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The ACE Group is a global leader in
insurance and reinsurance serving a diverse
group of clients. Headed by ACE Limited,
the ACE Group conducts its business
on a worldwide basis with operating
subsidiaries in more than 50 countries.

Insuring Progress

We take on the responsibility of risk so
our clients can take on the responsibility
of making things happen. We call this
insuring progress.
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FINANCIAL SUMMARY

L. __________________________ _______________________________________________ ]
(in millions of U.S. dollars Years Ended Percentage

e

except per share data and ratios) December 31, 2008 December 31, 2007 Change
Gross premiums written $19,242 $17,740 8%
Net premiums written 13,080 11,979 9%
Net premiums earned 13,203 12,297 7%
Income excluding net realized gains (losses)! 2,591 2,712 -4%
Net income - 1,197 2,578 -54%
Diluted earnings per share - 3.53 7.66 -54%
Diluted earnings per share

excluding net realized gains (losses)! 7.72 8.07 -4%
Combined ratio? 89.6% 87.9% NM
Total assets 72,05’_, 72,090 0%
Shareholders’ equity?® 14,446 16,120 -10%
Book value per share 43.30 48.89 -11%
Return on equity* 16.8‘%“” 17.9% NM
Five-Year Financial Performance

Compound annual growth rates and averages, 2003-2008

Income excluding net realized gains (losses)? - 15.7%
Shareholders’ equity? 11.8%
Book value per share o 8.0%
Average return on equity* 14.6%
Average combined ratio? o 92.2%

@ Income excluding net realized gains (losses) and the related income tax is a non-GAAP measure. We have chosen to make this
disclosure because it enhances the understanding of our results from operations as distinct from the fluctuations in the market
value of invested assets. The latter is influenced by external economic factors such as changes in interest rates or in equity

prices and by internal factors such as the timing recognition of realized gains or losses.

@ The combined ratio is the sum of the loss and loss expense ratio, policy acquisition cost ratio, and administrative expense ratio.
3 Shareholders' equity excludes $575 miltion in preferred shares that were redeemed on June 13, 2008.
@ Calculated using income excluding net realized gains (losses).

NM ~ not meaningful



TO OUR SHAREHOLDERS

2008 ushered in the most difficult economic and financial
period globally since at least the Second World War. In that
context, ACE performed well —a direct consequence of
what we believe is a conservative approach to managing
our company. While we recorded excellent operating
results, both net income and book value suffered from

the impact of extraordinary financial market stress. Still,
we finished in the top quartile among our industry peers,
preserved our capital flexibility, and our share price, down
14% compared to the S&P 500's decline of more than
38%, reflected continued shareholder confidence.

ACE is in the business of taking the risk of others. We are
predominantly a global commercial property and casualty
insurance company, with half of our operations outside the
United States. We have a large and growing accident and
health business and a nascent and growing life insurance
business. Our two primary sources of operating income are
from our basic business of taking risk and from investing our
reserves and capital. After-tax income excluding net realized
gains and losses for the year was $2.6 billion, with strong
contributions from both underwriting and investments. Our
combined ratio was 89.6% while investment income of
$2.1 billion pre-tax represented an increase of 8% over prior
year. The company’s liquidity remained strong with operating
cash flow of $4.1 billion. These results stand out in the
propérty and casualty industry and demonstrate consistent
performance even in the most challenging of times.

We are not immune to the market, however. The extreme
conditions in the credit and equity markets led to significant
financial asset deflation and seizing of the credit markets

in 2008. This contributed to economic recession in most
developed economies around the world and relatively slow
growth in developing markets, all of which in turn fed further
weakness in financial markets —a so-called feedback loop.
Even the soundest of assets were victims of extraordinary
and indiscriminate price declines that occurred in the third
and fourth quarters and continue today as a result of further
de-levering and investor flight to safety. Our $39.7 billion
investment portfolio included realized and unrealized losses
of $3.3 billion after-tax, and this impacted both net income
and book value.

Net income was $1.2 billion, off 54% from prior year.
Other-than-temporary impairment losses from our
investments totaled $1.1 billion pre-tax, with about
two-thirds related to interest rate spreads and not true
credit impairments. In my judgment, many of the valuation
losses, particularly fixed income-related, are transient and
will reverse themselves in the future as the vast majority of
these investments were and remain fundamentally sound
and appropriate. Approximately 89% of our portfolio is

in investment-grade fixed income securities. We strive to
follow a conservative approach on the asset side of the
balance sheet since, by the nature of our business, we
take substantial risk on the liability side. At the end of the
day, we believe our strong liquidity gives us the flexibility

to trade or hold our highly rated fixed income investments
until they recover their value.

The investment valuation and impairment losses more than
offset our strong operating results and book value declined

approximately 10% in the year. To put this in perspective,

however, even with the year’s decline, our book value has

grown at a compound annual growth rate of 12% the last

five years.

The impact and appropriateness of fair value accounting

Accounting is meant to record economic reality. But in my
judgment, using current market prices on a given day for
all assets with an observable market, regardless of whether
the business is long- or short-term oriented, and then
indiscriminately taking the results through the income
statement and balance sheet, is not a thoughtful approach.
Providing this information to investors for their consideration
makes sense. The accounting boards, however, say investors
want these results presented in financial statements, and our
experience suggests otherwise: ACE investors prefer operating
earnings per share, a non-GAAP measure, to assess our
performance. They have concluded that net income, using
mark-to-market pricing as currently constructed, is not the
most accurate reflection of our economic health.

In addition to our invested assets, another area of the
company that was significantly affected by fair value
accounting last year was our variable annuity reinsurance
business, which recorded a realized loss of $486 million
that represented a substantial hit to book value. The
guaranteed minimum income benefit liabilities that we
reinsure meet the definition of a long-term, buy-and-hold



business — payouts don’t begin until 2013 and continue for
many years thereafter. But under fairly arcane and inflexible
accounting rules, we must treat the liabilities like a derivative
rather than insurance, marking them using year-end long-
term Treasury rates, which were at historic lows and not
representative of realistic, long-term rates. In contrast,

if we had accounted for the liabilities using life insurance
accounting, most of the net loss would disappear. While
our variable reinsurance business is a catastrophe-like
business, and we certainly experienced legitimate losses
as a result of market conditions, fair value accounting in
my judgment unreasonably exaggerated our loss and the
true economic reality.

“At a time when liquidity and capital are
paramount considerations for risk managers
and brokers in choosing their insurance

company partners, ACE's financial profile
is noteworthy. Our balance sheet is truly
a source of strength.”

Returning to our financial results last year, ACE’s solid core
operating performance reflects the company’s objective to
earn a profit in our basic business of insurance underwriting
at the expense of chasing premium and market share.

Our P&C underwriting performance was that much more
impressive when one considers 2008 was likely the second
costliest year in insurance history for natural catastrophes,
with approximately $50 billion in total insured losses

for the industry. Our results included $495 million in
pre-tax losses incurred from Hurricanes lke and Gustav.
These were within our expectations of loss given our
concentrations of exposure.

Capital destruction and the end of the soft market

When judging how insurers performed during this stressful
period, one standard must be how a company efficiently
deployed and protected its capital. Capital is a measure

of a company's wherewithal to take risk, and so capital
preservation is the ultimate goal of risk management and
the return on that capital speaks to efficiency. ACE's return
on equity in 2008 was 16.8% —a good result.

The most important item on the liability side of an insurer’s
balance sheet is net loss reserves, and ours grew 2% during
the year or 6% adjusting for the effects of foreign exchange
movement. Our net loss reserves, which stood at $23
billion at year-end, back
our promise to pay claims,
and that is the business
we are in. In addition, our
A+ ratings were reaffirmed
in the face of many down-
grades across the industry.
At a time when liquidity
and capital are paramount
considerations for risk
managers and brokers in
choosing their insurance
company partners,

ACE's financial profile is
noteworthy. Our balance
sheet is truly a source

of strength.

Total industry capital was severely impacted last year.
While likely adequate, the U.S. insurance industry has lost
somewhere in the range of $75 billion to $100 billion in
capital due to realized and unrealized investment losses,
natural catastrophes and soft underwriting conditions.
Capital supply was further eroded by the withdrawal of
hedge fund capital as a consequence of problems in their
basic businesses, while industry capital efficiency has
been further weakened because a number of major
companies have been damaged and cannot use their
capital to assume the same level of risk as they have in
the past. Finally, the cost of capital for all businesses has
increased significantly due to conditions in the equity and
debt markets. Therefore, hurdle rates of return have risen.



With capital depleted, cost of capital soaring and balance
sheets and underwriting results under pressure, it is only
natural that insurance prices should firm. Since September,
for the areas of the market where ACE operates, we have
observed signs of firming prices. Broadly speaking, rates
for the business we are writing have gone from single-

and double-digit decreases in August to flat and in some
classes single- or double-digit increases by year-end. | believe
the market will continue to firm. Exactly what classes, when
and by how much remain open questions. At ACE, we
mandated in August generally a flat-to-increased pricing
rule across our organization with little room for exception.
With the industry facing a current accident year combined
ratio over 100% in 2008 and likely in 2009, as well as
single-digit ROEs, ACE’s underwriting position is in the
best interests of our clients, who expect us to maintain a
strong balance sheet, and our shareholders, who expect

a reasonable return on our capital.

A word of caution, however: firming rates will not
necessarily translate into increased revenues in recessionary
times such as these. Reduced business activity means less
exposure and therefore less premium. Under pressure to
control expenses, companies will be reluctant to spend
more for their insurance, and some clients may choose
instead to cut back on the amount of their coverage.

And in a recession, claims in many insurance lines tend

to increase. We are aware of these challenges and have
planned accordingly.

A reordering of the insurance industry

Given all of the preceding as context — the shock of the
financial markets crisis and global recession, the weakening
of certain insurers, the destruction and subsequent shortage
of capital and the initial signs of firming in the market —

it is clear that 2009 will be a year of great stress and
uncertainty. But it is also clear that the competitive order
of the insurance industry is in a state of change. We are
beginning to witness a reordering of companies’ market
positions unlike at any time in the recent history of our
industry. With our underwriting prowess, product and
geographic diversity, strong balance sheet and positive
operating results, ACE is well positioned to take advantage
of this dynamic operating environment. We are focused

on identifying opportunities that fit our strategy and long-term
view of who we want to be.

For example, more than ever, ACE’s international network
differentiates us competitively. With our own operations in
more than 50 countries, ACE offers a local presence and
cross-border product capability that very few companies
anywhere in the world can match. We continue to invest
in our network, adding new locations such as Panama

and Turkey, as well as the further build-out of our presence
in China through our strategic investment in the Huatai
Insurance Group.

We are by definition global and the re-domestication in
2008 of ACE Limited from the Cayman Islands to Zurich,
Switzerland, is further evidence of risk management at work,
carrying out our desire for a more appropriate location

for our place of incorporation. Business thrives in an
environment that is stable and predictable, and Switzerland
is such a location. We thank all of you, our shareholders,
for voting overwhelmingly in approval of that move. We
also welcome our newest Director, Olivier Steimer, who is
a Swiss national and from whom we look forward to many
years of wise counsel.

The diversity of our insurance business is another source
of strength and competitive advantage. While the industry’s
property and casualty insurance and reinsurance premiums
were down or flat throughout the year, ACE recorded
above-average overall premium growth of 9%, attributable
mostly to the consolidation of Combined Insurance into
ACE's reporting results and the continued momentum of
our international accident and health business, particularly
in Latin America and Asia Pacific. The Combined acquisition
is performing well, and we are on track with our expense
reduction plan, growth strategies and operating income
expectations. | remain impressed with Combined’s top-flight
management team.

We plan to take full advantage of opportunity by bringing
to bear our strong insurance and reinsurance operations
around the world. In 2008, our North American insurance
business made further inroads into the middle market, and
where rate was adequate, benefited from a flight to quality
by improving its position on accounts, moving into primary
lead or first excess position in classes such as excess
casualty, D&O, environmental and medical liability. Our
ACE International business within ACE Overseas General



experienced strong growth in international A&H lines and
is one of the few ubiquitous retail P&C companies in the
industry that can effectively serve both local insurance
markets as well as multinationals wherever they operate.
For example, in overseas markets, even with the
recessionary environment, we are seeing increased activity
in construction, infrastructure and energy lines. ACE Global
Markets, our London-based wholesale business which
shrank during the year due to underwriting conditions, is
poised to take advantage of firming insurance prices. ACE's
Global Reinsurance business recorded good January 2009
results — an important date for reinsurance business —and
is enjoying its first growth in a number of years. In the

“We are beginning to witness a reordering
of companies’ market positions unlike
at any time in the recent history of our

industry. We are focused on identifying
opportunities that fit our strategy and
long-term view of who we want to be.”

company'’s Life Insurance business, we continue to rapidly
build our insurance agency sales force in select markets
such as Asia, the Middle East and Latin America. In 2008
our investment in Huatai Life, now at 36%, converted to a
joint venture — the first time a domestic Chinese life insurer
has converted to a JV — and represents a clear vote of
confidence in ACE by Huatai shareholders, management
and the Chinese government.

The role of government ownership in private enterprise

The financial crisis has severely impaired a number of our
competitors whose ultimate fate is still unknown. What's
clear is that the role of government and regulation in the

financial services sector has changed and the influence

of government ownership in business, including insurance
companies, can potentially have unintended and negative
consequences, including an impact on management

or operating behavior. Without the natural checks and
balances of free enterprise, including the potential to fail,
government-owned entities competing in the private
marketplace do not operate with the same care and
attention to managing risk as private companies. They

do so with less regard to its consequences. After all, in
their minds, the government is backstopping their balance
sheet. This behavior is not good for our industry and
cannot sustain itself for very long. At the end of the day,
the taxpayer and the
private sector suffer.

Government ownership,
despite the best of
intentions, creates
additional potentially
negative consequences,
such as putting weaker
companies at a competitive
advantage by supporting
them with cheap capital
while the strong only have
access to more expensive
capital at market terms.
Once the government
becomes an investor, it's
only natural to support that
investment, which can lead to picking national champions
and protecting them. As troubling, the government might
through its support use the private sector to advance other
social or political objectives that do not have a place in

the private market. All of this can ultimately lead to the
dangerous spread of protectionism and isolationist policy
around the globe, particularly if the U.S., the paragon of
free markets, is seen as advancing government ownership
of business as part of a new industrial policy.

Congress is now beginning to debate regulation. There is

a view that we enjoyed a long period of unfettered free
markets and self-regulation, that self-regulation doesn’t
work and that we find ourselves in our current predicament
because government abdicated its role. But that revisionist
view is too naive and can lead to the wrong solutions,



such as simply more regulation. After all, we have had a
great deal of regulation — let's not forget Sarbanes-Oxley
following the Enron days. Unfortunately, the regulation we
have had has too often been misdirected in response to
the immediate problem of the day and failed to recognize
the broader issues. Let's also not forget government's role
in the current crisis — such as the cheap financing and
underwriting standards associated with Fannie Mae and
Freddie Mac that were designed to achieve a social policy
of home ownership for all.

The financial services industry recklessly pursued growth
and market share at the expense of risk management.
There was clearly a failure of regulatory oversight to

* counterbalance unreasonable levels of leverage,
concentrations of risk and unregulated derivatives markets.
We need to think about our regulatory structure —there are
too many regulators with too little power —and the proper
regulation that will address financial security, solvency
and sound business practices on a global basis. As part
of this debate, we should not leave out the P&C industry —
a national and global industry that is regulated on a state-
by-state basis. Fifty-state regulation is terribly inefficient
and cries out for modernization.

On a related point, while the insurance industry would
benefit from some regulatory reform, the basic insurance
business doesn’t need federal rescue funds. Treasury’s
rescue efforts (i.e., money) for financial services companies
should be directed at those that pose systemic risk to the
financial system resulting from counterparty exposures or
serve as a conduit to provide liquidity in the event of a major
crisis in the credit markets. This is the standard Treasury
announced and | doubt insurance companies meet it.

Risk management at ACE

Managing your own risk is the other side of the same coin
when you're in the business of assuming the risk of others.
In 2008, risk management served our company reasonably
well and is always a management priority. Enterprise risk
management at ACE is not simply a bureaucratic process
that management delegates to others. Rather, ERM sup-
ports the substance of our basic business of taking risk —
understanding concentrations, types of risks, the interac-
tions between those risks and the amount of and return

on capital required. Therefore, all levels of management
are engaged — starting with me.

We also don't have a placebo effect about risk management
at ACE. We don't delude ourselves into thinking that ERM
is a perfect science and that we can know everything there
is to know about our exposures with clairvoyance and
precision. We make mistakes. But humbly speaking, we
are pretty good risk managers, we know we can be better
and we are focused on continually improving. | might add
that we don't view this responsibility as a burden —we
enjoy what we do.

