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“ACE performed well in 2008 – 
a direct result of our disciplined
approach to managing risk. Our
results stand out among financial
companies and demonstrate 
consistent performance even in
the most challenging of times.”
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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.



F I N A N C I A L  S U M M A R Y

(in millions of U.S. dollars Years Ended Percentage
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)1 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)1 7.72 8.07 -4%

Combined ratio2 89.6% 87.9% NM

Total assets 72,057 72,090 0%

Shareholders’ equity3 14,446 16,120 -10%

Book value per share 43.30 48.89 -11%

Return on equity4 16.8% 17.9% NM

Five-Year Financial Performance

Compound annual growth rates and averages, 2003-2008

Income excluding net realized gains (losses)1 15.7%

Shareholders’ equity3 11.8%

Book value per share 8.0%

Average return on equity4 14.6%

Average combined ratio2 92.2%

(1) 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.

(2) 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 million in preferred shares that were redeemed on June 13, 2008.
(4) Calculated using income excluding net realized gains (losses).
NM – not meaningful
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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

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
property 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.

T O  O U R  S H A R E H O L D E R S
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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.  

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.

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.

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 Ike and Gustav.
These were within our expectations of loss given our 
concentrations of exposure.

“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.”
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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. I 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. I 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
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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,

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

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.”
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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. I 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 I am confident we will take
advantage of that opportunity as it arises in our industry.
How, when and in what form it occurs I 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,

Evan G. Greenberg

Chairman and Chief Executive Officer

6

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 I 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. 





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 largest municipal bond insurer, reports $3.6 

billion of unrealized losses on credit default swaps it insured.

June 25:

Barclays announces a £4.5 billion share issue to boost its capital

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 to 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 investment 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.

October 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:

AIG 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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e will remember 2008 primarily for the 
extraordinary conditions in the financial 
markets and the advent of a deep, global

recession. Financial services companies, in particular,
suffered significant losses and some of the most
revered names in banking and insurance faded away
or ceded control to healthier rivals or their governments.

While ACE, too, was affected by the historic economic
and financial events of the year, our company remained
focused on its core operations and continued to build
its global franchise by following a disciplined and
conservative approach to taking risk. 

The following stories and business segment reports
highlight some of this progress.
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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, Illinois, 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., Ireland, Germany, Canada, Australia
and New Zealand.”

Policyholder Michelle Walter, left, 

discusses coverage options in her

Allentown, Pennsylvania-area home 

with her Combined Insurance agent,

Christy Meyers.

Expanding our global A&H business

through Combined Insurance
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nsurers’ risk management practices were 
put to the test in 2008, and ACE’s performed

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 striking 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.

Managing risk across the enterprise 

and the balance sheet, the ACE way
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Responding generously to China’s 

devastating earthquake

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.  

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.
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usiness thrives in predictable 
environments – a principle that motivated

ACE in 2008 to move its legal home from
the Cayman Islands 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

Bärengasse 32 is home to ACE Limited

and ACE’s Swiss insurance and 

reinsurance operations.

Moving our corporate home to 

stable, predictable Switzerland

13
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A C E  B U S I N E S S  O V E R V I E W

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.

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 Eastern 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, Illinois, the company was acquired by 
ACE in 2008. 
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Gibraltar

Hong Kong

Hungary

Indonesia

Ireland

Italy

Japan

Korea

Macao

Poland

Portugal

Puerto Rico

Russia

Saudi Arabia

Singapore

South Africa

Spain

Sweden

Malaysia

Mexico

Netherlands

New Zealand

Norway

Pakistan

Panama

Peru

Philippines

China

Colombia

Czech Republic

Denmark

Ecuador

Egypt

Finland

France

Germany

Argentina

Australia

Austria

Bahrain

Belgium

Bermuda

Brazil

Canada

Chile

Switzerland

Taiwan

Thailand
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United Arab Emirates

United Kingdom

United States

Vietnam

T H E  W O R L D  O F  A C E
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ACE has offices in the countries listed above and conducts

business with clients in more than 140 countries.



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 Ike –
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 to 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.

I N S U R A N C E – N O R T H  A M E R I C A N

“We had to be nimble in 2008. In
the first three quarters, we were
challenged to maintain underwriting
discipline as prices continued to
deteriorate. But later in the year, 
as prices improved and some 
competitors came under stress, we
benefited from a flight to quality 
and saw an increased volume of
new business submissions. We also
seized opportunities to add to our
underwriting talent and enhance our
service quality standards – all of
which will position us well as market
conditions continue to improve.”

Brian Dowd 

Chief Executive Officer

Insurance – North America

16
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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 quickly, 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 to ACE, with its strong balance sheet
and stable ratings, as an alternative to their current carriers.
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.

Brian Dowd

Chief Executive Officer 
Insurance – North America

68% ACE USA 
(includes Canada)

Net Premiums Written, 2004 to 2008

(in millions of U.S. dollars)

Net Premiums Earned

(Division Contribution for Full Year 2008)

$5,636

$5,833

$5,940

$5,803

$5,424

24% ACE Westchester

6% ACE Bermuda

2% ACE Private Risk
Services

2008

2007

2006

2005

2004
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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 years, 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.

Wexler 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

A



really get to know our business. Relationships with our
vendors are very important. It’s not always about a 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. I know they’ve done their
homework on my business. We never want a carrier we
partner with to be surprised. We want everything to be 
out on the table.” 

