $ 320,033 $ 515,033

(1)Book value per share is based on total shareholders' equity divided by basic common shares outstanding.

(2)Diluted book value per share is based on total shareholders' equity plus the assumed exercise of all
dilutive options and warrants divided by diluted common shares outstanding.

(3)Gives effect to our sale of a total of 9,143,493 common shares in this offering at an assumed public
offering price of $14.50 per share, the midpoint of the range set forth on the cover of the prospectus,
reflects the pro forma effect of the conversion of all the Series A preferred shares into 29,980,691
common shares in connection with this offering, a one for eight reverse share split of our common shares
to be effected immediately prior to the completion of this offering (with fractional shares being satisfied
in cash) and Primus Financial's issuance of $75.0 million of AAA/Aaa rated subordinated deferrable
interest notes less capitalized debt issuance cost of $937,500.

RISK FACTORS

Your investment in our common shares will involve some risks. You should carefully consider the following

discussion of these risks, together with the other information contained in this prospectus, before deciding whether an

investment in our common shares is suitable for you.

11
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The risks and uncertainties described in this prospectus are not the only risks we face. However, these are the risks our
management believes are material. Additional risks not presently known to us or that we currently deem immaterial
may also impair our business or results of operations. Any of the risks described below could have a significant or
material adverse effect on our results of operations or financial condition, and a corresponding decline in the market
price of our common shares.

Risks Related to our Business

The failure to manage effectively the risk of credit losses could have a material adverse effect on our financial
condition, results of operations and credit ratings.

We cannot assure you that any of the loss mitigation methods we use in managing our credit swap portfolio will be
effective. If, for example, multiple credit defaults or other credit events that exceed our expectations occur within a
short time period, the payments we would be required to make under the related credit swaps could materially and
adversely affect our financial condition, results of operations and credit ratings. Many of Primus Financial's credit
swaps are new and the underlying Reference Entities may not have had time to exhibit problems. Moreover, even
though we may identify a heightened risk of default with respect to a particular Reference Entity, our ability to limit
our losses, such as through hedging or terminating the credit swap, before a default or other credit event actually
occurs could be limited by inadequate liquidity in the credit swap market. We also intend to enter into new businesses,
including selling credit swaps referencing obligations of Reference Entities that are below investment grade, which
may not have the same or similar loss limitation methods. We have not initially sold credit swaps on Reference
Entities that are below investment grade. There can be no assurance that we will be able to manage higher risks of
credit losses effectively or that any of our existing loss mitigation methods will be effective in any of these new
businesses.

Primus Financial's operating guidelines and S&P's and Moody's capital requirements are subject to change and may
limit our growth. Additionally, a decline in our current counterparty credit ratings from S&P and Moody's would
likely have a material adverse impact on our business and cause our revenues and earnings to decrease.

In order to obtain and maintain its counterparty credit ratings, Primus Financial has adopted operating guidelines, the
terms of which have been agreed upon with S&P and Moody's. We cannot assure you that S&P and Moody's will not
require changes to Primus Financial's operating guidelines or that, if such changes are made, Primus Financial will be
able to comply with them. For example, if S&P and Moody's were to require Primus Financial to maintain additional
capital to retain its AAA/Aaa ratings, we cannot be certain that we could raise additional capital when needed.
Moreover, if Primus Financial suffers losses to such an extent that it is not in compliance with the capital criteria of its
operating guidelines and it is not able to cure the capital deficiency in a timely manner, its operating guidelines require
it to cease entering into new credit swaps (except for limited hedging transactions, as described in the operating
guidelines). If the foregoing occur, S&P and Moody's could reduce or withdraw their AAA/Aaa credit ratings of
Primus Financial which, in turn, would likely have a material adverse effect on our business and our financial
performance.

We are dependent on counterparties’ perception of our creditworthiness.
In establishing relationships, Primus Financial's counterparties generally analyze its financial condition prior to
entering into a credit swap, establish credit limits, and monitor the appropriateness of these limits on an ongoing basis

to limit the risk that it will be financially unable to make payments
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in accordance with the credit swap. Once a counterparty reaches its credit exposure limit to Primus Financial, the
counterparty may not enter into any additional transactions with Primus Financial until the counterparty credit limit is
increased. In the event these counterparty credit limits are not increased as Primus Financial's credit swap portfolio
expands or if limits are reduced, our financial performance would suffer. In addition, while there are buyers of credit
swaps, such as our existing counterparties, that do not require us to post collateral, there are some buyers, including
some of the leading participants in the credit swap market, that require even the highest rated counterparties from
which they purchase credit swaps to post collateral. As of June 30, 2004, none of our existing counterparties have
required us to post collateral. Under the operating guidelines agreed to with S&P and Moody's, Primus Financial
cannot enter into credit swaps with any counterparty that would require it to post collateral. If our existing
counterparties were to require us to post collateral, it may have a material adverse effect on us and our financial
condition and restrict our growth.