I am very grateful to so many people in our company —
our active and engaged board of directors, our deep and
seasoned senior management team, and our talented and
dedicated employees. Without all of their contributions and
commitment, ACE would not be the company it is today.

I also wish to thank Gary Stuart, who announced he is
not standing for reelection to the board after more than

20 years of service. Gary exemplified a duty of care and
loyalty during his tenure with ACE and we are grateful.

2009 will be a difficult year, but there is also tremendous
opportunity on the horizon, and | am confident we will take
advantage of that opportunity as it arises in our industry.
How, when and in what form it occurs | cannot predict
with precision. But we have the ability to respond more
quickly than others and our organization is ready. Ours is
a long-term business, requiring patience, discipline and an
enduring vision. The last year, if anything, has reminded
us of the transient nature of things. This was one of the
big lessons for all of us. At ACE, we aspire to permanence
and to building a company that thrives when others fail.
Easy to say, hard to do. We expect to be among the few
who succeed.

Sincerely,

S

Evan G. Greenberg
Chairman and Chief Executive Officer
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January 24:
President Bush and Congress agree on a $150 billion economic
stimulus plan to counter declining economic conditions.

February 17:
The U.K. nationalizes Northern Rock, which owed the Bank of
England £25 billion after a September 2007 run on the bank.

March 16:
The U.S. facilitates the distressed sale of Bear Stearns to
JPMorgan for $2 per share, later raised to $10.

April 1:
UBS announces it will write down $19 billion in subprime assets
in its U.S. operations.

May 12:

MBIA, the world’s fargest municipal bond msurer, reports $3.6
billion of unrealized losses on credit default swaps it insured.

Jfune 25:
Barclays announces a £4.5 billion share issue to hoost its capi
ratios, which are some of the lowest in Europe.

July 30:
The U.S. enacts the Housing and Economic Recovery Act
guaranteeing up to $300 billion in mortgages for subprime
borrowers if lenders write down loan balances. :

August 8:
The Royal Bank of Scotland announces a £691 million loss on
£5.9 billion of writedowns linked to subprime U.S. mortgages.

September 7:

The U.S. takes control of Fannie Mae and Freddie Mac.

September 15: ‘
Lehman Brothers files for bankruptcy. The U.S. brokers an agreement
for Bank of America fo acquire Merrill Lynch for $50 billion.

September 16:
The U.S. Federal Reserve lends AIG $85-billion, giving the U.S.
a 79.9% stake in the company.

September 21:
Goldman Sachs and Morgan Stanley give up mvestment bank”

status, becoming federally chartered bank holding companies.

October 3:
The U.S. enacts a bailout plan, allowing the Treasury to purchase
$700 billion in bad assets from banks.

Getober 8:

In a coordinated effort, central banks in the U.S., England, China,
Canada, Sweden, Switzerland and the European Central Bank cut
interest rates to aid the world economy.

November 9:
AlG receives a revised $150 billion government bailout plan.

November 24:
The U.S. agrees to rescue Citigroup, adding $20 billion to a
previous $25 billion infusion.

December 19:
The U.S. announces plans to lend General Motors and Chrysler
$17.4 billion to prevent their collapse.
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omplementing its market presence as

a commercial property and casualty
insurer, ACE has steadily grown its franchise
as a provider of personal accident and
supplemental health insurance, particularly in
developing markets where growing numbers
of people now have assets to protect.

In 2008, ACE nearly doubled its presence

in the global A&H business by acquiring
Combined Insurance, a storied underwriter
and distributor of specialty individual accident
and supplemental health insurance products.
Founded in 1919 and headquartered in
Glenview, lllinois, Combined Insurance serves
more than 4 million middle-income consumers
and small businesses in North America,
Europe, Asia Pacific and Latin America.

Combined Insurance has a captive sales
force of nearly 6,500 agents, providing

ACE a unique, time-tested face-to-face
distribution capability that complements

its existing direct response and broker
channels. ACE is now exporting Combined
Insurance’s distribution system to developing
markets in Latin America, Asia Pacific and
Eastern Europe, where ACE already has an
established presence.

“Leveraging the existing licenses, capital and
operational support that ACE has developed
in many countries creates an exciting
opportunity to speed up our expansion
internationally,” explains Doug Wendt,
President and CEO of Combined Insurance.
“With our focus on selling to customer
needs, we will also be able to further
penetrate the U.S. market - targeting 30 new
territories as well as the growing Hispanic
segment —~ and our mature markets in the
U.K., lreland, Germany, Canada, Australia
and New Zealand.”

Expanding our global A&H business
through Combined Insurance

Policyholder Michelle Walter, left,
discusses coverage options in her
Allentown, Pennsylvania-area home
with her Combined Insurance agent,
Christy Meyers.



nsurers' risk management practices were Managing risk across the enterprise

put to the test in 2008, and ACE’s performed and the balance sheet, the ACE way
well in withstanding the stress of financial

market conditions and natural catastrophes.
ACE preserved its financial strength ratings
and was among only 15% of insurers rated
“strong” for enterprise risk management by
Standard & Poor’s.

ACE takes risk management seriously and
seeks to continually improve the process.
To that end, Chief Actuary Sean Ringsted was
also named Chief Risk Officer, formalizing
oversight of the function. Ringsted chairs
ACE'’s Enterprise Risk Management Board,
where senior business leaders survey and
govern risk across ACE’s global operations.
“A year like 2008 reinforced just how
critical it is to protect both sides of the
balance sheet,” notes Ringsted. “Our risk
management approach has played an
important role in protecting ACE's balance
sheet, and we will continue to adapt it as
new challenges emerge.”

Chief Investment Officer Tim Boroughs is
the keeper of ACE's conservative investment
approach. “I strongly believe that we have to
fully understand the risks we're taking,” says
Boroughs. “That philosophy helped us stay
away from CDOs, CLOs and risky derivatives.”

Maintaining ACE’s capital, liquidity and
ratings requires regular forecasting and testing,
notes Treasurer Ken Koreyva. “We monitor
our capital and cash sources and needs
several times a quarter and forecast how
much we need to support our businesses and
ratings. Then we stress test it to determine
how much more to hold for unplanned
adverse conditions.”

Chief Auditor Julie Schaekel makes sure ACE's
good intentions for managing risk become
effective practices. “What's siriking about
ACE is the intense involvement of senior
management,” she says. “When we make
audit recommendations, they follow up with
the business, not with me. That sends a
clear message about who's accountable.”

Representing several disciplines that
manage risk across ACE are, clockwise
from top left, Sean Ringsted,

Chief Risk Officer and Chief Actuary;
Tim Boroughs, Chief Investment Officer;
Julie Schaekel, Chief Auditor;

and Ken Koreyva, Treasurer.

11
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he Wenchuan earthquake that struck
China's Sichuan Province on May 12
killed more than 80,000 people, injured
nearly half a million and left 10 million
homeless. Touched by the scenes of
devastation, ACE and its employees mounted
a strong humanitarian response. In the
immediate aftermath of the quake, when
food, water, medicine and blankets were
the first requirements, the ACE Foundation
made a $1 million donation to China’s Red
Cross Society.

Employees throughout ACE wanted to help
as well, and many sent e-mails to ACE China
and the home office asking how they could
best channel their support to the neediest
victims. Simultaneously, the Chinese
government asked ACE for assistance in
providing tents to those rendered homeless
by the quake. ACE organized a fund-raising
drive among employees, and the impact
was doubled through matching Foundation
contributions.

Partnering with Gifts in Kind International,
a U.S.-based relief agency, ACE located a
manufacturer with a supply of tents and the
resources to produce more. Nearly 3,000
tents were purchased and delivered to rural
areas where the damage to infrastructure
was especially severe. They arrived and
were assembled in time to provide 12,000
victims with temporary shelter during the
rainy season. This heartfelt response from
ACE met with immense gratitude from the
quake’s survivors, Chinese authorities and
relief agencies.

Responding generously to China’s
devastating earthquake

The Associated Press captured this photo
of two children, who lost their parents
and home in the China earthquake,
standing outside their rescue tent in

a temporary settlement.



usiness thrives in predictable Moving our corporate home to

environments —a principle that motivated stable, predictable Switzerland
ACE in 2008 to move its legal home from

the Cayman Istands to Zurich, Switzerland.
The re-domestication of ACE Limited,
approved overwhelmingly by shareholders
in July, gives the company the long-term
benefits of operating in an environment of
exceptional legal, political and economic
stability. As home to many global financial
and insurance companies, Switzerland also
provides a sophisticated regulatory climate.

The move to the new Swiss domicile reflects
the evolution of ACE from its beginning more
than two decades ago as a monoline excess
insurer owned by its policyholders to a global
publicly traded insurance and reinsurance
company operating throughout the developed
and developing world, Switzerland offers
ACE greater strategic flexibility and an
improved ability to manage its capital and

its businesses.

In connection with the re-domestication,
ACE combined its corporate holding company
offices with its existing Swiss insurance and
reinsurance operations, which since have
become a full subsidiary — ACE Insurance
(Switzerland) Limited — at a new Zurich
address. These moves will help further
strengthen the company’s presence in the
Swiss market as well as in all of Europe, where
ACE writes 25% of its business globally.

Located in the heart of Zurich's
banking district, ACE’s building at
Barengasse 32 is home to ACE Limited
and ACE’s Swiss insurance and
reinsurance operations.

13



ACE BUSINESS OVERVIEW

The ACE Group is one of the world’s leading providers
of commercial property and casualty insurance and
reinsurance. The company also has a major presence
in the accident and health insurance business as well as
a young and growing life insurance operation. Whether
it's commercial property and casualty programs for
large or midsize corporations distributed through retail
brokers, excess and surplus lines marketed through
wholesale brokers, personal accident and supplemental
health plans offered through telemarketing centers, or
individual life insurance plans sold through agents,
ACE is represented around the world by a collection

of market-leading franchises.

ACE USA is our retail broker-distributed business serving
North America with an extensive portfolio of traditional
and specialty property and casualty insurance products.
Headquartered in Philadelphia, ACE USA has a strong
corporate customer franchise with both Fortune 1000
corporations and growing middle-market companies.

ACE International is our retail broker-distributed business
serving territories outside the U.S. and Canada, offering
both commercial property and casualty insurance and
personal accident lines. This franchise gives ACE a
presence in all of the major developed markets as well

as the fastest-growing economies in the world. ACE
International and ACE USA are the successor franchises
to the Insurance Company of North America, or INA-one
of America’s earliest insurance companies, dating back

to 1792.

ACE Westchester is our Atlanta-based wholesale broker-
distributed business specializing in excess and surplus
lines in North America. The storied Westchester Fire
Insurance Company was founded in 1837 and acquired
by ACE in 1998.
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ACE Global Markets is a leading wholesale broker-
distributed business that operates in the greater London
market while also maintaining an established syndicate
on the Lloyd’s trading floor.

ACE Bermuda is our original insurance franchise dating
back to 1985. This market leader writes high-limit excess
liability, property, political risk, and directors and officers
insurance worldwide, including the standard-setting
Corporate Officers & Directors Assurance program (CODA).

ACE Tempest Re is our global reinsurance brand, with
operations in both property and casualty and life reinsurance.
The ACE Tempest Re Group has offices in Bermuda,
London, Montreal, Stamford and Zurich, and maintains an
underwriting presence at Lloyd's China Re in Shanghai.

ACE Life is our international life insurance franchise,
which distributes individual and group life and savings
products through its own agents and telemarketing centers,
banks, brokers and a variety of sponsors. This business
operates predominantly in the developing markets of

Asia, Latin America, the Middle East, and Easte’rn and
Central Europe.

ACE Private Risk Services is our personal lines business
serving high net worth individuals and families in North
America. Its coverages —which include homeowners,
automobile, valuables, umbrella, and recreational marine
insurance — are distributed through independent agents.
ACE Private Risk Services was established in 2008
through the acquisition of the personal lines business

of the Atlantic Companies.

Combined Insurance provides specialty individual
accident and supplemental health insurance coverage to
middle-income consumers in North America, Europe,
Asia Pacific and Latin America through a dedicated
agency sales force. Founded in 1919 and headquartered
in Glenview, lllinois, the company was acquired by

ACE in 2008.
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INSURANCE-NORTH AMERICAN

hrough its four operating businesses, Insurance —
North American serves clients ranging from the
largest multinational corporations to midsize and
small businesses to high net worth individuals. ACE USA,
which distributes its products through the retail brokerage
channel, provides a broad array of specialty property,
casualty, and accident and health insurance coverages and
risk management services to corporate clients across the
United States and Canada. ACE Westchester specializes in
the wholesale broker distribution of property, inland marine,
casualty, professional lines, agriculture and environmental
liability coverages. ACE Bermuda, the original insurance
company of the ACE Group, writes high-level excess liability,
property, political risk, and directors and officers insurance
worldwide. ACE Private Risk Services provides homeowners,
automobile, valuables, umbrella, and recreational marine
insurance to high net worth individuals and families.

ACE faced two contrasting market conditions in North
America in 2008. Prices continued to decline through most
of the year, with the sharpest declines occurring in the
excess and surplus lines market. In the third and fourth
quarters, the combined effect of losses from Hurricane lke —
one of the most destructive storms in U.S. history — and the
crisis in the financial markets shrank aggregate insurance
industry capital and caused prices to stabilize and even
rise modestly in some lines. Despite catastrophe losses,
the businesses of the Insurance — North American segment
were still able to produce solid overall operating results,
with over $1 billion in operating income and a combined
ratio of 91.1%. '

In 2008 ACE USA made further progress in a multi-year
drive to enhance its sales capabilities and service quality.
Extending its client executive strategy, ACE USA provided
additional clients with senior executives to serve as their
primary point of contact and relationship manager to coor-
dinate access to the company’s global suite of property and
casualty offerings. By regularly engaging its client advisory
boards, made up of risk managers from more than 100
leading American companies, ACE USA stayed close o its
major customers and received actionable suggestions for
practical service improvements,

In the case of midsize clients, ACE USA focused on
strengthening relationships with a select group of strategic
growth brokers. Analyzing the types of coverage these firms
place into the market enabled ACE USA to efficiently target
opportunities to grow its business in this segment. This
approach to the market was among the many important
product and service ideas that originated from discussions
with ACE USA's nine regional producer advisory boards
throughout the year.




Brian Dowd
Chief Executive Officer
Insurance - North America

Net Premiums Earned
(Division Contribution for Full Year 2008)

- 68% ACE USA
(includes Canada)

24% ACE Westchester

. 6% ACE Bermuda

2% ACE Private Risk
Services

Net Premiums Written, 2004 to 2008
(in miltions of U.S. dollars)

| $5,833
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With prices sharply lower for much of the year, ACE
Westchester had to shrink its top line in order to preserve
its bottom line. In anticipation of improving market
conditions, it continued a long-term drive to diversify

its products, building expertise in product liability,
infrastructure, and the oil, gas and energy businesses,
while adding underwriting experts in its Chicago, Dallas
and Denver offices. To assure that it can efficiently screen,
track and process a growing volume of submissions, ACE
Westchester completed the development of its Xcelerate
underwriting platform.

ACE Bermuda had good success in its drive to retain
existing clients and improve its service standards. In
response to suggestions from clients and brokers on

its advisory board, ACE Bermuda made the requisite
investments in technology and process improvements, and
in 2008 began providing policy issuance at inception for
most of its product lines. Product enhancements for the
year included the introduction of the CODA Premier Policy,
which gives-directors:and officers the ability to customize
their insurance protection.

ACE Private Risk Services was launched in 2008 following
ACE's acquisition of the personal lines business of the
Atlantic Companies: Moving guickly, in May it introduced
the ACE Platinum Portfolio, its core product with improved
coverage and pricing for high net worth households.
Distribution reached states representing 72% of all- homes
valued-at $1- million or more in 2008, and more than
100 new independent agents and brokers signed up to
offer the product. To further strengthen its reputation for
providing excellent service, ACE Private Risk Services
formed a risk consulting group for loss prevention services.
Claims service quality is critical for customers in this
market, and 99% of claims survey respondents say they
would refer ACE to a friend.

Although the financial crisis created stress on insurance
markets, ACE was able-to benefit in‘two ways in North
America. As uncertainty swirled around competitors with
similar business lines, brokers and potential clients
increasingly turned toACE, with its strong balance sheet
and stable ratings, as an alternative to their current cartiers.
This environment also enabled ACE to attract some of the
industry’s top underwriting talent, expanding its expertise
and capabilities in key coverage areas, including umbrella,
excess casualty, and management and professional
liability. With its broadened capabilities, ACE is well
positioned for future growth in the North American market.
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leading global media and entertainment content
company, Viacom has a family of brands that includes
MTV Networks, BET Networks and Paramount Pictures.