Barrie Wexler, Vice President-Risk Management, Viacom, and her ACE

team behind her (l-r): Vincent Corey, ACE USA Claims; Philippe Bacon,

ACE Bermuda D&O Underwriting; Teresa Black, ACE USA National

Segment Leader-NY Region and Viacom relationship manager; Lauren

Meserino, ACE USA E&O Underwriting; Jason Neu, ACE USA D&O

Underwriting; and Nancy Curtis, ACE USA Excess Casualty Underwriting.



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 
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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

ACE Platinum Portfolio policyholders Tom and Linda Morris with (l-r)

their insurance agent, Pat Vandervort of BB&T Insurance Services,

and Ana Molinari, Risk Consultant, ACE Private Risk Services.



nsurance – Overseas General comprises ACE 
International, the company’s retail broker-distributed 
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.

The world’s mature property and casualty insurance 
markets were awash in capital during most of 2008, and
the resulting imbalance between supply and demand put
insurance prices under pressure. Conditions were much
more favorable in the world’s emerging economies, 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 operating 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. 

I N S U R A N C E – O V E R S E A S  G E N E R A L

“With the toll the financial market
disruption took on a number of
insurers, we distinguished ourselves
internationally as a company with 
a strong balance sheet and with
consistent and stable results. I credit
this to our philosophy of being 
disciplined risk-takers, both in our
underwriting and in managing 
our assets. Despite the year’s 
challenges, our operating income
came in higher than last year’s 
and above our plan.”

John Keogh 

Chief Executive Officer

ACE Overseas General
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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
and health business, travel insurance was a particular area
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
Pacific, especially in Thailand, where ACE established 
partnerships with new sponsors. And in Korea, ACE 
successfully launched a policyholder marketing initiative –
a drive to sell additional products to existing customers.

The international operations of Combined Insurance
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
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 
period of time.

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.

John Keogh

Chief Executive Officer
ACE Overseas General

40% ACE Europe

Net Premiums Written, 2004 to 2008

(in millions of U.S. dollars)

Net Premiums Earned

(Division Contribution for Full Year 2008)

$5,332

$4,568

$4,266

$4,195

$4,335

13% ACE Asia Pacific

8% ACE Far East

15% ACE Latin America

17% ACE Global Markets

7% Combined Insurance

2008

2007

2006

2005

2004
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s a leading car rental company with over 3,900 
locations in Europe, Africa, the Middle East and Asia,

Avis Europe has deep experience creating efficiencies
across multiple borders – 11 European countries and
Singapore where it has corporate-owned operations. Ten
years ago, each of these local operations organized its own
insurance arrangements within its country, and when the
company wanted to consolidate its coverage, ACE Europe
offered the most practical options. Today, Avis Europe

retains substantial amounts of risk in its two captives and
buys excess property, casualty and workers’ compensation
coverage from ACE.   

Carlo Tambyapin, Director of Group Insurance at Avis
Europe, sees ACE as responsive, flexible and approachable.
“We cherish the Avis brand, and we require similar support
from all of our suppliers. Working directly with ACE, I have
found that we’re able to resolve any business issues that
come up on a one-to-one basis. In 10 years, there has not
been one occasion when we could not solve a problem in
any of the territories where we do business.” 
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As a member of ACE’s European Client Advisory Board,
Tambyapin has also been impressed by ACE’s commitment
to improving its service quality. “It takes courage to bring
10 of your biggest customers together and ask them to
pass judgment on your level of service,” he explains. Very
satisfied on this score, Tambyapin is currently exploring
ways to expand his company’s relationship with ACE in
other avenues that can be mutually beneficial. 

Carlo Tambyapin, Director of Group Insurance, Avis Europe, and his

ACE European Group team behind him (l-r): Mike Reid, Major Risks

Casualty Manager; Liam McCann, Property Underwriter; Phil Sharpe,

Casualty & Major Risks Director; Martin Fisher, Casualty Underwriter;

and Steve Walker, Property Manager.



ritish-based Tesco, one of the world’s largest 
retailers, has more than 500 stores in Thailand 

operating under the Tesco Lotus brand, including over 
100 hypermarkets. Targeting value-oriented shoppers, 
these hypermarkets sell everything from groceries to 
consumer goods to financial products. 

Tesco Card Services, a Thai joint venture between Tesco 
Lotus and GE Money, provides the chain with a range of
financial services – store-branded credit cards, consumer
loans and insurance. ACE has become one of its leading
sources of accident and health insurance products.

The relationship with ACE began in 2003 with a single 
insurance product – credit life – sold through a single 
channel – telemarketing. “From there, it has grown into 
a significant multi-product/multi-channel long-term 
partnership,” says Patrick Graham, CEO of Tesco Card
Services. “We’ve looked to ACE to develop personal accident
and health products for the mass consumer market. We’ve
launched over 70 different variations – hospital cash plans,
cancer insurance and travel insurance, among others.” Some
have had innovative features that tie into Tesco’s business,
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such as Shopping for Life, a personal accident policy where
the benefit is paid out in groceries rather than in cash. 

Graham particularly appreciates ACE’s insight into retail 
distribution and its commitment to customer service. 
“ACE supports our in-store channel of more than 400
agents who sell insurance. In addition, ACE has more 
than 100 telemarketers dedicated to us and cross-selling
other insurance products. ACE has the infrastructure, the
technology, the training expertise and the service mentality
to help us build our business through both channels.”

Patrick Graham, CEO, Tesco Card Services, and his ACE team in

Thailand supporting him (l-r): Kojkaew (Kathy) Tailangka, Business

Relationship Manager; Glen Davidson, ACE Thailand Country Manager,  

and Chaya Kuankid, Accident & Health Manager.