We depend on a limited number of key executives.

The loss of any of our key personnel, including Thomas Jasper, our chief executive officer, and other individuals
listed in the "Management" section of this prospectus, many of whom have long-standing relationships with our
counterparties, could have a material adverse effect on us. As our business develops and expands, we believe that our
success will depend greatly on our continued ability to attract and retain highly skilled and qualified personnel. We
cannot assure you that we will continue to be able to employ key personnel or that we will be able to attract and retain
qualified personnel in the future. We do not have "key person” life insurance to cover our executive officers. We have
employment contracts with all of our executive officers. See "Management—Employment Agreements". Failure to
retain or attract key personnel could have a material adverse effect on us.

We have a limited operating history, and our future performance is uncertain.

We and our subsidiaries are relatively new companies with a narrow business focus and limited operating histories. As
a result, there is limited historical financial and operating information available to help you evaluate our past
performance or to make a decision about an investment in our common shares. Companies in their initial stages of
development present substantial business and financial risks and may suffer significant losses. New companies must
successfully develop business relationships, establish operating procedures, hire staff, install management information
and other systems, establish facilities and obtain licenses, as well as take other steps necessary to conduct their
intended business activities. As a result of these risks, it is possible that we may not be successful in implementing our
business strategy or in completing the development of the infrastructure necessary to run our business. In addition,
because of our limited operating history, our historical financial results may not accurately predict our future
performance. Because of our narrow business focus, our financial results are more sensitive to changes and downturns
within our industry than companies with more diversified lines of business. For example, as a result of industry factors
or factors specific to us, we may have to alter our anticipated methods of conducting our business, such as the nature,
amount and types of risks we assume.

Our financial results depend on certain market conditions and growth in the credit swap market which are not within
our control.

Our financial results depend to a significant degree upon the premiums that we receive on credit swaps in our
portfolio. Historically, these premiums have been a function of credit spreads that change over time as a result of a
variety of factors which we do not control, including changes in the overall economy, supply and demand conditions
in the credit swap market and other factors affecting the corporate credit markets in general. If a low credit swap
premium environment develops and persists, we may not be able to achieve profitable growth, which may have a
material adverse effect on our financial condition and our results of operations. In addition, there can be no assurance
that the credit swap market will continue to grow as it has historically or at all or that it will not decline. Any such
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decline could have a material adverse effect on our business and financial condition and restrict our growth.

10

Variations in credit swap premiums could cause our earnings to be inconsistent and our share price to fluctuate
significantly.

Any event causing credit swap premiums to widen or tighten on an underlying Reference Entity in our portfolio will
affect the fair value of related credit swaps and may increase the volatility of our earnings and, in turn, our share price.
Common events that may cause our credit swap premiums to fluctuate include changes in national or regional
economic conditions, industry cyclicality, credit events within an industry, changes in a Reference Entity's operating
results, credit rating, cost of funds, management or any other factors leading investors to revise expectations about a
Reference Entity's ability to pay principal and interest on its debt obligations when due. Changes in fair value of our
credit swaps are recorded as unrealized gains or losses in our consolidated income statement. In 2003, a decline in
premium levels caused an increase in the fair value of our credit swap portfolio which resulted in net unrealized gain
of $46.7 million, or 44% of our consolidated revenues for the year ended December 31, 2003. Wide fluctuations in the
premium levels that we receive on credit swaps in our portfolio may have a material effect on our reported results of
operations. For example, for the six months ended June 30, 2004, increasing premium levels on credit swaps in our
portfolio caused a decrease in the fair value of our credit swap portfolio which contributed to a net unrealized loss of
$20.1 million.

We may require additional capital in the future which may not be available on favorable terms or at all.