Over the last three vears, Viacom has chosen ACE as its
lead insurer. The relationship was solidified when Viacom
moved its primary directors and officers liability coverage to
ACE in 2006. The discussions about the policy terms were
complex. “We ended up with a completely customized policy
that reflected good and thoughtful suggestions from both
Viacom and ACE,” recalls Barrie Wexler, Vice President —
Risk Management at Viacom.

Since then, the relationship has expanded across ACE’s
product portfolio, including coverage programs for excess
liability, specialized professional liability, global property
and marine, and international casualty. ACE USA, ACE
Bermuda and ACE International in the U.K. all participate
in various aspects of these programs, so coordination of
services and coverages is essential,

Wesxler values the time and effort ACE invests in getting to
know Viacom as a unique company. “ACE doesn't just read
what's in the press or in our 10-K-they meet with us to
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liability coverages. “"ACE’s coverages and services have
been a perfect fit for them,” adds Vandervort.

One service that ACE Private Risk Services clients appreciate
is a pre-loss consultation and report that identifies
potential risks and solutions for managing them. Tom, a
former investment advisor, likes that ACE allows him to
pay premiums in monthly installments rather than in a
single annual bill, so he can keep his money working.
“And ACE takes the premiums right out of my American
Express account every month, which is convenient.”

Tom ¢ Linda Morris




INSURANCE-OVERSEAS GENERAL ! nsurance — Overseas General comprises ACE
International, the company’s retail broker-distributed

W business outside of North America, and ACE Global
Markets, a London-based excess and surplus lines business
that includes a syndicate on the Lloyd’s trading floor. These
businesses write a variety of coverages, including property,
casualty, professional lines, marine, energy, aviation,
political risk, construction risk, accident and health, and
specialty consumer-oriented products. Our accident and
health (A&H) business is mainly personal accident, with
some supplemental medical coverage that pays fixed
amounts and is therefore insulated from rising healthcare
costs. Beginning April 1, 2008, the international A&H and
life operations of Combined Insurance were included in the
segment’s results. Combined Insurance distributes specialty
individual accident and supplemental health and life
insurance products targeted to middle-income consumers
in Europe, Latin America and Asia Pacific.

o o The world's mature property and casualty insurance
ong yalance ‘ 1 markets were awash in capital during most of 2008, and

consistent and stable res

the resulting imbalance between supply and demand put
insurance prices under pressure. Conditions were much
more favorable in‘the world's emerging ecoriomies, where
demand for insurance grew and insurance markets are still
developing. ACE grew lines where prices were adequate
and shrank those where they were not..As a result of its
disciplined approach, the businesses of Insurance — Overseas
General produced excellent aperating results in 2008,
including operating income of $1 billion—a 24% increase
over the prior year—and a combined ratio of 87.6%.

ACE had another year of strong growth in Latin America,
with Mexico, Brazil, Chile and Colombia leading the way.
The region’s growing prosperity led to excellent results

in all property and casualty product lines. The marine
insurance business benefited from vigorous export and
import activity, and the construction business from the
large number of private and government projects. Property
lines saw increases, as growing companies in the region
had greater property values to insure. Financial stress late
. in the year also spurred demand for directors and officers
coverage. To further expand the company’s franchise in
Latin America, ACE obtained new licenses in Brazil and
opened, for the first time, in Panama.

The accident and health business also grew strongly in
Latin America and generated good profits in 2008.
Undertaking direct marketing initiatives in collaboration
with high-profile sponsoring partners — utilities, credit card
companies and retailers — ACE continued to sell carefully
targeted A&H and life insurance products to individuals in
the region. For example, in 2008 a marketing relationship
was established in Colombia and Chile with one of Latin
America’s leading cellular phone companies.




Disciplined underwriting produced excellent financial results
in Europe. While business was roughly flat in the region

as a whole, ACE identified specific growth opportunities,
establishing an office in Turkey and adding property-casualty
underwriters in Scandinavia. In the U.K. and Ireland, a
major share of retail property and casualty insurance policies
was issued online in 2008, giving clients contract certainty
and providing an easier and more cost-efficient means for
brokers to do business with ACE. Facing soft conditions in
London’s specialty wholesale market, ACE Global Markets
once again reduced its business volume. For the accident

John Keogh
Chief Executive Officer and health business, travel insurance was a particular area
ACE Overseas General of strength in Europe, as was group insurance distributed

_ through large, multinational brokerages.

In-the Middle East and North Africa region, ACE's business
grew briskly as major energy, industrial and infrastructure
construction projects stimulated demand for property

and casualty insurance in countries such as Bahrain and
the United Arab Emirates. To help tap this demand, the
company opened-a new office in Abu Dhabi in 2008.

In the Asia Pacific region, ACE used the soft phase of the
insurance cycle to appoint new regional managers for its
property and casualty lines and to strengthen its market
presence. In China, strong underwriting discipline made
ACE’s strategic investment in Huatai Insurance Company
profitable for the seventh year in a row. Huatai was
recognized as China's best P&C insurance company in
2008 by the nation’s insurance, banking and securities
regulators. The A&H business continued to grow in Asia
Net Premiums Earned Pacific, especially in Thailand, where ACE established
(Division Contribution for Full Year 2008) partnerships with new sponsors. And in Korea, ACE
successfully launched a policyholder marketing initiative —
40%  ACE Europe a drive to sell additional products to existing customers.
13% ACE Asia Pacific

: The international operations of Combined Insurance

8%  ACE Far East - include more than 3,000 agents in 11 countries, the
largest among them being the U.K., Germany and
Australia. A long-term growth strategy commenced in
17%  ACE Global Markets 2008 that calls for expansion in places such as Mexico,
Poland and Vietnam using ACE's existing licenses, capital
and infrastructure. Leveraging ACE’s substantial global
assets is expected to enable better returns in a shorter

Net Premiums Written, 2004 to 2008 period of time.
(in miltions of U.S. dollars)

15% ACE Latin America

7% Combined Insurance

The global financial crisis that worsened throughout

2008 created both opportunities and challenges for

ACE internationally. During a period that sowed widespread
doubts about the health of global financial institutions

and heightened concerns about counterparty risk, ACE
continually educated its partners, intermediaries and
clients about its ongoing stability and financial strength.
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H aving recently retired, Tom and Linda Morris have
entered a phase of life where they can enjoy the
success they've achieved. The Atlanta-area couple hasn't
slowed down but now spend their time on more enjoyable
pursuits, such as traveling, visiting their children, and actively
engaging in a variety of church and charitable activities,
such as supporting the Shepherd Center, a spinal
rehabilitation clinic, and the Atlanta Symphony. Prudent
about protecting their assets, the Morrises insist on

having a financially strong insurance company, but they
also expect a certain standard of service.

“I own a Ferrari,” Tom explains, “one of the few cars

out there that goes up in value after you buy it, because

there’s a long wait list and a huge demand. We had a big
dispute with our last insurance company about the value
of that car. They insisted there was depreciation.”

“But ACE Private Risk Services was very agreeable on the
vehicle and its value,” notes Pat Vandervort, the Morrises’
agent at BB&T Insurance Services. With a client base that
includes celebrities and professional football players, she
knows how to match the right insurer to each customer’s
needs. The Morrises now have an ACE Platinum Portfolio
policy that packages home, auto, valuables and umbrella




really get to know our business. Relationships with our
vendors are very important. It's not always about a2 hard-
ball negotiation ~ it's about fostering a bond that can go
the distance and provide a fundamental understanding
when there's a claim.”

Wexler also appreciates the professionalism and discipline
of ACE underwriters. “They always come in well prepared
and ask the right questions. | know they've done their
homework on my business. We never want a carrier we
partner with to be surprised. We want everything to he
out on the fable.”
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GLOBAL REINSURANCE

arketing its coverage worldwide under the ACE
Tempest Re brand, the Global Reinsurance
segment provides a broad range of products to
a diverse array of primary property and casualty insurers.
Business units include ACE Tempest Re Bermuda, ACE
Tempest Re USA, ACE Tempest Re Canada, and ACE
Tempest Re Europe, which encompasses ACE’s London-
headquartered ACE European Group property and casualty
reinsurance operations and Lloyd's-based reinsurance
business, and its Zurich office, which conducts business
across continental Europe. ACE Tempest Re also has a
presence in China through Lloyd's China Re.

Capacity was abundant in the global reinsurance markets
throughout most of 2008, and competition among
providers was increasingly sharp. Prices softened across
all ‘property and casualty reinsurance lines, and terms

and conditions became less favorable, creating pressure
on current-year profit margins. In this environment, ACE
Tempest Re focused on preserving longstanding client
relationships without compromising its underwriting
standards. As a consequence, ACE Tempest Re saw a
decline in-overall premium volume of 24% from 2007
levels, as many clients elected to rétain business for their
own account or the terms were not sufficient for ACE
Tempest Re to take on the risk. Despite this reduction in
volume and the third most costly U.S. hurricane ever in
Hurricane lke, ACE Tempest Re Group achieved operating .
income of $518 million and a combined ratio below 76%.

The security of reinsurers has become of even greater
concern for insurance companies and their brokers,
particularly following the events of 2008. While the bal-
ance sheets of many insurers and reinsurers were severely
weakened by catastrophes and the impact of the financial
markets, the ACE Group's A+ financial strength ratings
were reaffirmed by the rating agencies, providing a level
of confidence in ACE Tempest Re that reinsurance buyers
increasingly seek.

Supporting the company's financial strength, ACE Tempest

Re's disciplined approach to risk selection and portfolio
. management resulted in 2008 losses that were less severe
than many of its peers. As previously noted, the insurance
industry was tested by major property catastrophes,
including North American Hurricanes lke and Gustav and
large property risk losses worldwide, and ACE Tempest
Re's technical expertise again proved to be a differentiating
factor. For example, making extensive use of modeling
tools — some from outside vendors and some developed
internally through in-house research - ACE Tempest Re
spends significant time understanding the different drivers
of these models in order to more effectively select, diversify
and price its property catastrophe portfolio. In addition, ACE
Tempest Re applies business and underwriting judgment to
the model output in order to arrive at a final decision.




The deep underwriting, actuarial and claims expertise that
ACE Tempest Re has built over the past 15 years in
property catastrophe reinsurance and other diversified lines
enables ACE Tempest Re to tailor solutions to meet the
unique and often complex needs of each client. One area
that ACE Tempest Re focused on in 2008 was enhancing
its presence in the alternative risk business, where it
provides solutions for captives, pools and risk retention
groups, including both heterogeneous and homogeneous
captives. ACE Tempest Re understands the specialized

Jacques Bonneau nature of these entities and is well prepared to develop
President and Chief Executive Officer the customized solutions they require. In addition to the
ACE Tempest Re Group large reinsurance intermediaries with which it already has

extensive relationships, ACE Tempest Re expanded its
ocontacts with consultants, captive managers and smaller
specié!ist reinsurance brokers that focus on this area.
ACE Tempest Re is also developing solutions that enable
insurers to reduce their collateral requirements and free
up capital for their operations by means of reinsurance

programs aimed at their existing and future liabilities.

In addition to offering financial security and tailored solu-
tions, ACE Tempest Re also recognizes that service levels
can be a key differentiator for its clients and brokers, so
during the year: it-launched:initiatives to further enhance
its service capabilities. For example, to strengthen its
relationships with large, global buyers of reinsurance, ACE
Tempest Re appointed global client relationship managers
to take responsibility for assuring that their clients receive
consistently excellent service at every point of contact and
from all of its worldwide offices. Over the last few years,
ACE Tempest Re has commenced operations in Canada
and China, and in 2008 the company was admitted in
Brazil, where it sees considerable opportunity to provide
reinsurance capacity and solutions to that emerging economy:.

Net Premiums Earned
(Division Contribution for Full Year 2008)

21% ACE Tempest Re

Europe .
While ACE Tempest Re is large enough to have global
48%  ACE Tempest Re breadth of reach, it is also small enough to provide a high
USA level of personal attention to clients and quick decision-
29% ACE Tempest Re making due to the flat organizational structure.
Bermuda
Following the financial turmoil and natural catastrophes

2% ACE Tempest Re . ; .
Canada of 2008, many insurance and reinsurance companies now

have reduced capital and limited ability to raise funds.in
Net Premiums Written. 2004 fo 2008 the capital markets. Indeed, with its clients facing contin-
(in millions of U.S. dollars) ‘ ued balance sheet pressure, ACE Tempest Re is particularly
well positioned to help insurers-achieve needed statutory
and regulatory capital relief o that they can continue to
execute their business plans and serve their clients. In
this environment, with its emphasis on providing financial
security, customized solutions and excellent service,
ACE Tempest Re is equipped to react to a quickly changing
market and meet the challenges of its client base.

Property (short-tail) 21 Casualty (long-tail) =1 Other (specialty)
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affles Insurance Lid., the largest group captive in the

United States that covers a mix of risk classes, wrote its
first policies in 1985, when it had nine member companies,
Since then, it has grown into a 270-member enterprise with
exposures and locations throughout the country. Named
after Sir Thomas Stamford Raffles, the nineteenth century
British statesman who founded Singapore, Raffles provides
workers' compensation, general liability and automobile cov-
erages for member companies in a wide range of
manufacturing, distribution, contracting and other industries.

Raffles reinsures the predictable and manageable lower
layers of loss and the excess exposure above that is rein-
sured by ACE Tempest Re USA, which has been the sole
provider of this excess reinsurance capacity since 2002.
“Raffles is an unusual business that doesn't fit neatly into
the reinsurance world,” says Jennifer Beard, Chief
Operating Officer of Captive Resources LLC and a consult-
ant to Raffles. “It's neither a facultative arrangement nor a
treaty, and you have to have some flexibility to understand
how to put the whole thing together. ACE Tempest Re did
that work and this has developed into a nice program.




“This relationship is successful,” Beard continues, "because

everybody gives and takes a little. We've had a year or two

that were probably not as profitable as ACE Tempest Re R
would have liked and then a year or two that were more

profitable for them than we would have liked. When issues

have come up, we're able to work through them collabora-

tively. Particularly with our business, which is unusual, we

look for a long-term partner —someone who will understand

the business, work with us when there's a glitch, and have

that give-and-take relationship.”

y%{iﬁw .

i,
\'n i

0
o

i

u w i

.
\ ih

/,w,’*,,u R

*mM
5 %&“ﬁ;
¢ pgo,m ’\M~

/»,
]Jﬁ»




LIFE INSURANCE & REINSURANCE

“ACE Life is moving from the
start-up to growth phase. In 2008,
we continued to build our existing
businesses by focusing on key
business drivers, risk management
and our operational infrastructure.
While ACE Life is still in an early
stage of development, we have the
right mixture of distribution, products
and capabilities to position us for
continued growth into the future.”

David Wolf
President, ACE Life

lan Watts
Chief Operating Officer, ACE Life

David Wolf was appointed to lead ACE 's global Life Insurance
& Reinsurance operations on December 8, 2008.

CE Life provides traditional life insurance protection
Aand savings products to individuals and groups in

a growing number of countries throughout Asia,
Latin America, the Middle East and Europe. Beginning
April 1, 2008, the North American accident and health
(A&H) and life business of Combined Insurance was
included in the segment results. Combined Insurance
distributes specialty individual accident and supplemental
health and life insurance products targeted to middle-income
consumers in the U.S. and Canada. On the reinsurance
side, ACE Tempest Life Re Bermuda provides solutions
to the complex risk and capital management challenges
facing life insurers around the globe, while ACE Tempest
Life Re USA brings traditional life reinsurance capacity to
the U.S. marketplace.

In 2008, the Life Insurance & Reinsurance business

'segment produced operating income of $168 million and

accounted for 9% of consolidated net premiums earned
by ACE.

Serving the insurance needs of consumers through a variety
of distribution channels including agency, bancassurance,
worksite marketing, brokers and telemarketing through
affinity groups, ACE Life has an established presence in

a growing number of developing economies around the
world. ACE Life’s largest presence is in China, where the
company has a strategic investment in Huatai Life, which
continued its strong growth trend in 2008 and achieved a
nearly fourfold increase in premium. Huatai Life’s insurance
products are sold through many of China’s leading banks,
a channel that has expanded considerably in recent years.
In 2008, ACE's investment in Huatai Life, now at 36%,
converted to a joint venture —the first time a domestic
Chinese life insurer has converted to a JV.