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 retain 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 Ike, 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 Ike 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.

G L O B A L  R E I N S U R A N C E

“We see security, solutions and 
service as the key characteristics
that insurance clients and their 
brokers will seek from reinsurers.
We offer access to a strong balance
sheet – a compelling alternative in 
a flight-to-quality environment. Our
seasoned underwriting, actuarial
and claims teams have deep 
experience tailoring solutions for 
our clients and broker partners. 
And we continually seek to enhance
our service, both in providing timely
responses and turning around signed
contracts and claims payments. All
the pieces are in place to respond 
to the needs of our clients in this
challenging economic period.”

Jacques Bonneau 

President and Chief Executive Officer

ACE Tempest Re Group

28
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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
nature of these entities and is well prepared to develop 
the customized solutions they require. In addition to the
large reinsurance intermediaries with which it already has
extensive relationships, ACE Tempest Re expanded its 
contacts with consultants, captive managers and smaller
specialist 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.
While ACE Tempest Re is large enough to have global
breadth of reach, it is also small enough to provide a high
level of personal attention to clients and quick decision-
making due to the flat organizational structure.

Following the financial turmoil and natural catastrophes 
of 2008, many insurance and reinsurance companies now
have reduced capital and limited ability to raise funds in
the capital markets. Indeed, with its clients facing contin-
ued balance sheet pressure, ACE Tempest Re is particularly
well positioned to help insurers achieve needed statutory
and regulatory capital relief so 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. 

Jacques Bonneau

President and Chief Executive Officer

ACE Tempest Re Group

21%        ACE Tempest Re
Europe

Net Premiums Written, 2004 to 2008

(in millions of U.S. dollars)

Net Premiums Earned

(Division Contribution for Full Year 2008)

$914

$1,197

$1,550

$1,546

$1,518

48%        ACE Tempest Re
USA

29%        ACE Tempest Re
Bermuda

2%        ACE Tempest Re
Canada

Property (short-tail) Casualty (long-tail) Other (specialty)

2008

2007

2006

2005

2004
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nitially launched under the Argonaut brand in the late 
1940s as a writer of workers’ compensation coverage 

in California, Argo Group has transformed itself into a 
leading international specialty property and casualty insurer.
In its drive for diversification, Argo Group has acquired 
several companies, including a Lloyd’s syndicate, and
moved its corporate headquarters to Bermuda as a result 
of a strategic merger.

Argo Group makes extensive use of reinsurance, which it
regards as a form of capital, and looks to ACE Tempest Re
as one of its leading providers. “First and foremost, we look
for financial stability in a reinsurer,” says Barbara Bufkin,

Argo Group’s Senior Vice President, Business Development.
“ACE’s financial strength and claims-paying ability have to
come first. But we also look for transparency and, equally
important, for trust.”

ACE Tempest Re is the only reinsurer to have appointed a
senior executive to manage its worldwide resources and
relationship with Argo Group, according to Bufkin. “This is
something we value very highly. I feel very confident in
picking up the phone and talking to our relationship manager,
whether it’s about a particular product or about market
information or about a company we just acquired. The
trust is very strong. And this direct communication with
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ACE never undermines the role of our reinsurance broker.” 

Starting in 1959 as a single-line reinsurance relationship
with the Insurance Company of North America, which 
ACE acquired in 1999, today the partnership with ACE
Tempest Re has grown as Argo Group’s insurance operations
have expanded internationally. Argo Group now purchases
reinsurance for casualty, professional liability and property
risk from ACE Tempest Re USA; several coverages, 
including directors and officers, general, excess and
employer’s liability from ACE Tempest Re Europe; and 
is exploring various property catastrophe reinsurance
opportunities with ACE Tempest Re Bermuda.

Barbara Bufkin, Senior Vice President, Business Development, Argo

Group, and her ACE Tempest Re Group support team (l-r): Carmel Niven,

Chief Actuary, ACE Tempest Re Europe; Theresa Olkowski, Sr. Vice

President & Claims Manager, ACE Tempest Re USA; Stuart Hawes,

Casualty Underwriter, ACE Tempest Re Europe; and John Davis, Sr. Vice

President, Casualty Treaty Underwriting, ACE Tempest Re USA.



affles Insurance Ltd., 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.
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“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
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.”

Jennifer Beard, Chief Operating Officer, Captive Resources LLC; 

and Mike Ameen, Co-President, Raffles Insurance Ltd., are backed 

by their ACE Tempest Re Group team (l-r): Tracy Thomson, Sr. Vice

President, Treaty Underwriting, ACE Tempest Re USA; Ron Nelson,

Chief Actuary, ACE Tempest Re USA; and Kevin Conlon, General

Counsel to ACE Tempest Re Group.



CE Life provides traditional life insurance protection
and 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 Vietnam has
grown into the number three life 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

L I F E  I N S U R A N C E  &  R E I N S U R A N C E

“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

Ian Watts

Chief Operating Officer, ACE Life

David Wolf was appointed to lead ACE’s global Life Insurance 

& Reinsurance operations on December 8, 2008.
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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
Insurance, which employs a sales force of over 3,000
agents to distribute a wide range of accident and sickness
insurance products. With its face-to-face sales approach,
Combined Insurance has successfully carved out a market
niche that now includes millions of middle-income 
individuals and small businesses, primarily in small towns
and rural areas. An innovative needs-based sales model
was introduced during the year with much success and
will help drive growth in both existing and new markets 
in the U.S. and Canada.