If we require additional capital, we may need to raise additional funds through financings or curtail our growth and
reduce our assets. Any equity or debt financing, if available at all, may be on terms that are not favorable to us. In the
case of equity financings, dilution to our shareholders could result, and in any case such securities may have rights,
preferences and privileges that are senior to those of the common shares offered hereby. If we cannot obtain adequate
capital, our business, results of operations and financial condition could be adversely affected.

Certain of our existing shareholders control us and will continue to control us after this offering.

After the offering, our principal shareholders, directors and executive officers and entities affiliated with them will
own 75.4% of our outstanding common shares (including 1,600,574 shares issuable within 60 days of September 23,
2004 upon the exercise of warrants for cash, restricted share units and options). As a result, these existing shareholders
will continue, collectively, to be able to control the election of our directors, determine our corporate and management
policies and determine, without the consent of our other shareholders, the outcome of any corporate action submitted
to our shareholders for approval, including potential mergers, amalgamations or acquisitions, asset sales and other
significant corporate transactions. These existing shareholders will also have sufficient voting power to amend our
organizational documents. We cannot assure you that the interests of our existing shareholders will coincide with the
interests of other holders of our common shares. This concentration of ownership may also discourage, delay or
prevent a change in control of our company, which could deprive our shareholders of an opportunity to receive a
premium for their common shares as part of a sale of our company and might reduce our share price.

The commercial and investment activities of some of our existing shareholders may compete with our business.

Certain of our existing shareholders engage in commercial activities and enter into transactions or agreements with us
or in competition with us. Some of our existing shareholders or their affiliates may in the future sponsor other entities
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engaged in the credit swap business, some of which may compete with us. Certain of our existing shareholders and
their affiliates have also entered into agreements with and made investments in numerous companies that may
compete with us. Our existing shareholders may also pursue acquisition opportunities that may be complementary to
our business, and as a result, those acquisition opportunities may not be available to us. So long as our existing
shareholders continue to own a significant amount of our outstanding common shares, they will continue to be able to
influence strongly or effectively control our decisions.

11

We do not intend to pay cash dividends on our common shares for the foreseeable future.

We do not intend to pay cash dividends on our common shares for the foreseeable future. We intend to retain all
available funds for use in the operation and expansion of our business. Additionally, we are a holding company with
no operations or significant assets other than our ownership of all of our subsidiaries. There are certain restrictions on
Primus Financial contained in its operating guidelines which could affect the ability of Primus Guaranty to pay
dividends in future years. The payment of dividends and making of distributions by each of Primus Guaranty and
Primus Re is limited under Bermuda law and regulations. Any determination to pay cash dividends will be at the
discretion of our board of directors and will be dependent upon our results of operations and cash flows, our financial
position and capital requirements, general business conditions, legal, tax, regulatory and any contractual restrictions
on the payment of dividends and any other factors our board of directors deems relevant. See "Tax Considerations" for
other consequences of owning our common shares.

We may not be able to continue to compete in the credit swap market.

The credit swap market is highly competitive. We face competition from providers of similar products, including
certain insurance companies and affiliates of our shareholders, and, to a limited extent, the credit swap dealers of
commercial and investment banks. Many of these competitors are more established, have substantially greater
financial resources than we do and have established ongoing relationships with market participants giving them ready
access to the credit swap marketplace. In addition, while there are significant business obstacles to overcome in
establishing a similar enterprise to ours, there are no regulatory impediments for any new entrants to the credit swap
market. To the extent new participants enter the credit swap market, competition may intensify. While we believe we
have a number of competitive advantages over new entrants, there can be no assurance that increased competition will
not materially adversely affect our business and financial condition.

We cannot assure you that we will not incur losses as we begin selling credit swap protection on tranches of pools of
obligations of Reference Entities and selling credit swaps for non-investment grade obligations. We also cannot assure
you that we will not incur losses as we continue to purchase credit protection.

We cannot assure you that we will not incur losses when we begin selling credit swap protection on tranches of pools
of obligations of Reference Entities. Additionally, we may enter into the credit swap market for non-investment grade
obligations where the risk of credit losses is typically higher than in our existing business. If we do not accurately
analyze the Reference Entity credit risks and assess the risks and leverage associated with selling credit protection for
tranches of these pools, then we may suffer unexpected losses, which could adversely affect our results of operations
and our credit ratings.