Just three years after its launch, ACE Life Vietham has
grown into the number three fife insurer in the country as
measured by new sales. The doubling of the company’s
life agency force to 5,500 agents helped achieve a similar
increase in premiums written in 2008. New products are
also contributing to ACE Life's rapid growth in Vietnam.
For example, a new Family Universal Life product was
launched into the Vietnamese market at the end of 2008.

Growth was also strong in Latin America, where ACE Life
now conducts business in seven countries. Sales were
strongest in Mexico and Brazil, as ACE Life benefited
from access to the distribution network built for its A&H
business and through which it reports its financial results.
Many existing A&H sponsors, including department stores
and credit card companies, added ACE Life's credit life,
term life and other basic life insurance products to their
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“ACE Life partnered with us in helping us take care of our
key people,” says Dao Tuan Khoi, General Manager of
Jotun Paints (Vietnam). ACE Life not only offers the right
product, but does so through a team of specially trained,
professional agents focused on corporate customers,

“ACE Life developed an effective business-to-business
approach to selling insurance. ACE Life’s client relationship
management and service made a difference for us.”

Dao Tuan Khoi also sees another critical reason to work

with ACE Life: “In this global downturn, we expect that
ACE will remain safe and sound so that it can continue

providing solutions to customers.”

.

.

T
_




orway’s Jotun Group is one of the world's foremost

manufacturers of paints and coatings for the decorative,
shipping and industrial markets. The company’s products
protect over 15,000 marine vessels, including the Queen
Mary 2, the world's largest passenger ship. Jotun paint
has also been selected for the Eiffel Tower. In Vietnam,
where Jotun established its first factory in 1998, it is the
leading provider of marine and profective coatings, and
it recently pioneered the introduction of computerized
color-tinting for the decorative market.

In late 2006, as retirement benefit limits in Vietnam’s
social insurance program were about 1o take effect, Jotun

Paints (Vietnam) approached ACL Life for a cost-effective
solution to preserve its employees’ benefit levels and help
boost employee retention and motivation. ACE Life became
known earlier that year for introducing the country’s first
individual universal life insurance policy, which provides
both a death benefit as well as a cash balance component
that can be flexibly used for owners to build up their own
retirement plans. ACE moved quickly to make the individual
universal life product available for companies to purchase
to help protect the long-term financial security of their key,
higher-earning employees who would be most affected by
the new benefit limits.




coverage, premiums and speed of claims settlement. And
by taking over responsibility for managing this program,
ACE Life freed us to focus on our core banking business.”

ACE Life serves the bank with flexibility, analytic insight
and a commitment to creating strategies that will benefit
both parties. “ACE thinks about solutions that can help
make us more competitive, provide value to our customers
and build a long-term business relationship with Banco
Santander,” Medina concludes.
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leading financial institution in Mexico — and, indeed,

around the world — Banco Santander offers a full range
of services, including one of the country’s largest credit card
programs.

The bank's Mexican operation has purchased property and
casualty coverage from ACE since 2004, but in 2008 it

established a new relationship with ACE Life to underwrite
a credit life insurance program for all 3 million of its credit
card customers. Credit life insurance gives these customers

the peace of mind of knowing that in the event they die,
their credit card balance will be paid and won't burden
their families. Prior to 2008, the bank retained the risk
associated with its credit life program, which it managed
on its own.

“We regard ACE as a highly innovative company — a quality
that has been indispensable in meeting the needs of
Banco Santander-Mexico,” explains Octavio Medina Fraga,
Director, Controller's Office, Portfolio & Branches, Banco
Santander-Mexico. “For the credit risk insurance program,
ACE offered us the best value in the market in terms of




David Wolf
President
ACE Life

~ Net Premiums Earned
(Drvrsron Contrrbutron for Fu!l Year 2008)

- Combined
Insurance

~ACE Life Re

ACE Life

Operating Income, 2004 to 2008 -

(in-millions of U.S: dollars)

menu of offerings. ACE Life also established relationships
with brokers in Latin America, which enabled it to add
some large group life accounts during the year.

The Middle East region represents another promising
growth opportunity for ACE Life. After establishing an office
in the United Arab Emirates in 2007, ACE Life introduced
a group medical product there in late 2008. ACE Life also
expanded its distribution in the region when it recently
launched an agreement with one of the premier brokers

in the Middle East.

The newest member of the Life Insurance & Reinsurance
segment is the North American operations of Combined
Insur hrch employs a sales torce of over 3, OOO

. and rurat a as noVatlve needs based sales model
 was rntroduoed durrng the year with much success and
-~ will help drive growth in both existing and new markets

in the U.S. and Canada
The f:nancrat crrsrs represented catastrophe -like r:on, rtrons;
annuity income and death beneﬁt'guarantees’ Wh

costs have clearly risen as a result of market conditions, |
ot the tosses reported in 2008 were. related to the fair value'

- For ACE Tempest Life Re USA whlch"provrdes—tra ,,,’“9”3‘: .
reinsurance. capacrty to life insurers, 2008 was year,,ofﬂ /

modest growth: Demand for traditional life reinsur.

“help insurers manage their mortality and morbrdr

is expected to accelerate in 2009 due to changes in the
market triggered by the financial crisis. ACE Tempest Ln‘e/?/
Re USA is well posrtroned to meet this demand
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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING INFORMATION

The Private Securities Litigation Reform Act of 1995 provides a “safe harbor” for forward-looking statements. Any written or
oral statements made by us or on our behalf may include forward-looking statements that refiect our current views with respect
to future events and financial performance. These forward-looking statements are subject to certain risks, uncertainties and
other factors that could, should potential events occur, cause actual results to differ materially from such statements. These
risks, uncertainties, and other factors (which are described in more detail elsewhere herein and in other documents we file
with the Securities and Exchange Commission (SEC)) include but are not limited to:
« developments in global financial markets, including changes in interest rates, stock markets and other financial markets,
increased government involvement or intervention in the financial services industry, the cost and availability of financing, and
foreign currency exchange rate fluctuations, which could affect our statement of operations, investment portfolio, financial
position and financing plans;
« general economic and business conditions resulting from recent declines in the stock markets and tightening of credit;
* |osses arising out of natural or man-made catastrophes such as hurricanes, typhoons, earthquakes, floods, or terrorism
which could be affected by:

» the number of insureds and ceding companies affected,

« the amount and timing of losses actually incurred and reported by insureds,

» the impact of these losses on our reinsurers and the amount and timing of reinsurance recoverables actually received,

« the cost of building materials and labor to reconstruct properties following a catastrophic event, and

« complex coverage and regulatory issues such as whether losses occurred from storm surge or flooding and related law-

suits;
« actions that rating agencies may take from time to time, such as financial strength or credit ratings downgrades or placing
these ratings on credit watch negative or the equivalent;
« global political conditions, the occurrence of any terrorist attacks, including any nuclear, radiological, biological, or chemical
events, or the outbreak and effects of war, and possible business disruption or economic contraction that may result from such
events;
« the ability to collect reinsurance recoverables, credit developments of reinsurers, and any delays with respect thereto and
changes in the cost, quality, or availability of reinsurance;
* actual loss experience from insured or reinsured events and the timing of claim payments;
« the uncertainties of the loss-reserving and claims-settlement processes, including the difficulties associated with assessing
environmental damage and asbestos-related latent injuries, the impact of aggregate-policy-coverage limits, and the impact of
bankruptcy protection sought by various asbestos producers and other related businesses and the timing of loss payments;
» judicial decisions and rulings, new theories of liability, legal tactics, and settiement terms;
« the effects of public company bankruptcies and/or accounting restatements, as well as disclosures by and investigations of
public companies relating to possible accounting irregularities, and other corporate governance issues, including the effects of
such events on:

* the capital markets,

» the markets for directors and officers and errors and omissions insurance, and

* claims and litigation arising out of such disclosures or practices by other companies;
« uncertainties relating to governmental, legislative and regulatory policies, developments, actions, investigations and treaties,
which, among other things, could subject us to insurance regulation or taxation in additional jurisdictions or affect our current
operations;
« the actual amount of new and renewal business, market acceptance of our products, and risks associated with the
introduction of new products and services and entering new markets, including regulatory constraints on exit strategies;
« the competitive environment in which we operate, including trends in pricing or in policy terms and conditions, which may
differ from our projections and changes in market conditions that could render our business strategies ineffective or obsolete;
« acquisitions made by us, performing differently than expected, our failure to realize anticipated expense-related efficiencies
or growth from acquisitions, or the impact of acquisitions on our pre-existing organization;
* risks associated with our re-domestication to Switzerland, including possible reduced flexibility with respect to certain
aspects of capital management and the potential for additional regulatory burdens;
» the potential impact from government-mandated insurance coverage for acts of terrorism;
* the availability of borrowings and letters of credit under our credit facilities;
» the adequacy of collateral supporting funded high deductible programs;
« changes in the distribution or placement of risks due to increased consolidation of insurance and reinsurance brokers;
* material differences between actual and expected assessments for guaranty funds and mandatory pooling arrangements;



* the effects of investigations into market practices in the property and casualty (P&C) industry;

* changing rates of inflation and other economic conditions, for example, recession;

* the amount of dividends received from subsidiaries;

* loss of the services of any of our executive officers without suitable replacements being recruited in a reasonable time frame;
« the ability of our technology resources to perform as anticipated; and

* management's response to these factors and actual events (including, but not limited to, those described above).

The words “believe,” “anticipate,” “estimate,” “project,” “should,” “plan,” “expect,” “intend,” “hope,” “will likely result,” or “will
continue,” and variations thereof and similar expressions, identify forward-looking statements. You are cautioned not to place
undue reliance on these forward-looking statements, which speak only as of their dates. We undertake no obligation to pub-
licly update or review any forward-looking statements, whether as a result of new information, future events or otherwise.

” oa



PART |

ITEM 1. Business

General Development of Business

ACE Limited is the holding company of the ACE Group of Companies. ACE opened its business office in Bermuda in 1985 and
continues to maintain significant operations in Bermuda. ACE Limited, which is now headquartered in Zurich, Switzerland,
and its direct and indirect subsidiaries (collectively, the ACE Group of Companies, ACE, the Company, we, us, or our) are a
global insurance and reinsurance organization, with operating subsidiaries in more than 50 countries serving the needs of
commercial and individual customers in more than 140 countries. We serve the property and casualty (P&C) insurance needs
of businesses of all sizes in a broad range of industries. We also provide specialized insurance products - such as personal
accident, supplemental health and life insurance to individuals in select countries. Our reinsurance operations inctude both
P&C and life companies. At December 31, 2008, ACE had total assets of approximately $72 billion and sharehoiders’ equity
of approximately $14 billion.

In July 2008, our shareholders approved proposals submitted by our Board of Directors to transfer our jurisdiction of
incorporation from the Cayman Islands to Zurich, Switzerland, our new jurisdiction of incorporation (the Continuation). As a
result of the Continuation, we are deregistered in the Cayman Islands and are now subject to Swiss law. In connection with
the Continuation, we changed the currency in which the par value of our Ordinary Shares was stated from U.S. dollars to
Swiss francs. Upon the effectiveness of the Continuation, our Ordinary Shares became Common Shares. Notwithstanding the
change of the currency in which the par value of Common Shares is stated, we continue to use U.S. dollars as our reporting
and functional currency for preparing our Consolidated Financial Statements. All Common Shares are registered shares with a
current par value of CHF 33.14 each.

We have grown our business through increased premium volume, expansion of product offerings and geographic reach,
and acquisition of other companies. On April 1, 2008, ACE acquired all of the outstanding shares of Combined Insurance
Company of America (Combined Insurance) and certain of its subsidiaries from Aon Corporation for $2.56 billion. Our 2008
Consolidated Financial Statements exclude Combined Insurance’s resuits for the first quarter, and include Combined Insurance
from April 1, 2008. Combined Insurance, founded in 1919 is headquartered in Glenview, lliinois, and is a leading underwriter
and distributor of specialty individual accident and supplemental health insurance products targeted to middle income
consumers in the U.S., Europe, Canada, and Asia Pacific. Combined Insurance serves close to four million policyholders
worldwide. This acquisition has diversified our accident and health (A&H) distribution capabilities by adding a significant agent
base, while almost doubling our A&H franchise. We believe this will provide significant long-term growth opportunities.

Employees
At December 31, 2008, there were approximately 15,000 employees in the ACE Group of Companies. We believe that
employee relations are satisfactory.

Customers

For most of the commercial lines of business that we offer, insureds typically use the services of an insurance broker or agent.
An insurance broker acts as an agent for the insureds, offering advice on the types and amount of insurance to purchase and
also assisting in the negotiation of price and terms and conditions. We obtain business from the local and major international
insurance brokers and typically pay a commission to brokers for any business accepted and bound. Loss of all or a substantial
portion of the business provided by one or more of these brokers could have a material adverse effect on our business. In our
opinion, no material part of our business is dependent upon a single insured or group of insureds. We do not believe that the
loss of any one insured would have a material adverse effect on our financial condition or results of operations and no one
insured or group of affiliated insureds account for as much as 10 percent of our consolidated revenues.

Competition

Competition in the insurance and reinsurance marketplace is substantial, although a number of competitors were weakened
during the year as a result of investment and underwriting losses, as well as government ownership. Competition varies by
type of business and geographic area. Competitors include other stock companies, mutual companies, alternative risk sharing
groups (such as group captives and catastrophe pools), and other underwriting organizations. These companies sell through
various distribution channels and business models, across a broad array of product lines, and with a high level of variation
regarding geographic, marketing, and customer segmentation. We compete for business not only on the basis of price, but also



on the basis of availability of coverage desired by customers and quality of service. Our ability to compete is dependent on a
number of factors, particularly our ability to maintain the appropriate financial strength ratings as assigned by independent
rating agencies. Our strong capital position and global platform affords us opportunities for growth not available to smaller, less
diversified or damaged insurance companies. Refer to “Segment Information” for competitive environment by segment.

Trademarks and Trade Names

We use various trademarks and trade names in our business. These trademarks and trade names protect names of certain
products and services we offer and are important to the extent they provide goodwill and name recognition in the insurance
industry. We use commercially reasonable efforts to protect these proprietary rights, including various trade secret and trade-
mark laws. One or more of the trademarks and trade names could be material to our ability to sell our products and services.
We have taken appropriate steps to protect our ownership of key names and we believe it is unlikely that anyone would be
able to prevent us from using names in places or circumstances material to our operations.

Available Information

We make available free of charge through our Internet site (www.acelimited.com, under Investor Information / Financial
Reports or Investor Information / SEC — Section 16 Filings) our annual report on Form 10-K, quarterly reports on Form 10-Q,
current reports on Form 8-K, and amendments to those reports filed or furnished pursuant to Section 13 (a) or 15 (d) of the
Exchange Act (15 U.S.C. 78m(a) or 780(d)) as soon as reasonably practicable after we electronically file such material with,
or furnish it to, the SEC.

We also make available free of charge through our Internet site (under Investor Information / Corporate Governance) our
Corporate Governance Guidelines, our Code of Conduct, and Charters for our Board Committees. These documents are also
available in print to any shareholder who requests them from our Investor Relations Department by:

Telephone: (441) 299-9283
Facsimile: (441) 292-8675
E-mail: investorrelations@acegroup.com
Nothing on our Internet site should be considered incorporated by reference into this report.

Segment Information
We operate through the following business segments: Insurance — North American, Insurance — Overseas General, Global
Reinsurance, and Life Insurance and Reinsurance.

The following table sets forth an analysis of net premiums earned by segment for the years ended December 31, 2008,
2007, and 2006. The year ended December 31, 2008, includes Combined Insurance’s results of operations from April 1,
2008. Net premiums earned from Combined Insurance’s international operations are included in our Insurance — Overseas
General segment and net premiums earned from Combined Insurance’s North American operations are included in our Life
Insurance and Reinsurance segment.

Additional financial information about our segments, including net premiums earned by geographic area, is included in
Note 17 to the Consolidated Financial Statements, under item 8.

2008 Net 2007 Net 2006 Net

Premiums Percentage Premiums Percentage Premiums

(in millions of U.S. dollars) Earned of Total Earned of Total Earned
Insurance — North American $ 5679 : 43% % 6,007 49% $ 5,719
Insurance — Overseas General 5,337 - 40% - 4,623 37% - 4,321
Global Reinsurance 1,017 ¢ 8% 1,299 11% 1,511
Life Insurance and Reinsurance 1,170 9% 368 3% 274
$ 13,203 100% $12,297 100% $ 11,825




Insurance — North American

Overview

The Insurance — North American segment comprises our P&C operation in the U.S., Canada, and Bermuda. This segment,
which accounted for approximately 43 percent of our 2008 consolidated net premiums earned, includes the operations of ACE
USA (including ACE Canada), ACE Westchester, ACE Bermuda, ACE Private Risk Services, and various run-off operations:

* ACE USA provides a broad array of P&C, A&H, and risk management products and services to a diverse group of commercial
and non-commercial enterprises and consumers. ACE USA is this segment’s largest operation and represented approximately
68 percent of insurance — North American’s net premiums earned in 2008.