The financial crisis represented catastrophe-like conditions
for ACE Tempest Life Re Bermuda and its book of variable
annuity income and death benefit guarantees. While loss
costs have clearly risen as a result of market conditions, most
of the losses reported in 2008 were related to the fair value
accounting treatment of the guaranteed minimum income
benefit liabilities. Judging that it had sufficient aggregate
exposure to this business, ACE Tempest Life Re Bermuda
stopped writing variable annuity reinsurance in 2007.

For ACE Tempest Life Re USA, which provides traditional
reinsurance capacity to life insurers, 2008 was a year of
modest growth. Demand for traditional life reinsurance to
help insurers manage their mortality and morbidity risks 
is expected to accelerate in 2009 due to changes in the
market triggered by the financial crisis. ACE Tempest Life
Re USA is well positioned to meet this demand.

While the financial turmoil of 2008 created some head-
winds for ACE’s life insurance and reinsurance businesses,
ACE Life is steadily improving its position and ability to
serve the life insurance needs within its chosen markets
and take advantage of a broader range of business 
and distribution opportunities. In 2009, ACE Life will 
continue to build and focus on its key business drivers,
risk management and operational infrastructure.

David Wolf

President
ACE Life

Operating Income, 2004 to 2008

(in millions of U.S. dollars)

Net Premiums Earned

(Division Contribution for Full Year 2008)

$168

$166

$138

$100

$ 51

30% ACE Life Re

5% ACE Life

2008

2007

2006

2005

2004

35

65% Combined 
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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
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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. 

Octavio Medina Fraga, Director, Controller’s Office, Portfolio &

Branches, Banco Santander-Mexico, is supported by (l-r) Rogelio

Altamira del Valle, Head of ACE Life in Mexico and Banco Santander

relationship manager; Diego Espinosa, ACE Life Actuary and

Underwriter; and Juan Romeu, Employee Benefits Manager, Willis.



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 protective 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 to take effect, Jotun

Paints (Vietnam) approached ACE 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.
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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.”

Dao Tuan Khoi, General Manager of Jotun Paints (Vietnam) and 

the ACE Life agency team that supports him (l-r): Nguyen Cong Hai,

Assistant Agency Director; Nguyen Thi Tuyet Hue; Account

Representative; and Tran Ba Di, Unit Manager.
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C A U T I O N A R Y S T A T E M E N T R E G A R D I N G F O R W A R D - L O O K I N G I N F O R M A T I O N

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 reflect 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;
• losses 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 settlement 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;
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• 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.

2



P A R T I

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 include both
P&C and life companies. At December 31, 2008, ACE had total assets of approximately $72 billion and shareholders’ 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 results for the first quarter, and include Combined Insurance
from April 1, 2008. Combined Insurance, founded in 1919 is headquartered in Glenview, Illinois, 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
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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 78o(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.

(in millions of U.S. dollars)

2008 Net
Premiums

Earned
Percentage

of Total

2007 Net
Premiums

Earned
Percentage

of Total

2006 Net
Premiums

Earned

Insurance – North American $ 5,679 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
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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, surplus, 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&O 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&O), 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 supplemental medical and
hospital indemnity coverages, we typically pay fixed amounts for claims and are therefore insulated from rising health care
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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.
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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 unique
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,
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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, Lloyd’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
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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 quotation of the terms and conditions of the majority 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
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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 line 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 control 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 Item 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,
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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. It is 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 Item 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 full 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 Item 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 billion, 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 reflect 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 Item 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) 1998(1) 1999(1) 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(2) 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 Liability
Re-estimated
As Of:

End of year $ 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 35,912

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 losses 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 $ 35,517 $ 35,055
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 $ 37,176 $ 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 Item 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, regulatory, 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 Item 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 Item 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

17



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 relating 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 and/or 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 loss 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 long-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 maintained.

Despite the contingency plans and facilities we have in place, our ability to conduct business may be adversely affected
by a disruption of the infrastructure that supports our business in the communities in which we are located. This may include
a disruption involving electrical, communications, transportation, or other services used by ACE. These disruptions may occur,
for example, as a result of events that affect only the buildings occupied by ACE or as a result of events with a broader effect
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on the cities where those buildings are located. If a disruption occurs in one location and ACE employees in that location are
unable to occupy its offices and conduct business or communicate with or travel to other locations, our ability to service and
interact with clients may suffer and we may not be able to successfully implement contingency plans that depend on
communication or travel.

Employee error and misconduct may be difficult to detect and prevent and could adversely affect our business, results of

operations, and financial condition.

Losses may result from, among other things, fraud, errors, failure to document transactions properly or to obtain proper
internal authorization, or failure to comply with regulatory requirements. It is not always possible to deter or prevent employee
misconduct and the precautions ACE takes to prevent and detect this activity may not be effective in all cases. Resultant losses
could adversely affect our business, results of operations, and financial condition.

The integration of acquired companies may not be as successful as we anticipate.

Acquisitions involve numerous risks, including operational, strategic and financial risks such as potential liabilities associated
with the acquired business. Difficulties in integrating an acquired company may result in the acquired company performing
differently than we currently expect or in our failure to realize anticipated expense-related efficiencies. Our existing businesses
could also be negatively impacted by acquisitions. For example, our 2008 acquisition of Combined Insurance resulted in our
obtaining a large new sales force, creating new distribution channels for the Company. These changes to our distribution sys-
tem may require management to divert its attention from other operational matters and could create new liabilities for us.