We have recently started on a limited basis to purchase credit swap protection to take advantage of short-term market
fluctuations. The notional amount outstanding on credit swaps we purchased as short-term investments was $217.1
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million at June 30, 2004. This is a different activity from our normal course investing activity and is highly dependent
on the absolute level of credit swap premiums, premium volatility and credit selection. We have a limited track record
in purchasing protection and our performance to date has only added marginally to our net income. We cannot predict
that opportunities will exist for us to buy protection nor can we assure you that we will not incur losses from this
activity.

There can be no assurance that our diversification strategy will be effective or profitable.

We may experience delays, regulatory impediments and other complications in implementing our diversification
strategy that could reduce our profitability and ultimately cause the strategy to fail. This may include obtaining rating
agency approvals and required licenses and registrations, adapting our technology platform, hiring personnel and

raising capital. We plan to diversify through the
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development and marketing of ancillary businesses, such as asset management for third parties and, in select
instances, by acquisition. Each new business line requires the investment of additional capital and the significant
involvement of our senior management to acquire or develop a new line of business and integrate it with our
operations.

We may have difficulty executing our growth strategy and managing our growth effectively.

Continuing to grow our business will require increased investment in personnel and the assumption of risks that may
be greater than we have previously assumed. Unless our growth results in an increase in our revenues that is
proportionate to the increase in our costs associated with this growth, our gross margin, and our future profitability,
will be adversely affected.

We may be adversely affected by foreign currency fluctuations.

We enter into credit swaps under which we are obligated to pay losses in currencies other than United States dollars.
We may, from time to time, experience losses from fluctuations in the values of non-United States currencies, which
could significantly affect our results of operations. Credit swap premiums on Euro-denominated credit swaps are paid
to us in Euros and we do not convert such premiums into United States dollars. However, all of our capital is United
States dollar-denominated. We cannot assure you that the credit swap premiums retained will be sufficient to cover
Euro-denominated losses and that we will not incur significant conversion costs in order to cover such losses.

Our operations may become subject to increased regulation under federal and state law or existing regulations may
change, which may result in administrative burdens, increased costs or other adverse consequences for us.

There can be no assurance that new legal or administrative interpretations or regulations under the United States
commodities and securities laws, or other applicable legislation on the federal or state levels, or in Bermuda or other
applicable jurisdictions, will not result in administrative burdens, increased costs, or other adverse consequences for
us. Periodically, proposals have been made in Congress to enact legislation that would increase regulation of the credit
swap market. We cannot predict what restrictions any such legislation, if adopted, would impose and the effect those
restrictions would have on our business. In addition, federal statutes allocate responsibility for insurance regulation to
the states and state insurance regulators may interpret their state insurance laws to include credit swaps as insurance
contracts subject to regulation. Again, we cannot predict what effect any such regulation would have on our business.
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Credit swap buyers typically use credit swaps to manage risk and regulatory capital requirements that limit their credit
exposure to a Reference Entity. Regulatory changes that modify the permissible limits of credit risk exposure, or
affect the use of credit swaps to reduce risk, may have a material adverse effect on our business.

In addition, we believe that we are not required to be registered as an "investment company" under the Investment
Company Act of 1940. If we are required to so register as an investment company, we would have to comply with a
variety of restrictions, including limitations on our capital structure, restrictions on our investments, prohibitions on
transactions with affiliates and compliance requirements that could limit our growth and increase our costs. There is
no assurance that we could function effectively if we are required to register as an investment company.

Risks Related to Taxation

Our status as a PFIC may result in significant additional tax costs for shareholders who are
United States taxpayers.

Primus Guaranty and Primus Barbados are likely to be and remain PFICs for United States federal income tax
purposes. There are potentially adverse United States federal income tax

13

consequences of investing in a PFIC for a shareholder who is a United States taxpayer. These consequences include
the following: (1) if a shareholder makes a QEF election with respect to Primus Guaranty and Primus Barbados, the
shareholder will have to include annually in his or her taxable income an amount reflecting an allocable share of the
income of Primus Guaranty or Primus Barbados, regardless of whether dividends are paid by Primus Guaranty to the
shareholder, (2) if a shareholder makes a mark-to-market election with respect to Primus Guaranty, the shareholder
will have to include annually in his or her taxable income an amount reflecting any year-end increases in the price of
our common shares, regardless of whether dividends are paid by Primus Guaranty to the shareholder (moreover, it is
unclear how such an election would affect the shareholder with respect to Primus Barbados), and (3) if a shareholder
does not make a QEF election or a mark-to-market election, he or she may incur significant additional United States
federal income taxes with respect to dividends on, or gain from, the sale or other disposition of, our common shares,
or with respect to dividends from Primus Barbados to us, or with respect to our gain on any sale or other disposition of
Primus Barbados shares. See "Tax Considerations—Taxation of Shareholders—United States Holders—Passive Foreign
Investment Companies."