* ACE Westchester specializes in the wholesale distribution of excess, surpius, and specialty P&C products.

* ACE Bermuda provides commercial insurance products on an excess basis to a global client base, covering exposures that
are generally low In frequency and high in severity.

* ACE Private Risk Services provides personal lines coverages (e.g. homeowners and automobile) for high net worth clients.

* The run-off operations include Brandywine Holdings Corporation (Brandywine), Commercial Insurance Services, residual
market workers’ compensation business, pools and syndicates not attributable to a single business group, and other exited
lines of business. Run-off operations do not actively sell insurance products, but are responsible for the management of exist-
ing policies and settlement of related claims.

Products and Distribution
ACE USA primarily distributes its insurance products through a limited number of brokers. in addition to using brokers, certain
products are also distributed through channels such as general agents, independent agents, managing general agents (MGA),
managing general underwriters, alliances, affinity groups, and direct marketing operations. These products include general
liability, excess liability, property, workers’ compensation, commercial marine, automobile liability, professional lines (D&0 and
E&O), medical liability, aerospace, and A&H coverages, as well as claims and risk management products and services. ACE
USA has also established Internet distribution channels for some of its products.

ACE USA's on-going operations are organized into distinct business units, each offering specialized products and services
targeted at specific niche markets.
* ACE Risk Management offers a wide range of customized casualty products to respond to the needs of mid- to large-size
companies, including national accounts, irrespective of industry. These programs are designed to help insureds address the
significant costs of financing and managing risk for workers’ compensation and general and auto liability coverages. A variety
of program structures are offered to support each client’s risk financing needs including: large deductible captives, third-party
rent-a-captives, funded deductibles, and net present value and other risk financing structures, including a prospective
close-out product. ACE Risk Management ceased assuming securitization and financial guarantee exposure in 2004.
* ACE Global Underwriting Group, specializing in global programs and specialty coverages, provides comprehensive risk
management programs and services to mid- to large-size U.S.-based companies, not-for-profit, and government entities. The
group’s key products include global property, corporate risk property, inland marine, foreign casualty, commercial marine,
energy, and aerospace. In addition, this group provides specialty personal lines coverage for recreational marine distributed
through a network of specialty agents.
» ACE Casualty Risk offers specialty casualty products and services to a broad range of customers, ranging from middle market
to the large multinational clients. Key coverages offered by ACE Casualty Risk include umbrella and excess liability, environ-
mental risk for commercial and industrial risks, and wrap-up programs written on a loss-sensitive basis, protecting contractors
and project sponsors with multi-risk coverage on large single- and multi-location construction projects. Small to mid-size busi-
nesses can purchase workers’ compensation coverage through this unit’s Internet-based ACE Completesm product.
* ACE Professional Risk (Professional Risk) provides management liability and professional liability (D&O and E&Q), as well as
surety and kidnap & extortion products that are designed to meet the needs of our insureds.
* ACE Canada (ACE USA's Canadian operations) offers a broad range of P&C products as well as life and A&H coverage. ACE
Canada specializes in providing customize products to commercial and industrial clients as well as to groups and associations,
operating nationally or internationally.
* ACE Accident & Health works with employers, travel agencies, and affinity groups to offer a variety of accident and other
supplemental insurance programs. Key products include Employee Benefit Plans (basic and voluntary accidental death and
dismemberment, limited medical insurance for vision, dental and prescription drugs), occupational accident, student accident,
and worldwide travel accident and global medical programs. With respect to products that include supptemental medical and
hospital indemnity coverages, we typically pay fixed amounts for claims and are therefore insulated from rising health care



costs. ACE Accident & Health also provides specialty personal lines products, including credit card enhancement programs
(identity theft, rental car collision damage waiver, trip travel, and purchase protection benefits), and disaster recovery programs
distributed through affinity groups.

« ACE Medical Risk offers a wide range of liability products for the healthcare industry. These include primary coverages for
professional liability and general liability for selected types of medical facilities, excess/umbrella liability for medical facilities,
primary and excess coverages for products liability for biotechnology and specialty pharmaceutical companies, and liability
insurance for human clinical trials.

« ESIS Inc. (ESIS), ACE USA's in-house third-party claims administrator, performs claims management and risk control serv-
ices for domestic and international organizations that self-insure P&C exposures. These services include comprehensive
medical managed care, integrated disability services and pre-loss control and risk management services. Additional insurance-
related services are offered by ESIS’s Recovery Services International, which provides salvage and subrogation and health care
recovery services. ESIS's services are available through a preferred relationship with ACE Risk Management or separately for
those clients that select insurance and claims management services independently. The operating results for ESIS are included
in Insurance — North American’s administrative expenses.

ACE Westchester offers wholesale distribution of excess and surplus property, inland marine, casualty, professional lines,
and environmental liability products. Through its Program division, ACE Westchester also provides coverage for agriculture
business and specialty programs, writing a variety of commercial coverages through program agents, including sports/leisure
activities, farm, and crop/hail insurance. We are, and have been since the 1980s, one of the leading writers of crop insurance
in the U.S. and conduct such business through Rain and Hail L.L.C., an MGA. We provide protection throughout the U.S. and
are therefore geographically diversified which reduces the risk of exposure to heavy accumulation of losses in any one region.
For more information, refer to “Crop Insurance”, under item 7.

ACE Bermuda targets Fortune 1000 companies and underwrites exposures that are generally low-frequency, high-severity
on an excess of loss basis. Its principal lines of business are excess liability, professional lines, excess property, and political
risk, the latter being written on a subscription basis by Sovereign Risk Insurance Ltd. (Sovereign), a wholly owned managing
agent. ACE Bermuda accesses its clients primarily through the Bermuda offices of major, internationally recognized insurance
brokers.

ACE Private Risk Services provides specialty coverages including homeowners, automobile, umbrella liability, fine art and
collections insurance for affluent individuals and families in North America. ACE Private Risk Services' products are distributed
through independent regional agents and brokers.

Competitive Environment

ACE USA and ACE Westchester compete against a number of large, national carriers as well as regional competitors in certain
territories. The markets in which ACE USA and ACE Westchester compete are subject to significant cycles of fluctuating
capacity and wide disparities in price adequacy. We strive to offer superior service, which we believe has differentiated us from
our competitors. For example, ACE USA's ACE Risk Management unit has instituted national service standards on service
deliverables such as policy issuance, invoicing, program adjustments, legal agreements, and premium audit activities. The
ACE USA and ACE Westchester operations pursue a specialist strategy and focus on market opportunities where we can
compete effectively based on service levels and product design, while still achieving an adequate level of profitability. A com-
petitive advantage is also achieved through ACE USA'’s innovative product offerings and our ability to provide multiple products
to a single client due to our nationwide local presence. An additional competitive strength of all our domestic commercial units
is the ability to deliver global products and coverage to customers in concert with our Insurance — Overseas General segment.
ACE USA has grown, in part, from the leveraging of cross-marketing opportunities with our other operations to take advantage
of our organization’s global presence. ACE Bermuda competes against international commercial carriers writing business on an
excess of loss basis. ACE Private Risk Services competes against insurance companies of varying sizes that sell products
through various distribution channels, including through the Internet.

Insurance — Overseas General

Overview

The Insurance — Overseas General segment, which accounted for 40 percent of 2008 consolidated net premiums earned,
writes a variety of insurance coverage including P&C, professional lines, marine, energy, aviation, political risk, specialty
consumer-oriented products, and A&H.



Insurance — Overseas General comprises ACE International, our network of indigenous retail insurance operations outside
North America, and the wholesale insurance operations of ACE Global Markets, our London-based excess and surplus lines
business that includes Lloyd’s Syndicate 2488 (Syndicate 2488). The reinsurance operation of ACE Global Markets is
included in the Global Reinsurance segment. From April 1, 2008, Insurance — Overseas General also includes the interna-
tional A&H and life business of Combined Insurance. ACE Global Markets offers an extensive product range through its unigque
parallel distribution of products via ACE European Group Limited (AEGL) and Syndicate 2488. ACE provides funds at Lloyd's
to support underwriting by Syndicate 2488, which is managed by ACE Underwriting Agencies Limited and has an under-
writing capacity of £285 million in 2009, compared with £330 million in 2008. ACE Global Markets and AEGL are London-
based and regulated by the Financial Services Authority, the U.K. insurance regulator. AEGL underwrites U.K. and Continental
Europe insurance and reinsurance business.

Products and Distribution

ACE International maintains a presence in every major insurance market in the world and with operations in over 50 countries
is organized geographically along product lines that provide dedicated underwriting focus to customers. ACE International’s
P&C business is generally written, on both a direct and assumed basis, through major international, regional, and local brokers
and agents. A&H and other consumer lines products are distributed through brokers, agents, direct marketing programs, and
sponsor relationships. Property insurance products include traditional commercial fire coverage as well as energy
industry-related, construction, and other technical coverages. Principal casualty products are commercial primary and excess
casualty, environmental, and general liability. ACE International provides D&O, and professional indemnity coverages. Marine
cargo and hull coverages are written in the London market as well as in marine markets throughout the world. The A&H
insurance operations provide products that are designed to meet the insurance needs of individuals and groups outside of U.S.
insurance markets. These products have been representing an increasing portion of ACE International’s business in recent
years and include, but are not limited to, accidental death, medical and hospital indemnity, and income protection coverages.
We are not in the primary health care business. With respect to our supplemental medical and hospital indemnity products,
we typically pay fixed amounts for claims and are therefore insulated from rising health care costs. ACE International’s personal
lines operations provide specialty products and services designed to meet the needs of specific target markets and include, but
are not limited to, property damage, auto, homeowners, and personal liability.

Following is a discussion of Insurance — Overseas General's four regions of operations: ACE European Group (which is
comprised of ACE Europe and ACE Global Markets branded business), ACE Asia Pacific, ACE Far East, and ACE Latin America.
« ACE European Group is headquartered in London and offers a broad range of P&C and specialty coverages principally
directed at large and mid-sized corporations, as well as individual consumers. ACE European Group operates in every major
market in the European Union. Commercial products are principally distributed through brokers while consumer products
(mainly A&H) are distributed through brokers as well as through direct marketing programs. ACE European Group also has
operations in South Africa, Central and Eastern Europe, the Commonwealth of Independent States (the CIS), and the Middle
East and North Africa. Our operations in these regions underwrite P&C and A&H business. ACE operations within Central and
Eastern Europe and the CIS markets include insurance subsidiaries and branches in Russia, Poland, Hungary, Czech Repub-
lic, and Turkey. The Middle East and North Africa region includes insurance subsidiaries and joint ventures in Bahrain, Egypt,
Pakistan, Saudi Arabia, and the United Arab Emirates. ACE Global Markets primarily underwrites P&C insurance through
Syndicate 2488 and AEGL. ACE Global Markets utilizes Syndicate 2488 to underwrite P&C business on a global basis through
Lloyd’s worldwide licenses. ACE Global Markets utilizes AEGL to underwrite similar classes of business through its network of
U.K. and Continental Europe licenses, and in the U.S. where it is eligible to write excess & surplus business. Factors influenc-
ing the decision to place business with Syndicate 2488 or AEGL include licensing eligibilities, capitalization requirements, and
client/broker preference. All business underwritten by ACE Global Markets is accessed through registered brokers. The main
lines of business include aviation, property, energy, professional lines, marine, political risk, and A&H.

« ACE Asia Pacific is headquartered in Singapore and has an extensive network of operations serving Australia, Hong Kong,
India, Indonesia, Korea, Macau, Malaysia, New Zealand, the Philippines, Singapore, Taiwan, Thailand, and Vietnam. ACE
Asia Pacific offers a broad range of P&C, A&H, and specialty coverages principally directed at large and mid-sized corporations
as well as individual consumers. This region also provides management, underwriting, and administrative support to our
equity investee, Huatai Insurance Company of China, Limited.

« ACE Far East is based in Tokyo and offers a broad range of P&C, A&H, and personal lines insurance products and services to
businesses and consumers in Japan, principally delivered through an extensive agency network.

« ACE Latin America includes business operations throughout Latin America and the Caribbean, including offices in Argentina,
Brazil, Chile, Colombia, Ecuador, Mexico, Panama, Peru, and Puerto Rico. ACE Latin America focuses on providing P&C,



A&H, and specialty personal lines insurance products and services to both large and small commercial clients as well as
individual consumers. ACE Latin America distributes its products through brokers (for its commercial business) and direct
marketing and sponsored programs (for its consumer business).

Combined Insurance uses an international sales force of approximately 3,300 independent contractor agents to distribute
a wide range of accident and health products, including short-term disability, critical conditions and cancer aid, hospital con-
finement/recovery, and long-term coverage. Most of these products are primarily fixed-indemnity obligations and are not
subject to escalating medical cost inflation.

Competitive Environment

ACE International’s primary competitors include U.S.-based companies with global operations, as well as non-U.S. global car-
riers and indigenous companies in regional and local markets. For the A&H lines of business, including those offered by
Combined Insurance, locally-based competitors include financial institutions and bank-owned insurance subsidiaries. Our
international operations have the distinct advantage of being part of one of the few international insurance groups with a global
network of licensed companies able to write policies on a locally admitted basis. The principal competitive factors that affect
the international operations are underwriting expertise and pricing, relative operating efficiency, product differentiation, pro-
ducer relations, and the quality of policyholder services. A competitive strength of our international operations is our global
network and breadth of insurance programs, which assist individuals and business organizations to meet their risk manage-
ment objectives. Insurance operations in over 50 countries also represent a competitive advantage in terms of depth of local
technical expertise, accomplishing a spread of risk, and offering a global network to service multi-national accounts.

ACE Global Markets is one of the preeminent international specialty insurers in London and is an established lead under-
writer on a significant portion of the risks underwritten, particularly within the aviation and marine lines of business. This
leadership position allows ACE Global Markets to set the policy terms and conditions of many of the policies written. All lines
of business face competition, depending on the business class, from Lloyd’s syndicates, the London market, and other major
international insurers and reinsurers. Competition for international risks is also seen from domestic insurers in the country of
origin of the insured. ACE Global Markets differentiates itself from competitors through long standing experience in its product
lines, its multiple insurance entities (Syndicate 2488 and AEGL), and the quality of its underwriting and claims service.

Global Reinsurance

Overview

The Global Reinsurance segment, which accounted for eight percent of 2008 consolidated net premiums earned, represents
ACE's reinsurance operations comprising ACE Tempest Re Bermuda, ACE Tempest Re USA, ACE Tempest Re Europe, and
ACE Tempest Re Canada. Global Reinsurance includes ACE Global Markets’ reinsurance operations, as well as an under-
writing presence at Lloyd's Reinsurance Company (China) Limited, Lioyd’s new licensed reinsurance company based in
Shanghai. Global Reinsurance markets its reinsurance products worldwide under the ACE Tempest Re brand name and pro-
vides a broad range of coverages to a diverse array of primary P&C companies. Over the last five years, Global Reinsurance
has expanded beyond catastrophe lines to become a leading global multi-line reinsurance business with underwriting offices in
Bermuda, London, Montreal, Stamford, and Zurich.

Products and Distribution

Global Reinsurance services clients globally through its major units: ACE Tempest Re Bermuda, ACE Tempest Re USA, ACE
Tempest Re Europe, and ACE Tempest Re Canada. Through these operations, we are able to provide a complete portfolio of
products on a global basis to clients. Major international brokers submit business to one or more of these units’ underwriting
teams who have built strong relationships with both key brokers and clients by explaining their approach and demonstrating
consistently open, responsive, and dependable service.

ACE Tempest Re Bermuda principally provides property catastrophe reinsurance, on an excess of loss per occurrence
basis globally to insurers of commercial and personal property. Property catastrophe reinsurance on an occurrence basis pro-
tects a ceding company against an accumulation of losses covered by its issued insurance policies, arising from a common
event or occurrence. ACE Tempest Re Bermuda underwrites reinsurance principally on an excess of loss basis, meaning that
its exposure only arises after the ceding company's accumulated losses have exceeded the attachment point of the reinsurance
policy. ACE Tempest Re Bermuda also writes other types of reinsurance on a limited basis for selected clients. Examples
include proportional property (reinsurer shares a proportional part of the premiums and losses of the ceding company) and per
risk excess of loss treaty reinsurance (coverage applies on a per risk basis rather than per event or aggregate basis), together



with specialty lines (catastrophe workers’ compensation and terrorism). ACE Tempest Re Bermuda's business is produced
through reinsurance intermediaries.