Financial Strength Ratings

A decline in our ratings could affect our standing among brokers and customers and cause our premiums and earnings to

decrease.

Ratings have become an increasingly important factor in establishing the competitive position of insurance and reinsurance
companies. The objective of these rating systems is to provide an opinion of an insurer’s financial strength and ability to meet
ongoing obligations to its policyholders. Our financial strength ratings reflect the rating agencies’ opinions of our claims paying
ability, are not evaluations directed to investors in our securities, and are not recommendations to buy, sell, or hold our secu-
rities. If our financial strength ratings are reduced from their current levels by one or more of these rating agencies, our
competitive position in the insurance industry could suffer and it would be more difficult for us to market our products. A
downgrade, therefore, could result in a substantial loss of business as insureds, ceding companies, and brokers move to other
insurers and reinsurers with higher ratings. If one or more of our ratings were downgraded, we could also incur higher borrow-
ing costs, and our ability to access the capital markets could be impacted. Additionally, we could be required to post collateral
or be faced with the cancellation of premium in certain circumstances. Refer to “Ratings”, under Item 7.

We cannot give any assurance regarding whether or to what extent any of the rating agencies may downgrade our ratings
in the future.

Loss of Key Executives

We could be adversely affected by the loss of one or more key executives or by an inability to attract and retain qualified

personnel.

Our success depends on our ability to retain the services of our existing key executives and to attract and retain additional quali-
fied personnel in the future. The loss of the services of any of our key executives or the inability to hire and retain other highly
qualified personnel in the future could adversely affect our ability to conduct our business. We do not maintain key person life
insurance policies with respect to our employees.

Many of our senior executives working in Bermuda, including our Chairman and Chief Executive Officer, our Chief Finan-
cial Officer, our Chief Accounting Officer, our Chief Actuary & Risk Officer, and our General Counsel, are not Bermudian. Under
Bermuda law, non-Bermudians (other than spouses of Bermudians and holders of permanent resident’s certificates) may not
engage in any gainful occupation in Bermuda without an appropriate governmental work permit. Our success may depend in
part on the continued services of key employees in Bermuda. A work permit may be granted or renewed upon showing that,
after proper public advertisement, no Bermudian (or spouse of a Bermudian or holder of a permanent resident’s certificate) is
available who meets the minimum standards reasonably required by the employer. The Bermuda government’s policy places a
six-year term limit on individuals with work permits, subject to certain exemptions for key employees. A work permit may be
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issued with an expiry date that is one to five years later, and no assurances can be given that any work permit will be issued
or, if issued, renewed upon the expiration of the relevant term.

Brokers and Customers

Since we depend on a few brokers for a large portion of our revenues, loss of business provided by any one of them could

adversely affect us.

We market our insurance and reinsurance worldwide primarily through insurance and reinsurance brokers. Marsh, Inc. and its
affiliates and Aon Corporation and its affiliates provided approximately 13 percent and 9 percent, respectively, of our gross
premiums written in the year ended December 31, 2008. 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.

Our reliance on brokers subjects us to credit risk.

In accordance with industry practice, we generally pay amounts owed on claims under our insurance and reinsurance con-
tracts to brokers, and these brokers, in turn, pay these amounts over to the clients that have purchased insurance or
reinsurance from us. Although the law is unsettled and depends upon the facts and circumstances of the particular case, in
some jurisdictions, if a broker fails to make such a payment, we might remain liable to the insured or ceding insurer for the
deficiency. Conversely, in certain jurisdictions, when the insured or ceding insurer pays premiums for these policies to brokers
for payment over to us, these premiums might be considered to have been paid and the insured or ceding insurer will no lon-
ger be liable to us for those amounts, whether or not we have actually received the premiums from the broker. Consequently,
we assume a degree of credit risk associated with brokers with whom we transact business. However, due to the unsettled and
fact-specific nature of the law, we are unable to quantify our exposure to this risk. To date, we have not experienced any mate-
rial losses related to these credit risks.

Certain of our policies subject us to credit risk from customers.

We offer high-deductible policies which are primarily provided in the workers’ compensation and certain general liability pro-
tection lines of our business. Under the terms of these policies, our customers are responsible for a set dollar amount per claim
and/or an aggregate amount for all covered claims before we are ultimately liable. However, we may be required under such
policies to pay third party claimants directly and then seek reimbursement for losses within the deductible from our customers.
This subjects us to credit risk from these customers. While we generally seek to mitigate this risk through collateral agreements
and maintain a provision for uncollectible accounts associated with this credit exposure, an increased inability of customers to
reimburse us in this context could have a material adverse effect on our financial condition and results. In addition, a lack of
credit available to our customers could impact our ability to collateralize this risk to our satisfaction, which in turn, could
reduce the amount of high-deductible policies we could offer.

Liquidity and Investments

Our investment performance may affect our financial results and ability to conduct business.

Our funds are invested by professional investment management firms under the direction of our management team in accord-
ance with investment guidelines approved by the Finance and Investment Committee of the Board of Directors. Although our
investment guidelines stress diversification of risks and conservation of principal and liquidity, our investments are subject to
market risks, as well as risks inherent in individual securities. The volatility of our loss claims may force us to liquidate secu-
rities, which may cause us to incur capital losses. Realized and unrealized losses in our investment portfolio could significantly
decrease our book value, thereby affecting our ability to conduct business. The recent investment market volatility, stock mar-
ket decline and increased credit spreads have resulted in significant realized and unrealized losses in our investment portfolio.
For the year ended December 31, 2008, we experienced 4.0 billion of pre-tax realized and unrealized losses on our invest-
ment portfolio. Our investment portfolio was $39.7 at December 31, 2008.