If we are found to be engaged in a United States business, we may be liable for significant
United States taxes.

We believe that Primus Guaranty and Primus Barbados, both directly and through Primus Barbados' indirect
ownership interest in Primus Financial (which for United States federal income tax purposes is treated as a partnership
interest), will operate their businesses in a manner that should not result in their being treated as engaged in a trade or
business within the United States. In particular, we believe that the sales of credit swaps by Primus Financial are best
treated as transactions of an investor or trader and thus should not be treated as the conduct of a United States trade or
business. Consequently, we do not expect to pay United States corporate income or branch profits tax on Primus
Financial's income. However, because the determination of whether a foreign corporation is engaged in a trade or
business in the United States is inherently factual and there are no definitive standards for making such a
determination, there can be no assurance that the United States Internal Revenue Service, or IRS, will not contend
successfully that Primus Guaranty, Primus Barbados or Primus Financial are engaged in a trade or business in the
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United States. The maximum combined rate of United States corporate federal, state and local income tax that could
apply to Primus Financial or Primus Barbados, were they found to be engaged in a United States business in New
York City and subject to income tax, is approximately 46%. This combined income tax rate does not include United
States branch profits tax that would be imposed on Primus Barbados were Primus Financial found to be engaged in a
United States business and deemed to be making distributions to Primus Barbados. The branch profits tax, were it to
apply, would apply at the rate of 30% on amounts deemed distributed, unless Primus Barbados then qualified for the
benefits of the Barbados tax treaty with the United States, which would reduce the rate to 5%. The United States and
Barbados recently executed a Second Protocol to amend the treaty, which is subject to ratification before becoming
effective. If the Second Protocol becomes effective, Primus Barbados would not qualify for the treaty benefits
discussed above and, if then subject to the branch profits tax as a result of being found to be engaged in a trade or
business in the United States and deemed to have received distributions from Primus Financial, would be subject to
the branch profits tax at a rate of 30%. See "Tax Considerations—Taxation of Primus Guaranty and its
Subsidiaries—United States Taxation—Primus Guaranty, Primus Barbados and Primus Financial."

If the IRS successfully challenges the treatment Primus Financial has adopted for its credit swap transactions, the
timing and character of taxable income recognized by Primus Financial could be adversely affected.

Consistent with its treatment of the credit swaps sold by Primus Financial as the sale of options for United States
federal income tax purposes, we have determined that in general Primus Financial will recognize income or loss as a
protection seller only upon default or termination of the credit swaps. There is no definitive authority in support of the
treatment by Primus Financial of its credit
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swaps as options for United States federal income tax purposes, and we do not intend to seek a ruling from the IRS on
this point. In addition, the IRS has been studying the treatment of derivative transactions generally, including credit
swaps, and has recently issued a notice requesting submissions from taxpayers regarding the manner in which they
conduct their credit swap activities and indicating that the United States Department of the Treasury and the IRS are
contemplating issuing specific guidance in this area. No assurance can be given as to whether or when such guidance
may be issued, whether it would be applied retroactively or whether it will be adverse to Primus Financial. Certain
proposals under discussion could be inconsistent with the tax treatment adopted by Primus Financial. If the IRS were
to assert successfully that the credit swaps sold by Primus Financial should be treated differently or these proposals
were adopted, (1) the timing of the income recognized by Primus Financial could be accelerated, (2) the character of
this income could be altered and (3) Primus Barbados, as a non-United States person, could be subject to United States
income or withholding tax at the rate of 30%. In addition, were these changes in character to apply and were Primus
Barbados (through its investment in Primus Financial) found to be engaged in a United States trade or business,
Primus Barbados's recognition of taxable income would be accelerated. See "Tax Considerations—Taxation of Primus
Guaranty and its Subsidiaries—United States Taxation—Primus Guaranty, Primus Barbados and Primus Financial."

Prospective investors are urged to consult their own tax advisors concerning their particular circumstances and the
United States federal, state, local and non-United States tax consequences to them of owning and disposing of our
common shares.

Risks Related to Our Status as a Bermuda Company

All references in this section to Primus Guaranty do not include its combined operations.
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