ACE Tempest Re USA writes all lines of traditional and specialty P&C reinsurance for the North American market, with a
focus on writing property per risk and casualty reinsurance, including medical malpractice and surety, principally on a treaty
basis, with a weighting towards casualty. This unit's diversified portfolio is produced through reinsurance intermediaries.

ACE Tempest Re Europe provides treaty reinsurance of P&C business of insurance companies worldwide, with emphasis
on non-U.S. and London market risks. ACE Tempest Re Europe writes all lines of traditional and specialty reinsurance includ-
ing property, casualty, marine, aviation, and medical malpractice through our London- and Zurich-based divisions. The
London-based divisions of ACE Tempest Re Europe focus on the development of business sourced through London market
brokers and, consequently, write a diverse book of international business utilizing Lloyd’s Syndicate 2488 and AEGL. The
Zurich-based division focuses on providing reinsurance to continental European insurers via continental European brokers.

ACE Tempest Re Canada commenced writing business in 2007, offering a full array of P&C reinsurance to the Canadian
market. ACE Tempest Re Canada provides its coverage through its Canadian company platform and also offers its clients
access to Lloyd’s Syndicate 2488.

Competitive Environment

The Global Reinsurance segment competes worldwide with major U.S. and non-U.S. reinsurers as well as reinsurance depart-
ments of numerous multi-line insurance organizations. Global Reinsurance is considered a lead reinsurer and is typically
involved in the negotiation and guotation of the terms and conditions of the maijority of the contracts in which it participates.
Global Reinsurance competes effectively in P&C markets worldwide because of its strong capital position, the quality of service
provided to customers, the leading role it plays in setting the terms, pricing, and conditions in negotiating contracts, and its
customized approach to risk selection. Over the last two years, we have also experienced clients who are increasing their risk
retention, which resulted in increased competition in the reinsurance marketplace. The key competitors in our markets vary by
geographic region and product line. Further, over the last several years, capital markets participants have developed financial
products intended to compete with traditional reinsurance. In addition, government sponsored or backed catastrophe funds
can affect demand for reinsurance.

Life Insurance and Reinsurance

Overview

Life Insurance and Reinsurance, which accounted for nine percent of 2008 consolidated net premiums earned, includes the
operations of ACE Tempest Life Re (ACE Life Re), ACE International Life, and from April 1, 2008, the North American A&H
and life business of Combined Insurance. ACE Life Re helps clients (ceding companies) manage mortality, morbidity, lapse,
and/or capital market risks embedded in their books of business. ACE Life Re comprises two companies. The first is a
Bermuda-based niche company in the life reinsurance market that provides reinsurance coverage to other life insurance
companies, focusing primarily on guarantees included in certain fixed and variable annuity products and also on more tradi-
tional mortality reinsurance protection. The second is a U.S.-based traditional life reinsurance company licensed in 49 states
and the District of Columbia, offering reinsurance capacity for the individual life business utilizing yearly renewable term and
coinsurance structures. ACE International Life provides traditional life insurance protection and investment and savings prod-
ucts to individuals in several countries including Egypt, Taiwan, Thailand, Vietnam, the United Arab Emirates, and in China
through a partially-owned company. Combined Insurance distributes specialty individual accident and supplemental health
and life insurance products targeted to middle income consumers in the U.S. and Canada.

Products and Distribution

ACE Life Re markets its products directly to clients as well as through reinsurance intermediaries. The marketing plan seeks to
capitalize on the relationships developed by our executive officers and underwriters with members of the actuarial profession
and executives at client companies. ACE Life Re targets potential ceding insurers that it believes would benefit from its
reinsurance products based on analysis of publicly available information and other industry data. In addition, reinsurance
transactions are often placed by reinsurance intermediaries and consultants. ACE Life Re works with such third party market-
ers in an effort to maintain a high degree of visibility in the reinsurance marketplace. ACE Life Re's strategy and business does
not depend on a single client or a few clients. A significant percentage of our total revenue and income/losses in Bermuda
derives from our core line of business, which is primarily the reinsurance of variable annuity guarantees, including guaranteed
minimum death benefits, guaranteed minimum income benefits, and living benefit guarantees. This business is managed with



a long-term perspective, and short-term earnings volatility is expected. Our primary focus in the Bermuda operation is to suc-
cessfully manage the current portfolio of risk in the variable annuity line of business. ACE Life Re is currently not quoting on
new opportunities in the variable annuity reinsurance marketplace. The Bermuda operation also participates in the traditional
mortality reinsurance marketplace. In the U.S., our core business is growing and is comprised of treaties with significant play-
ers in the U.S. individual life insurance market. We will continue to grow this fine by entering into reinsurance agreements that
are consistent with our underwriting and profit objectives.

ACE International Life offers a broad portfolio of products including whole life, endowment plans, individual term life,
group term life, personal accident, universal life, and variable annuity contracts. The policies written by ACE International Life
generally provide funds for dependents of insureds after death but many also have a savings component. ACE International
Life sells to consumers through a variety of distribution channels including agency, bancassurance, worksite marketing, brok-
ers, and telemarketing through affinity groups. We continue to expand this business with a focus on opportunities in emerging
markets that we believe will ultimately result in strong and sustainable operating profits as well as favorable return on capital
commitments after an initial growth period.

Combined Insurance uses a North American sales force of over 3,000 agents to distribute a wide range of accident and
sickness insurance products, including short-term disability, critical conditions and cancer aid, Medicare products, hospital
confinement/recovery, and long-term coverage. Most of these products are primarily fixed-indemnity obligations and are not
subject to escalating medical cost inflation.

Competitive Environment

While ACE Life Re is not currently quoting on new opportunities in the variable annuity reinsurance marketplace, we continue
to monitor developments in this market. ACE Life Re writes traditional mortality reinsurance from both its Bermuda and U.S.
companies. The life reinsurance market for traditional mortality risk is highly competitive as most of the reinsurance companies
are well established, have significant operating histories, strong claims-paying ability ratings, and long-standing client relation-
ships through existing treaties with ceding companies. ACE Life Re competes effectively by leveraging the strength of its client
relationships, underwriting expertise and capacity, and our brand name and capital position.

ACE International Life's competition differs by location but generally includes multi-national insurers, and in some loca-
tions, local insurers, joint ventures, or state-owned insurers. ACE’s financial strength and reputation as an entrepreneurial
organization with a global presence gives ACE International Life a strong base from which to compete.

Combined Insurance competes for A&H business in the U.S. against numerous A&H and life insurance companies across
various industry segments.

Underwriting

ACE is an underwriting company and we strive to emphasize quality of underwriting rather than volume of business or market
share. Our underwriting strategy is to employ consistent, disciplined pricing and risk selection in order to maintain a profitable
book of business throughout market cycles. Clearly defined underwriting authorities, standards, and guidelines are in place in
each of our local operations and global profit centers. Global product boards ensure consistency of approach and the
establishment of best practices throughout the world. Our priority is to help ensure adherence to criteria for risk selection by
maintaining high levels of experience and expertise in our underwriting staff. In addition, we employ a business review struc-
ture that helps ensure controf of risk quality and conservative use of policy limits and terms and conditions.

Qualified actuaries in each region work closely with the underwriting teams to provide additional expertise in the under-
writing process. We use sophisticated catastrophe loss and risk modeling techniques designed to ensure appropriate spread of
risk and to analyze correlation of risk across different product lines and territories. This helps to ensure that losses are con-
tained within our risk tolerances and appetite for individual products lines, businesses, and ACE as a whole. We also purchase
reinsurance as a tool to diversify risk and limit the net loss potential of catastrophes and large or unusually hazardous risks,
refer to “Reinsurance Protection”. For more information refer to “Insurance and Reinsurance Markets”, under Item 1A,
“Catastrophe Exposure Management” and “Natural Catastrophe Reinsurance Program”, under ltem 7, and Note 5 to the Con-
solidated Financial Statements, under Item 8.

Reinsurance Protection

As part of our risk management strategy, we purchase reinsurance protection to mitigate our exposure to losses, including
catastrophes, to an acceptable level. Although reinsurance agreements contractually obligate our reinsurers to reimburse us for
an agreed-upon portion of our gross paid losses, this reinsurance does not discharge our primary liability to our insureds and,

10



thus, we ultimately remain liable for the gross direct loss. In certain countries, reinsurer selection is limited by local laws or
regulations. In those areas where there is more freedom of choice, the counterparty is selected based upon its financial
strength, management, line of business expertise, and its price for assuming the risk transferred. In support of this process, we
maintain an ACE authorized reinsurer list that stratifies these authorized reinsurers by classes of business and acceptable lim-
its. This list is maintained by our Reinsurance Security Committee (RSC), a committee comprised of senior management
personnel, and a dedicated reinsurer security team. Changes to the list are authorized by the RSC and recommended to the
Chair of the Enterprise Risk Management Board. The reinsurers on the authorized list and potential new markets are regularly
reviewed, and the list may be modified following these reviews. In addition to the authorized list, there is a formal exception
process that allows authorized reinsurance buyers to use reinsurers already on the authorized list for higher limits or different
lines of business, for example, or other reinsurers not on the authorized list if their use is supported by compelling business
reasons for a particular reinsurance program.

A separate policy and process exists for captive reinsurance companies. Generally, these reinsurance companies are estab-
lished by our clients or our clients have an interest in them. ltis generally our policy to obtain collateral equal to the expected
losses that may be ceded to the captive. Where appropriate, exceptions to the collateral requirement are granted but only after
senior management review. Specific collateral guidelines and an exception process are in place for ACE USA and Insurance -
Overseas General, both of which have credit management units evaluating the captive’s credit quality and that of their parent
company. The credit management units, working with actuarial, determine reasonable exposure estimates (collateral
calculations), ensure receipt of collateral in a form acceptable to the Company, and coordinate collateral adjustments as and
when needed. Currently, financial reviews and expected loss evaluations are performed annually for active captive accounts
and as needed for run-off exposures. In addition to collateral, parental guarantees are often used to enhance the credit quality
of the captive.

In general, we seek to place our reinsurance with highly rated companies with which we have a strong trading relation-
ship. For more information refer to “Catastrophe Exposure Management” and “Natural Catastrophe Reinsurance Program”,
under ltem 7, and Note 5 to the Consolidated Financial Statements, under item 8.

Unpaid Losses and Loss Expenses

We establish reserves for unpaid losses and loss expenses, which are estimates of future payments of reported and unreported
claims for losses and related expenses, with respect to insured events that have occurred. The process of establishing loss
reserves for P&C claims can be complex and is subject to considerable variability as it requires the use of informed estimates
and judgments based on circumstances known at the date of accrual. These estimates and judgments are based on numerous
factors, and may be revised as additional experience and other data become available and are reviewed, as new or improved
methodologies are developed, or as current laws change. We have actuarial staff in each of our operating segments who ana-
lyze insurance reserves and regularly evaluate the levels of loss reserves, taking into consideration factors that may impact the
ultimate settlement value of the unpaid losses and loss expenses. Any such revisions could result in future changes in esti-
mates of losses or reinsurance recoverable and would be reflected in our results of operations in the period in which the
estimates are changed. Losses and loss expenses are charged to income as incurred. The reserve for unpaid losses and loss
expenses represents the estimated ultimate losses and loss expenses less paid losses and loss expenses, and comprises case
reserves and incurred but not reported (IBNR) loss reserves. With the exception of certain structured settlements, for which the
timing and amount of future claim payments are reliably determinable, our loss reserves are not discounted for time value. In
connection with these structured settlements, we carry reserves of $106 million, net of discount, at December 31, 2008.

We implicitly consider the impact of various forms of inflation, for example medical and judicial, in estimating the reserve
for unpaid losses and loss expenses. There is no precise method for subsequently evaluating the adequacy of the consideration
given to inflation, since claim settlements are affected by many factors.

During the loss settlement period, which can be many years in duration, additional facts regarding individual claims and
trends often will become known. As these become apparent, case reserves may be adjusted by allocation from IBNR without
any change in the overall reserve. In addition, the circumstances of individual claims or the application of statistical and actua-
rial methods to loss experience data may lead to the adjustment of the overall reserves upward or downward from time to time.
Accordingly, the ultimate settlement of losses may be significantly greater than or less than reported loss and loss expense
reserves.

We have considered asbestos and environmental (A&E) claims and claims expenses in establishing the liability for unpaid
losses and loss expenses and have developed reserving methods which incorporate new sources of data with historical experi-
ence to estimate the ultimate losses arising from A&E exposures. The reserves for A&E claims and claims expenses represent
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management's best estimate of future loss and loss expense payments and recoveries that are expected to develop over the
next several decades. We continuously monitor evolving case law and its effect on environmental and latent injury claims and
we monitor A&E claims activity quarterly and perform a fult reserve review annually.

For each product line, management, in conjunction with internal actuaries, develops a “best estimate” of the ultimate set-
tlement value of the unpaid losses and loss expenses that it believes provides a reasonable estimate of the required reserve.
We evaluate our estimates of reserves quarterly in light of developing information and discussions and negotiations with our
insureds. While we are unable at this time to determine whether additional reserves, which could have a material adverse
effect upon our financial condition, results of operations, and cash flows, may be necessary in the future, we believe that our
reserves for unpaid losses and loss expenses are adequate as of December 31, 2008.

For more information refer to “Critical Accounting Estimates — Unpaid losses and loss expenses”, under ltem 7 and Note 7
to the Consolidated Financial Statements, under Item 8.

The “Analysis of Losses and Loss Expenses Development” table shown below presents for each balance sheet date over
the period 1998-2008, the gross and net loss and loss expense reserves recorded at the balance sheet date and subsequent
payments from the net reserves. The reserves represent the amount required for the estimated future settlement value of
liabilities incurred at or prior to the balance sheet date and those estimates may change subsequent to the balance sheet date
as new information emerges regarding the ultimate settlement value of the liability. Accordingly, the table also presents
through December 31, 2008, for each balance sheet date, the cumulative impact of subsequent valuations of the liabilities
incurred at the original balance sheet date. The data in the table is presented in accordance with reporting requirements of the
SEC. This table should be interpreted with care by those not familiar with its format or those who are familiar with other trian-
gulations arranged by origin year of loss such as accident or underwriting year rather than balance sheet date, as shown
below. To clarify the interpretation of the table, we use the reserves established at December 31, 1999, in the following
example.

The top two lines of the table show for successive balance sheet dates the gross and net unpaid losses and loss expenses
recorded as provision for liabilities incurred at or prior to each balance sheet date. It can be seen that at December 31, 1999,
a reserve of $9.244 billion net of reinsurance had been established.

The upper (paid) triangulation presents the net amounts paid as of periods subsequent to the balance sheet date. Hence
in the 2000 financial year, $2.717 billion of payments were made from the December 31, 1999, reserve balance established
for liabilities incurred prior to the 2000 financial year. At the end of the 2008 financial year this block of liabilities had resulted
in cumulative net payments of $7.495 billion.

The lower triangulation within the table shows the revised estimate of the net liability originally recorded at each balance
sheet date as of the end of subsequent financial years. With the benefit of actual loss emergence and hindsight over the
intervening period, the net liabilities incurred as of December 31, 1999, are now estimated to be $10.789 billion, rather than
the original estimate of $9.244 billion. One of the key drivers of this change has been adverse development on latent claims
that we categorize as asbestos and environmental losses and other run-off liabilities covered under the National Indemnity
Company (NICO) reinsurance treaties. Of the cumulative deficiency of $1.545 billion recognized in the nine years since
December 31, 1999, $427 million relates to non-latent claims and $1.118 billion relates to latent claims. The deficiency of
$1.545 billion was identified and recorded as follows; $16 million redundant in 2000, $4 million deficient in 2001, $526 mil-
lion deficient in 2002, $155 million deficient in 2003, $875 million deficient in 2004, $120 million redundant in 2005, $41
million deficient in 2006, $28 million redundant in 2007 and $108 million deficient in 2008.

Importantly, the cumulative deficiency or redundancy for different balance sheet dates are not independent and therefore,
should not be added together. In the last year, we have revised our estimate of the December 31, 1999, liabilities from
$10.681 billion to $10.789 billion. This adverse development of $108 million will also be included in each column to the
right of the December 31, 1999, column to recognize that this additional amount was also required in the reserves established
for each annual balance sheet date from December 31, 2000, to December 31, 2008.