Recent financial markets events create greater risks relating to impairment of investments.

As a part of our ongoing analysis of our investment portfolio, we are required to assess whether the debt and equity securities
we hold for which we have recorded an unrealized loss have been “other than temporarily impaired”. Refer to Note 4 under
Item 8 and our disclosure for details and results of our analysis. This analysis requires a high degree of judgment and requires
us to make certain assessments about the potential for recovery of the assets we hold. The population of our investments in
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unrealized loss positions has dramatically increased as a result of recent disruption in the financial markets, which has
increased the significance and potential impact of the judgments we have to make. A continued decline in relevant stock and
other financial markets could adversely affect our net income and other financial results, and may result in additional impair-
ments.

We may be adversely affected by interest rate changes.

Our operating results are affected by the performance of our investment portfolio. Our investment portfolio contains fixed
income investments and may be adversely affected by changes in interest rates. Volatility in interest rates could also have an
adverse effect on our investment income and operating results. For example, if interest rates decline, funds reinvested will earn
less than the maturing investment.

Interest rates are highly sensitive to many factors, including inflation, monetary and fiscal policies, and domestic and
international political conditions. Although we take measures to manage the risks of investing in a changing interest rate envi-
ronment, we may not be able to effectively mitigate interest rate sensitivity. Our mitigation efforts include maintaining a high
quality portfolio with a relatively short duration to reduce the effect of interest rate changes on book value. A significant
increase in interest rates could have an adverse effect on our book value.

We may require additional capital or financing sources in the future, which may not be available or may be available only on

unfavorable terms.

Our future capital and financing requirements depend on many factors, including our ability to write new business successfully
and to establish premium rates and reserves at levels sufficient to cover losses, as well as our investment performance. We
may need to raise additional funds through financings or access funds through existing or new credit facilities. We also from
time to time seek to refinance debt or credit as amounts become due or commitments expire. Any equity or debt financing or
refinancing, if available at all, may be on terms that are not favorable to us. In the case of equity financings, dilution to our
shareholders could result, and in any case such securities may have rights, preferences, and privileges that are senior to those
of our Common Shares. Our access to funds under existing credit facilities is dependent on the ability of the banks that are
parties to the facilities to meet their funding commitments. Those banks may not be able to meet their funding commitments if
they experience shortages of capital and liquidity or if they experience excessive volumes of borrowing requests within a short
period of time, and we might be forced to replace credit sources in a difficult market. Also recent consolidation in the banking
industry could lead to increased reliance on and exposure to particular institutions. If we cannot obtain adequate capital or
sources of credit on favorable terms, or at all, we could be forced to utilize assets otherwise available for our business oper-
ations, and our business, operating results, and financial condition could be adversely affected. It is possible that, in the
future, one or more of the rating agencies may reduce our existing ratings. If one or more of our ratings were downgraded, we
could incur higher borrowing costs and our ability to access the capital markets could be impacted.

We may be required to post additional collateral because of changes in our reinsurance liabilities to U.S.-regulated insurance

companies.

If our reinsurance liabilities increase, we may be required to post additional collateral for U.S.-based insurance company cli-
ents, if the ACE company providing the reinsurance is an unauthorized reinsurer for U.S. statutory purposes. The need to post
this additional collateral, if significant enough, may require us to sell investments at a loss in order to provide securities of suit-
able credit quality, or otherwise secure adequate capital at an unattractive cost. This could adversely impact our net income,
and liquidity and capital resources.

Our investment portfolio includes below investment-grade securities that have a higher degree of credit or default risk which

could adversely affect our results of operations and financial condition.

Our fixed income portfolio is primarily invested in high quality, investment-grade securities. However, we invest a smaller por-
tion of the portfolio in below investment-grade securities. At December 31, 2008, below investment-grade securities
comprised approximately 5 percent of our fixed income portfolio. These securities, which pay a higher rate of interest, also
have a higher degree of credit or default risk. These securities may also be less liquid in times of economic weakness or mar-
ket disruptions. While we have put in place procedures to monitor the credit risk and liquidity of our invested assets, it is
possible that, in periods of economic weakness (such as the current recession), we may experience default losses in our
portfolio. This may result in a reduction of net income and capital.
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We could be adversely affected by a downgrade of the financial strength or financial enhancement ratings of Assured Guaranty

Ltd. (AGO) or any of its insurance subsidiaries, and our net income may be volatile because AGO assumes credit derivatives

which are marked-to-market quarterly.

AGO is a Bermuda-based holding company that provides, through its operating subsidiaries, credit enhancement products to
the public finance, structured finance, and mortgage markets. Our relationship with AGO is limited to our equity investment,
which had a carrying value of $397 million, or $20.73 per share, compared with a market value of $218 million, or $11.40
per share, at December 31, 2008. We conduct no financial guaranty business directly or with AGO and we retain no financial
guaranty exposures or reinsurance agreements with AGO.

The ratings assigned by the major rating agencies to AGO and its insurance subsidiaries are subject to periodic review and
may be downgraded by one or more of the rating agencies at any time. For example, in November 2008, Moody’s Investors
Service downgraded the ratings of AGO and its insurance subsidiaries. Ratings downgrades have an adverse effect on AGO’s
competitive position and its prospects for future business opportunities. A downgrade may also reduce the value of the
reinsurance offered by AGO, which may no longer be of sufficient economic value to its customers to continue to cede to its
subsidiaries at economically viable rates. In certain circumstances, a ratings downgrade may also entitle a ceding company to
recapture business ceded to an AGO subsidiary or, alternatively, to retroactively increase cession commissions to an AGO sub-
sidiary, either of which could result in a potentially significant negative impact to AGO earnings, and, therefore, our
proportionate share thereof (21 percent at December 31, 2008).