The loss development table shows that our original estimate of the net unpaid loss and loss expense requirement at
December 31, 2007, of $23.592 billion has, with the benefit of actual loss emergence and hindsight, been revised to
$22.778 billion at December 31, 2008. This favorable movement of $814 million is referred to as prior period development
and is the net result of a number of underlying movements both favorable and adverse. The key underlying movements are
discussed in more detail within the “Prior Period Development” section of Item 7.

The bottom lines of the table show the re-estimated amount of previously recorded gross liabilities at December 31,
2008, together with the change in reinsurance recoverable. Similar to the net liabilities, the cumulative redundancy or defi-
ciency on the gross liability is the difference between the gross liability originally recorded and the re-estimated gross liability at
December 31, 2008. For example, with respect to the gross unpaid loss and loss expenses of $16.713 billion for 1999, by
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December 31, 2008, this gross liability was re-estimated to be $22.999 pillion, resulting in the cumulative deficiency on the
gross liability originally recorded for the 1999 balance sheet year of $6.286 billion. This deficiency relates primarily to U.S.
liabilities, including A&E liabilities for 1995 and prior. The gross deficiency results in a net deficiency of $1.545 billion as a
result of substantial reinsurance coverage that reduces the gross loss; approximately $2.2 billion was covered by reinsurance
placed when the risks were originally written and $1.25 billion of the remaining liability has been ceded to NICO.

We do not consider it appropriate to extrapolate future deficiencies or redundancies based upon the table, as conditions
and trends that have affected development of the liability in the past may not necessarily recur in the future. We believe that
our current estimates of net liabilities appropriately refiect our current knowledge of the business profile and the prevailing
market, social, legal and economic conditions while giving due consideration to historical trends and volatility evidenced in our
markets over the longer term. The key issues and considerations involved in establishing our estimate of the net liabilities are
discussed in more detail within the “Critical Accounting Estimates — Unpaid losses and loss expenses” section of ltem 7.

On July 2, 1999, we changed our fiscal year-end from September 30 to December 31. As a result, the information pro-
vided for the 1999 year is actually for the 15-month period from October 1, 1998, through December 31, 1999. For 1998,
the net unpaid losses and loss expenses are in respect of the annual period ending on September 30. We acquired Tarquin (a
Lloyds managing agency) on July 9, 1998. On January 2,1998, we acquired ACE US Holdings; on April 1, 1998, we
acquired CAT Limited; on July 2, 1999, we acquired ACE INA (CIGNA's P&C business) and on April 1, 2008 we acquired
Combined Insurance. The unpaid loss information has been included in the table commencing in the year of acquisition. As a
result, 1999 includes net reserves of $6.8 billion related to ACE INA at the date of acquisition and subsequent development
thereon.
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Analysis of Losses and Loss Expenses Development

Years ended December 31

(in millions of U.S.

dollars) 1998Mm 1999w 2000 2001 2002 2003 2004 2005 2006 2007 2008
Gross unpaid loss $ 3,738 $16,713 $17,603 $20,941 $24,597 $27,083 $31,483 $35,055 $35,517 $37,112 $37,176
Net unpaid loss 2,677 9,244 9,437 10,617 11,988 14,674 17,517 20,458 22,008 23,592 24,241
Net paid .
(Cumulative)
As Of:

1 year later 1,018 2,717 2,425 2,667 2,702 2,855 3,293 3,711 4,038 3,628

2 years later 1,480 4,119 3,850 4,640 4,379 4,878 5,483 6,487 6,356

3 years later 1,656 5,181 5,165 5,568 5,817 6,427 7,222 7,998

4 years later 1,813 6,217 5,515 6,688 7,009 7,819 8,066

5 years later 1,979 6,364 6,204 7,496 8,032 8,416

6 years later 2,041 6,880 6,638 8,014 8,390

7 years later 2,246 7,231 6,959 8,226

8 years later 2,300 7,448 7,036

9 years later 2,362 7,495

10 years later 2,398 )
Net Liabitity
Re-estimated
As Of:

Endofyear $ 2,677 $ 9,244 $ 9,437 $10,617 $11,988 $14,674 $17,517 $20,458 $22,008 $23,592 $24,241

1 year later 2,752 9,228 9,596 11,344 12,170 15,221 17,624 20,446 21,791 22,778

2 years later 2,747 9,232 10,712 11,552 13,215 15,468 17,672 20,366 21,188

3 years later 2,722 9,758 10,417 12,541 13,477 15,732 17,649 19,926

4 years later 2,731 9,913 11,297 12,725 13,790 16,015 17,530

5 years later 2,715 10,788 11,231 12,880 14,152 16,086

6 years later 2,853 10,668 11,395 13,013 14,201

7 years later 2,723 10,709 11,419 13,099

8 years later 2,702 10,681 11,520

9 years later 2,679 10,789

10 years later 2,675
Cumulative

redundancy/

(deficiency) on

net unpaid 2 (1,545) (2,083) (2,482) (2,213) (1,412) 8 532 820 814
Cumulative

deficiency

related to A&E (19) (1,118) (1,118) (1,113) (597) (597) (132) (132) (80) (51)
Cumulative

redundancy/

(deficiency) on

net unpaid 21 (427) (965) (1,369) (1,616) (815) 140 664 900 865
Gross unpaid

losses and loss

expenses end

of year $ 3,738 $16,713 $17,603 $20,941 $24,597 $27,083 $31,483 $35,055 $35,517 $37,112 $37,176
Reinsurance

recoverable on

unpaid losses 1,061 7,469 8,166 10,324 12,609 12,409 13,966 14,597 13,509 13,520 12,935
Net unpaid losses

and loss

expenses 2,677 9,244 9,437 10,617 11,988 14,674 17,517 20,458 22,008 23,592 24,241
Gross liability

re-estimated 4,262 22,999 24,128 28,343 29,526 30,692 32,011 33,804 34,414 35912
Reinsurance

recoverable on

unpaid losses 1,587 12,210 12,608 15,244 15,325 14,606 14,481 13,878 13,226 13,134
Net liability

re-estimated 2,675 10,789 11,520 13,099 14,201 16,086 17,530 19,926 21,188 22,778
Cumulative

redundancy/

(deficiency) on

gross unpaid

losses (524) (6,286) (6,525) (7,402) (4,929) (3,609) (528) 1,251 1,103 1,200

1 The 1998 year is for the year ended September 30, 1998. The 1999 year is for the 15-month period ended December 31, 1999.
2 This amount does not agree to the reconciliation of unpaid fosses and loss expenses on the table below due to the accounting treatment of a novation of a retroactive

assumed loss portfolio transfer from 2002 resulting in the elimination of the deferred asset of $79 million and the reduction of the related reserve.
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Reconciliation of Unpaid Losses and Loss Expenses

Years ended December 31

(in millions of U.S. dollars) 2008 2007 2006
Gross unpaid losses and loss expenses at beginning of year $ 37,112 $ 35517 $ 35055
Reinsurance recoverable on unpaid losses (13,520) (13,509) (14,597)
Net unpaid losses and loss expenses at beginning of year 23,592 22,008 20,458
Acquisition (sale) of subsidiaries 353 - (472)
Total 23,945 22,008 19,986
Net losses and loss expenses incurred in respect of losses occurring in:
Current year 8,417 7,568 7,082
Prior year (814) (217) (12)
Total 7,603 7,351 7,070
Net losses and loss expenses paid in respect of losses occurring in:
Current year 2,699 1,975 1,748
Prior year 3,628 3,959 3,711
Total 6,327 5,934 5,459
Foreign currency revaluation and other (980) 167 411
Net unpaid losses and loss expenses at end of year 24,241 23,592 22,008
Reinsurance recoverable on unpaid losses 12,935 13,520 13,509
Gross unpaid losses and loss expenses at end of year $ 37176 $ 37,112 $ 35,517

Net losses and loss expenses incurred for the year ended December 31, 2008, were $7.6 billion, compared with $7.4 billion
and $7.1 billion in 2007 and 2006, respectively. Net losses and loss expenses incurred for 2008, 2007, and 2006 include
$814 million, $217 million, and $12 million of net favorable prior period development, respectively. For more information,
refer to the “Prior Period Development” section of ltem 7.

Investments

Our principal investment objective is to ensure that funds will be available to meet our primary insurance and reinsurance
obligations. Within this broad liquidity constraint, the investment portfolio’s structure seeks to maximize return subject to
specifically-approved guidelines of overall asset classes, credit quality, liquidity, and volatility of expected returns. As such, our
investment portfolio is invested primarily in investment-grade fixed-income securities as measured by the major rating agen-
cies.

The management of our investment portfolio is the responsibility of ACE Asset Management. ACE Asset Management, an
indirect wholly-owned subsidiary of ACE, operates principally to guide and direct our investment process. In this regard, ACE
Asset Management:

« conducts formal asset allocation modeling for each of the ACE subsidiaries, providing formal recommendations for the portfo-
lio's structure;

« establishes recommended investment guidelines that are appropriate to the prescribed asset allocation targets;

» provides the analysis, evaluation, and selection of our external investment advisors;

« establishes and develops investment-related analytics to enhance portfolio engineering and risk control;

« monitors and aggregates the correlated risk of the overall investment portfolio; and

« provides governance over the investment process for each of our operating companies to ensure consistency of approach
and adherence to investment guidelines.

For the portfolio, we determine allowable, targeted asset allocation and ranges for each of the operating segments. These
asset allocation targets are derived from sophisticated asset and liability modeling that measures correlated histories of returns
and volatility of returns. Allowable investment classes are further refined through analysis of our operating environment, includ-
ing expected volatility of cash flows, overall capital position, reguatory, and rating agency considerations.

The Finance and Investment Committee of the Board of Directors approves asset allocation targets and reviews our invest-
ment policy to ensure that it is consistent with our overall goals, strategies, and objectives. Overall investment guidelines are
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reviewed and approved by the Finance and Investment Committee to ensure that appropriate levels of portfolio liquidity, credit
quality, diversification, and volatility are maintained. In addition, the Finance and Investment Committee systematically
reviews the portfolio’s exposures to capture any potential violations of investment guidelines.

Within the guidelines and asset allocation parameters established by the Finance and Investment Committee, individual
investment committees of the operating segments determine tactical asset allocation. Additionally, these committees review all
investment-related activity that affects their operating company, including the selection of outside investment advisors, pro-
posed asset allocations changes, and the systematic review of investment guidelines.

For additional information regarding the investment portfolio, including breakdowns of the sector and maturity dis-
tributions, refer to Note 4 to the Consolidated Financial Statements, under ltem 8.

Regulation

Our insurance and reinsurance subsidiaries conduct business globally, including in all 50 states of the United States and the
District of Columbia. Our businesses in each of these jurisdictions are subject to varying degrees of regulation and supervision.
The laws and regulations of the jurisdictions in which our insurance and reinsurance subsidiaries are domiciled require,
among other things, that these subsidiaries maintain minimum levels of statutory capital, surplus and liquidity, meet solvency
standards, and submit to periodic examinations of their financial condition. The complex regulatory environments in which
ACE operates are subject to change and are regularly monitored. The following is an overview discussion of regulations for our
operations in Switzerland, the U.S., Bermuda, and other international locations.

Swiss Operations
The Swiss Financial Market Supervisory Authority, which we refer to as “FINMA," has the discretion to supervise our group
activities. Under so-called “group supervision,” FINMA has the right to supervise the Company on a group-wide basis. The
regulatory power of FINMA covers in particular the following areas:
* reporting on organization;
* reporting on structure;
* * reporting on internal transactions;
* solvency;
* group/conglomerate report; and
* corporate governance/risk management/internal control system

In March 2008, we received written confirmation from the Federal Office of Private Insurance (FOPI), a FINMA prede-
cessor insurance supervising authority, that it does not intend to subject us to group supervision so long as certain business
parameters within Switzerland are not exceeded. While we currently intend to operate within these parameters, we cannot
assure you that our future business needs may not require that we exceed these parameters or that FINMA will not change
these parameters or otherwise determine to exercise group supervision over us. The costs and administrative burdens of group
supervision could be substantial. Late in 2008, we formed ACE Insurance (Switzerland) Limited which offers various
insurance covers to small and mid-sized Swiss companies, as well as A&H solutions to individuals. We have also formed a
reinsurance subsidiary named ACE Reinsurance (Switzerland) Limited, which we intend to operate as a provider of
reinsurance to other ACE entities. Both new companies are licensed and governed by FINMA.

U.S. Operations

Our U.S. insurance subsidiaries are subject to extensive regulation and supervision by the states in which they do business.
The laws of the various states establish departments of insurance with broad authority to regulate, among other things: the
standards of solvency that must be met and maintained, the licensing of insurers and their producers, approval of policy forms
and rates, the nature of and limitations on investments, restrictions on the size of the risks which may be insured under a sin-
gle policy, deposits of securities for the benefit of policyholders, requirements for the acceptability of reinsurers, periodic
examinations of the affairs of insurance companies, the form and content of reports of financial condition required to be filed,
and the adequacy of reserves for unearned premiums, losses, and other pUrposes.

Our U.S. insurance subsidiaries are required to file detailed annual and quarterly reports with state insurance regulators in
each of the states in which they do business. In addition, our U.S. insurance subsidiaries’ operations and financial records are
subject to examination at regular intervals by state regulators.

All states have enacted legislation that regulates insurance holding companies. This legislation provides that each
insurance company in the system is required to register with the insurance department of its state of domicile and furnish
information concerning the operations of companies within the holding company system that may materially affect the oper-
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ations, management, or financial condition of the insurers within the system. All transactions within a holding company sys-
tem must be fair and equitable. Notice to the insurance departments is required prior to the consummation of transactions
affecting the ownership or control of an insurer and of certain material transactions between an insurer and an entity in its
holding company system; in addition, certain transactions may not be consummated without the department's prior approval.

Statutory surplus is an important measure utilized by the regulators and rating agencies to assess our U.S. insurance
subsidiaries’ ability to support business operations and provide dividend capacity. Our U.S. insurance subsidiaries are subject
to various state statutory and regulatory restrictions that limit the amount of dividends that may be paid without prior approval
from regulatory authorities. These restrictions differ by state, but are generally based on calculations incorporating statutory
surplus, statutory net income, and/or investment income.

The National Association of Insurance Commissioners (NAIC) has a risk-based capital requirement for P&C insurance
companies. This risk-based capital formula is used by many state regulatory authorities to identify insurance companies that
may be undercapitalized and which merit further regulatory attention. These requirements are designed to monitor capital
adequacy using a formula that prescribes a series of risk measurements to determine a minimum capital amount for an
insurance company, based on the profile of the individual company. The ratio of a company's actual policyholder surplus to its
minimum capital requirement will determine whether any state regulatory action is required. There are progressive risk-based
capital failure levels that trigger more stringent regulatory action. If an insurer’s policyholders’ surplus falls below the Man-
datory Control Level (70 percent of the Authorized Control Level, as defined by the NAIC), the relevant insurance commissioner
is required to place the insurer under regulatory control. However, an insurance commissioner may allow a P&C company
operating below the Mandatory Control Level that is writing no business and is running off its existing business to continue its
run-off. Brandywine is running off its liabilities consistent with the terms of an order issued by the Insurance Commissioner of
Pennsylvania. This includes periodic reporting obligations to the Pennsylvania Insurance Department.

In November 2002, the U.S. Congress passed the Terrorism Risk Insurance Act (TRIA), which was amended and restated
in 2005, and again in 2007. The 2007 TRIA extension renews the program for seven years, through 2014. TRIA was
enacted to ensure the availability of insurance coverage for certain types of terrorist acts in the U.S. and requires that qualifying
insurers offer terrorism insurance coverage in all P&C insurance policies on terms not materially different than terms applicable
to other losses. The U.S. federal government covers 85 percent of the losses from covered certified acts of terrorism, in excess
of a specified deductible amount calculated as a percentage of an affiliated insurance group’s prior year premiums on
commercial lines policies covering risks in the U.S. This specified deductible amount is 20 percent of such premiums for
losses occurring in the prior year. Further, to trigger coverage under TRIA, the aggregate industry P&C insurance losses result-
ing from an act of terrorism must exceed $100 million. In the 2007 extension, TRIA was expanded to apply to losses resulting
from attacks that have been committed by individuals on behalf of a foreign person or foreign interest, as well as acts of
domestic terrorism. Further, any such attack must be certified as an “act of terrorism” by the U.S. federal government, and
such decision is not subject to judicial review.

Our U.S. subsidiaries are also subject to the general laws of the states and other jurisdictions in which they do business.
Beginning in 2004, ACE and its subsidiaries and affiliates received numerous subpoenas, interrogatories, and civil inves-
tigative demands in connection with certain investigations of insurance industry practices. These inquiries have been issued by
a number of attorneys general, state departments of insurance, and other authorities, including the New York Attorney General
(NYAG), the Pennsylvania Insurance Department, and the SEC. These inquiries seek information concerning underwriting
practices and non-traditional or loss mitigation insurance products. To the extent they are ongoing, ACE is cooperating and will
continue to cooperate with such inquiries. Information on the insurance industry investigations, including settlement agree-
ments and related matters, is set forth in Note 10 to the Consolidated Financial Statements, under ltem 8.

Bermuda Operations

In Bermuda, our insurance subsidiaries are principally regulated by the Insurance Act 1978 (as amended) and related regu-
lations (the Act). The Act imposes solvency and liquidity standards as well as auditing and reporting requirements, and grants
the Bermuda Monetary Authority (the Authority) powers to supervise, investigate, and intervene in the affairs of insurance
companies. Significant requirements include the appointment of an independent auditor, the appointment of a loss reserve
specialist, and the filing of the Annual Statutory Financial Return with the Executive Member responsible for Insurance (the
Executive). The Executive is the chief administrative officer under the Act. We must comply with provisions of the Companies
Act 1981 regulating the payment of dividends and distributions. A Bermuda company may not declare or pay a dividend or
make a distribution out of contributed surplus if there are reasonable grounds for believing that: (a) the company is, or would
after the payment be, unable to pay its liabilities as they become due; or (b) the realizable value of the company's assets
would thereby be less than the aggregate of its liabilities and its issued share capital and share premium accounts. Further, an
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insurer may not declare or pay any dividends during any financial year if it would cause the insurer to fail to meet its relevant
margins, and an insurer which fails to meet its relevant margins on the last day of any financial year may not, without the
approval of the Minister of Finance, declare or pay any dividends during the next financial year. In addition, some of ACE’s
Bermuda subsidiaries qualify as “Class 4" insurers and may not in any financial year pay dividends which would exceed 25
percent of their total statutory capital and surplus, as shown on their statutory balance sheet in relation to the previous finan-
cial year, unless they file a solvency affidavit at least seven days in advance.

The Executive may appoint an inspector with extensive powers to investigate the affairs of an insurer if he or she believes
that an investigation is required in the interest of the insurer's policyholders or persons who may become policyholders. In
order to verify or supplement information otherwise provided to him, the Executive may direct an insurer to produce documents
or information refating to matters connected with the insurer's business. If it appears to the Executive that there is a risk of the
insurer becoming insolvent, or that the insurer is in breach of the Act or any conditions of its registration under the Act, the
Executive may direct the insurer not to take on any new insurance business, not to vary any insurance contract if the effect
would be to increase the insurer's liabilities, not to make certain investments, to realize certain investments, to maintain in, or
transfer to the custody of a specified bank certain assets, not to declare or pay any dividends or other distributions, or to
restrict the making of such payments andjor to limit its premium income.

The Act also requires the Authority to supervise persons carrying on insurance business, insurance managers, and inter-
mediaries with the aim of protecting the interests of clients and potential clients of such persons.

The Act requires every insurer to appoint a principal representative resident in Bermuda and to maintain a principal office
in Bermuda. The principal representative must be knowledgeable in insurance and is responsible for arranging the main-
tenance and custody of the statutory accounting records and for filing the annual Statutory Financial Return.

Other International Operations

The extent of insurance regulation varies significantly among the countries in which the non-U.S. ACE operations conduct
business. While each country imposes licensing, solvency, auditing, and financial reporting requirements, the type and extent
of the requirements differ substantially. For example:

* in some countries, insurers are required to prepare and file quarterly financial reports, and in others, only annual reports;
* some regulators require intermediaries to be involved in the sale of insurance products, whereas other regulators permit
direct sales contact between the insurer and the customer:

* the extent of restrictions imposed upon an insurer's use of foreign reinsurance vary;

* policy form filing and rate regulation vary by country;

* the frequency of contact and periodic on-site examinations by insurance authorities differ by country; and

* regulatory requirements relating to insurer dividend policies vary by country.

Significant variations can also be found in the size, structure, and resources of the local regulatory departments that over-
see insurance activities. Certain regulators prefer close relationships with all subject insurers and others operate a risk-based
approach.

ACE operates in some countries through subsidiaries and in some countries through branches of those subsidiaries. Local
capital requirements applicable to a subsidiary generally include its branches. Certain ACE companies are jointly owned with
local companies to comply with legal requirements for local ownership. Other legal requirements include discretionary licens-
ing procedures, compulsory cessions of reinsurance, local retention of funds and records, data privacy and protection program
requirements, and foreign exchange controls. ACE’s international companies are also subject to multinational application of
certain U.S. laws.

Tax Matters
Refer to “Risk Factors”, under Item 1A below, and Note 2 m) to the Consolidated Financial Statements, under item 8.
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ITEM 1A. Risk Factors

Factors that could have a material impact on our results of operations or financial condition are outlined below. Additional risks
not presently known to us or that we currently deem insignificant may also impair our business or results of operations as they
become known facts or as facts and circumstances change. Any of the risks described below could result in a significant or
material adverse effect on our results of operations or financial condition.

Business

The current recession and other adverse consequences of the recent U.S. and global economic and financial industry downturns
could harm our business, our liquidity and financial condition, and our stock price.

Global market and economic conditions have been severely disrupted. These conditions may potentially affect (among other
aspects of our business) the demand for and claims made under our products, the ability of customers, counterparties and
others to establish or maintain their relationships with us, our ability to access and efficiently use internal and external capital
resources, the availability of reinsurance protection, the risks we assume under reinsurance programs covering variable annuity
guarantees, and our investment performance. Continued volatility in the U.S. and other securities markets may adversely affect
our stock price.

Our financial condition could be adversely affected by the occurrence of natural and man-made disasters.

We have substantial exposure to losses resulting from natural disasters, man-made catastrophes, and other catastrophic
events. Catastrophes can be caused by various events, including hurricanes, typhoons, earthquakes, hailstorms, explosions,
severe winter weather, fires, war, acts of terrorism, political instability, and other natural or man-made disasters. The incidence
and severity of catastrophes are inherently unpredictable and our losses from catastrophes could be substantial. In addition,
climate conditions, may be worsening, primarily through increases in global temperatures, which may in the future increase
the frequency and severity of natural catastrophes and the losses resulting there from. The occurrence of claims from cata-
strophic events could result in substantial volatility in our results of operations or financial condition for any fiscal quarter or
year. Increases in the values and concentrations of insured property may also increase the severity of these occurrences in the
future. Although we attempt to manage our exposure to such events through the use of underwriting controls and the purchase
of third-party reinsurance, catastrophic events are inherently unpredictable and the actual nature of such events when they
occur could be more frequent or severe than contemplated in our pricing and risk management expectations. As a result, the
occurrence of one or more catastrophic events could have a material adverse effect on our results of operations or financial
condition.

If actual claims exceed our loss reserves, our financial results could be adversely affected.

Our results of operations and financial condition depend upon our ability to assess accurately the potential losses associated
with the risks that we insure and reinsure. We establish reserves for unpaid losses and loss expenses, which are estimates of
future payments of reported and unreported claims for losses and related expenses, with respect to insured events that have
occurred at or prior to the date of the balance sheet. The process of establishing reserves can be highly complex and is subject
to considerable variability as it requires the use of informed estimates and judgments. These estimates and judgments are
based on numerous factors, and may be revised as additional experience and other data become available and are reviewed,
as new or improved methodologies are developed, as loss trends and claims inflation impact future payments, or as current
laws or interpretations thereof change.

We have actuarial staff in each of our operating segments who analyze insurance reserves and regularly evaluate the lev-
els of loss reserves. Any such evaluations could result in future changes in estimates of losses or reinsurance recoverable and
would be reflected in our results of operations in the period in which the estimates are changed. Losses and loss expenses are
charged to income as incurred. Reserves for unpaid losses and loss expenses represent the estimated ultimate losses and loss
expenses less paid losses and loss expenses, and is comprised of case reserves and IBNR. During the loss settlement period,
which can be many years in duration for some of our lines of business, additional facts regarding individual claims and trends
often will become known. As these become apparent, case reserves may be adjusted by allocation from IBNR without any
change in overall reserves. In addition, application of statistical and actuarial methods may require the adjustment of overall
reserves upward or downward from time to time.

Included in our liabilities for losses and loss expenses are liabilities for latent claims such as asbestos and environmental.
At December 31, 2008, these A&E liabilities represented approximately eight percent of our liabilities for losses and loss
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expenses. These claims are principally related to claims arising from remediation costs associated with hazardous waste sites
and bodily-injury claims related to exposure to asbestos products and environmental hazards. The estimation of these liabilities
is subject to many complex variables including: the current legal environment; specific settlements that may be used as prece-
dents to settle future claims; assumptions regarding multiple recoveries by claimants against various defendants; the ability of
a claimant to bring a claim in a state in which they have no residency or exposure; the ability of a policyholder to claim the
right to non-products coverage; whether high-level excess policies have the potential to be accessed given the policyholder's
claim trends and liability situation; payments to unimpaired claimants; and the potential liability of peripheral defendants.

Accordingly, the ultimate settlement of losses, arising from either latent or non-latent causes, may be significantly greater
or less than the loss and loss expense reserves held at the date of the balance sheet. If our loss reserves are determined to be
inadequate, we will be required to increase loss reserves at the time of such determination and our net income will be
reduced. If the increase in loss reserves is large enough, we could incur a net loss and a reduction of our capital.

The effects of emerging claim and coverage issues on our business are uncertain.

As industry practices and legislative, regulatory, judicial, social, financial and other environmental conditions change,
unexpected and unintended issues related to claims and coverage may emerge. These issues may adversely affect our busi-
ness by either extending coverage beyond our underwriting intent or by increasing the frequency and severity of claims. In
some instances, these changes may not become apparent until some time after we have issued insurance or reinsurance con-
tracts that are affected by the changes. As a result, the full extent of liability under our insurance or reinsurance contracts may
not be known for many years after a contract is issued.

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

We seek to limit our loss exposure by writing a number of our insurance and reinsurance contracts on an excess of l0ss basis.
Excess of loss insurance and reinsurance indemnifies the insured against losses in excess of a specified amount. In addition,
we limit program size for each client and purchase third-party reinsurance for our own account. In the case of our assumed
proportional reinsurance treaties, we seek per occurrence limitations or loss and loss expense ratio caps to limit the impact of
losses ceded by the client. In proportional reinsurance, the reinsurer shares a proportional part of the premiums and losses of
the reinsured. We also seek to limit our loss exposure by geographic diversification. Geographic zone limitations involve sig-
nificant underwriting judgments, including the determination of the area of the zones and the inclusion of a particular policy
within a particular zone's limits. Various provisions of our policies, such as limitations or exclusions from coverage or choice of
forum negotiated to limit our risks, may not be enforceable in the manner we intend. As a result, one or more catastrophic or
other events could result in claims that substantially exceed our expectations, which could have an adverse effect on our
results of operations or financial condition.

We may be unable to purchase reinsurance, and if we successfully purchase reinsurance, we are subject to the possibility of
non-payment.

We purchase reinsurance to protect certain ACE companies against catastrophes, to increase the amount of protection we can
provide our clients, and as part of our overall risk management strategy. Our reinsurance business also purchases some retro-
cessional protection. A retrocessional reinsurance agreement allows a reinsurer to cede to another company all or part of the
reinsurance that was originally assumed by the reinsurer. A reinsurer's or retrocessionaire’s insolvency, or inability or unwill-
ingness to make timely payments under the terms of its reinsurance agreement with us, could have an adverse effect on us
because we remain liable to the insured. From time to time, market conditions have limited, and in some cases have pre-
vented, insurers and reinsurers from obtaining the types and amounts of reinsurance or retrocessional reinsurance that they
consider adequate for their business needs.

There is no guarantee our desired amounts of reinsurance or retrocessional reinsurance will be available in the market-
place in the future. In addition to capacity risk, the remaining capacity may not be on terms we deem appropriate or
acceptable or with companies with whom we want to do business. Finally, we face some degree of counterparty risk whenever
we purchase reinsurance or retrocessional reinsurance. Consequently, the insolvency, inability or unwillingness of any of our
present or future reinsurers to make timely payments to us under the terms of our reinsurance or retrocessional agreements
could have an adverse effect on us. At December 31, 2008, we had $13.9 billion of reinsurance recoverables, net of reserves
for uncollectible recoverables.

As part of the restructuring of INA Financial Corporation and its subsidiaries that occurred in 1996, Insurance Company
of North America (INA) was divided into two separate corporations: an active insurance company that retained the INA name
and continued to write P&C business and an inactive run-off company, now called Century Indemnity Company (Century). The
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A&E exposures of substantially all of INA's U.S. P&C companies, now our subsidiaries, were either allocated to Century (as a
result of the restructuring) or reinsured to subsidiaries of Brandywine, primarily Century. Certain of our subsidiaries are primar-
ily liable for A&E and other exposures they have reinsured to Century. As of December 31, 2008, the aggregate reinsurance
balances ceded by our active subsidiaries to Century were $1.3 billion. Should Century experience adverse loss reserve devel-
opment in the future and should Century be placed into rehabilitation or liquidation, the reinsurance recoverables due to
Century's affiliates would be payable only after the payment in full of certain expenses and liabilities, including administrative
expenses and direct policy liabilities. Thus, the intercompany reinsurance recoverables would be at risk to the extent of the
shortage of assets remaining to pay these recoverables. While we believe the intercompany reinsurance recoverables from
Century are not impaired at this time, we cannot assure you that adverse development with respect to Century’s loss reserves,
if manifested, will not result in Century’s insolvency, which could result in our recognizing a loss to the extent of any
uncollectible reinsurance from Century.

Our net income may be volatile because certain products offered by our Life business expose us to reserve and fair value liability
changes that are directly affected by market and other factors and assumptions.

Our pricing and valuation of life insurance and annuity products, including reinsurance programs, are based upon various
assumptions, including but not limited to market changes, mortality rates, morbidity rates, and policyholder

behavior. Significant deviations in actual experience from our pricing assumptions could have an adverse effect on the profit-
ability of our products and our business.

Under reinsurance programs covering variable annuity guarantees, we assume the risk of guaranteed minimum death
benefits (GMDB) and guaranteed minimum income benefits (GMIB) associated with variable annuity contracts. Our net
income is directly impacted by changes in the reserves calculated in connection with the reinsurance of GMDB and GMIB
liabilities. In addition, our net income is directly impacted by the change in the fair value of the GMIB liability. The reserve and
fair value liability calculations are directly affected by market factors, including equity levels, interest rate levels, credit risk, and
implied volatilities. The reserve and fair value liability calculations are also affected by assumptions about policyholder mortal-
ity and changes in policyholder behavior, most significantly withdrawal and annuitization. Significant changes in behavior as a
result of policyholder reactions to market or economic conditions could be material. ACE views our variable annuity
reinsurance business as having a similar risk profile to that of catastrophe reinsurance, with the probability of fong-term eco-
nomic loss relatively small at the time of pricing. Adverse changes in market factors and policyholder behavior will have an
impact on both life underwriting income and net income. When evaluating these risks, we expect to be compensated for taking
both the risk of a cumulative long-term economic net loss, as well as the short-term accounting variations caused by these
market movements. Therefore, we evaluate this business in terms of its long-term economic risk and reward. Refer to the
“Critical Accounting Estimates — Guaranteed minimum income benefits derivatives”, under Item 7 and “Quantitative and Qual-
itative Disclosures about Market Risk — Reinsurance of GMIB and GMDB guarantees”, under Item 7A for more information.

A failure in our operational systems or infrastructure or those of third parties could disrupt business, damage our reputation, and
cause losses.

ACE’s operations rely on the secure processing, storage, and transmission of confidential and other information in its computer
systems and networks. ACE’s business depends on effective information systems and the integrity and timeliness of the data it
uses to run its business. Our ability to adequately price products and services, to establish reserves, to provide effective and
efficient service to our customers, and to timely and accurately report our financial results also depends significantly on the
integrity of the data in our information systems. Although we take protective measures and endeavor to modify them as
circumstances warrant, our computer systems, software, and networks may be vulnerable to unauthorized access, computer
viruses or other malicious code, and other events that could have security consequences. if one or more of such events occur,
this potentially could jeopardize ACE’s or our clients’ or counterparties’ confidential and other information processed and stored
in, and transmitted through, our computer systems and networks, or otherwise cause interruptions or malfunctions in ACE’s,
its clients’, its counterparties’, or third parties’ operations, which could result in significant losses or reputational damage. ACE
may be required to expend significant additional resources to modify our protective measures or to investigate and remediate
vulnerabilities or other exposures, and we may be subject to litigation and financial losses that are either not insured against or
not fully covered by insurance mainta