AGO’s net income and, therefore, our proportionate share thereof, may be volatile because a portion of the credit risk AGO
assumes is in the form of credit derivatives that are marked-to-market quarterly. Any event causing credit spreads on an under-
lying security referenced in a credit derivative in AGO’s portfolio either to widen or to tighten will affect the fair value of the
credit derivative and may increase the volatility of AGO’s earnings and, therefore, our proportionate share thereof.

On November 14, 2008, Assured Guaranty Ltd. (AGO) announced a definitive agreement to purchase Financial Security
Assurance, Inc. (FSA) from Dexia SA (Dexia) for a purchase price of $722 million. This transaction will be funded by $361
million in cash and 44,657,000 common shares of AGO. The acquisition is expected to close in March 2009. AGO will
finance the cash portion of the acquisition with proceeds from a public equity offering to WL Ross & Co LLC (WLR) at a per
share price between a floor of $6.00 and a ceiling of $8.50. EITF 08-6, Equity Method Investment Accounting Consid-

erations, requires ACE to account for AGO’s issuance of shares, and resulting dilutive effect, as if we had sold a proportionate
share of our investment. Assuming completion of the planned share issuances, ACE will no longer be deemed to exert sig-
nificant influence over AGO and must account for our AGO investment as an available-for-sale equity security in accordance
with FAS 115, Accounting for Certain Investments in Debt and Equity Securities (FAS 115). FAS 115 requires that we then
carry our AGO investment at fair value with any unrealized gains and losses reflected in other comprehensive income. Assum-
ing AGO had completed its share issuances associated with the FSA acquisition on December 31, 2008, the application of
FAS 115 would have reduced our book value by approximately $179 million.

Exchange Rates

Our operating results may be adversely affected by currency fluctuations.

Our functional currency is the U.S. dollar. Many of our non-U.S. companies maintain both assets and liabilities in local curren-
cies. Therefore, foreign exchange risk is generally limited to net assets denominated in those foreign currencies. Foreign
exchange risk is reviewed as part of our risk management process. Locally required capital levels are invested in home curren-
cies in order to satisfy regulatory requirements and to support local insurance operations. The principal currencies creating
foreign exchange risk are the British pound sterling, the euro, and the Canadian dollar. For the year ended December 31,
2008, approximately 7.8 percent of our net assets were denominated in foreign currencies. We may experience losses result-
ing from fluctuations in the values of non-U.S. currencies, which could adversely impact our results of operations and financial
condition.

Regulatory and Other Governmental Developments

The regulatory regimes under which we operate, and potential changes thereto, could have an adverse effect on our business.

Our insurance and reinsurance subsidiaries conduct business globally. Our businesses in each jurisdiction are subject to vary-
ing 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. In some
jurisdictions, laws and regulations also restrict payments of dividends and reductions of capital. Applicable statutes, regu-
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lations, and policies may also restrict the ability of these subsidiaries to write insurance and reinsurance policies, to make cer-
tain investments, and to distribute funds. The purpose of insurance laws and regulations generally is to protect insureds and
ceding insurance companies, not our shareholders. We may not be able to comply fully with, or obtain appropriate exemptions
from, applicable statutes and regulations. Failure to comply with or to obtain appropriate authorizations and/or exemptions
under any applicable laws and regulations could result in restrictions on our ability to do business or undertake activities that
are regulated in one or more of the jurisdictions in which we conduct business and could subject us to fines and other sanc-
tions. In addition, changes in the laws or regulations to which our insurance and reinsurance subsidiaries are subject could
have an adverse effect on our business.

Current legal and regulatory activities relating to insurance brokers and agents, contingent commissions, and certain finite-risk

insurance products could adversely affect our business, results of operations, and financial condition.

Beginning in 2004, ACE received numerous regulatory inquiries, subpoenas, interrogatories, and civil investigative demands
from regulatory authorities in connection with pending investigations of insurance industry practices. ACE is cooperating and
will continue to cooperate with such inquiries. We cannot assure you that we will not receive any additional requests for
information or subpoenas or what actions, if any, any of these governmental agencies will take as a result of these inves-
tigations. Additionally, at this time, we are unable to predict the potential effects, if any, that these actions may have upon the
insurance and reinsurance markets and industry business practices or what, if any, changes may be made to laws and regu-
lations regarding the industry and financial reporting. Any of the foregoing could adversely affect our business, results of
operations, and financial condition.

Current legislative activity relating to New York workers’ compensation surcharges and assessments could adversely affect our

results of operations.

The New York legislature, as part of the 2009-10 State budget, is considering language that, if enacted, would require an
insurer which (1) paid to the Workers’ Compensation Board various statutory assessments in an amount less than that insurer
“collected” from insured employers in a given year and (2) “has identified any funds collected but not paid to the workers’
compensation board, as measurable and available, as of November 1, 2008” to pay retroactive assessments to the Board. The
language, and impact, of the proposed legislation is uncertain because it uses terms and dates that are not readily identifiable
with respect to insurers’ statutory financial statements. Our understanding is that the legislation is intended to address certain
inconsistencies in the New York State laws regulating the calculation of Workers’ Compensation assessments by insurance car-
riers and the remittance of those funds to the State. Although it is impossible to predict the outcome of the legislative process,
we are confident that ACE has complied with the law in all respects. We have established a contingency based on our best
estimate of the potential liability that could result from the enactment of the legislation or other events surrounding this topic,
based on the facts and circumstances at this time. Such contingency may be increased or decreased as circumstances develop.

Events may result in political, regulatory, and industry initiatives which could adversely affect our business.

The insurance industry is affected by political, judicial, and legal developments that may create new and expanded theories of
liability. Such changes may result in delays or cancellations of products and services by insurers and reinsurers, which could
adversely affect our business. In addition, the current economic climate and, in the U.S., the change in presidential admin-
istration in January 2009 present additional uncertainties and risks relating to increased regulation and the potential for
increased involvement of the U.S. and other governments in the financial services industry.

Government intervention has also occurred in the insurance and reinsurance markets in relation to terrorism coverage
both in the U.S. and through industry initiatives in other countries. The Terrorism Risk Insurance Act (TRIA), which was
enacted in 2002 to ensure the availability of insurance coverage for certain types of terrorist acts in the U.S., was extended in
2007 for seven years, through 2014.

Government intervention and the possibility of future interventions has created uncertainty in the insurance and
reinsurance markets about the definition of terrorist acts and the extent to which future coverages will extend to terrorist acts.
Government regulators are generally concerned with the protection of policyholders to the exclusion of other constituencies,
including shareholders of insurers and reinsurers. While we cannot predict the exact nature, timing, or scope of possible gov-
ernmental initiatives, such proposals could adversely affect our business by:
• providing insurance and reinsurance capacity in markets and to consumers that we target;
• requiring our participation in industry pools and guaranty associations;
• expanding the scope of coverage under existing policies;
• regulating the terms of insurance and reinsurance policies; or
• disproportionately benefiting the companies of one country over those of another.
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Our operations in developing nations expose us to political developments that could have an adverse effect on our business,

liquidity, results of operations, and financial condition.

Our international operations include operations in various developing nations. Both current and future foreign operations could
be adversely affected by unfavorable political developments including law changes, tax changes, regulatory restrictions, and
nationalization of ACE operations without compensation. Adverse actions from any one country could have an adverse effect
on our business, liquidity, results of operations, and financial condition depending on the magnitude of the event and ACE’s
net financial exposure at that time in that country.

We may become subject to additional Swiss regulation.

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 such
group supervision could be substantial.

Company Structure

Our ability to pay dividends and to make payments on indebtedness may be constrained by our holding company structure.

ACE Limited is a holding company and does not have any significant operations or assets other than its ownership of the
shares of its operating insurance and reinsurance subsidiaries. Dividends and other permitted distributions from our insurance
subsidiaries are our primary source of funds to meet ongoing cash requirements, including any future debt service payments
and other expenses, and to pay dividends to our shareholders. Some of our insurance subsidiaries are subject to significant
regulatory restrictions limiting their ability to declare and pay dividends. The inability of our insurance subsidiaries to pay divi-
dends in an amount sufficient to enable us to meet our cash requirements at the holding company level could have an adverse
effect on our operations and our ability to pay dividends to our shareholders and/or meet our debt service obligations.

ACE Limited is a Swiss company; it may be difficult for you to enforce judgments against it or its directors and executive officers.

ACE Limited is incorporated pursuant to the laws of Switzerland. In addition, certain of our directors and officers reside outside
the United States and all or a substantial portion of our assets and the assets of such persons are located in jurisdictions out-
side the United States. As such, it may be difficult or impossible to effect service of process within the United States upon
those persons or to recover against us or them on judgments of U.S. courts, including judgments predicated upon civil liability
provisions of the U.S. federal securities laws.

ACE has been advised by Niederer Kraft & Frey AG, its Swiss counsel, that there is doubt as to whether the courts in
Switzerland would enforce:
• judgments of U.S. courts based upon the civil liability provisions of the U.S. Federal securities laws obtained in actions
against it or its directors and officers, who reside outside the United States; or
• original actions brought in Switzerland against these persons or ACE predicated solely upon U.S. Federal securities laws.

ACE has also been advised by Niederer Kraft & Frey AG that there is no treaty in effect between the United States and
Switzerland providing for this enforcement, and there are grounds upon which Swiss courts may not enforce judgments of
United States courts. Some remedies available under the laws of United States jurisdictions, including some remedies avail-
able under the U.S. Federal securities laws, would not be allowed in Swiss courts as contrary to that nation’s public policy.
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As a result of the increase in par value of our shares that occurred in connection with our Continuation to Switzerland, we will

have less flexibility with respect to certain aspects of capital management than previously.

In connection with our Continuation to Switzerland, we increased the par value of our shares; as of December 31, 2008, our
par value is CHF 33.14 per share. Under Swiss law, we generally may not issue registered shares below their par value. In the
event there is a need to raise common equity capital at a time when the trading price of our registered shares is below our par
value, we will need to obtain approval of our shareholders to decrease the par value of our registered shares. We cannot
assure you that we would be able to obtain such shareholder approval. Furthermore, obtaining shareholder approval would
require filing a preliminary proxy statement with the SEC and convening a meeting of shareholders which would delay any
capital raising plans. Furthermore, any reduction in par value would decrease our ability to pay dividends as a repayment of
share capital, which is not subject to Swiss withholding tax. See “Taxation – Shareholders may be subject to Swiss withholding
taxes on the payment of dividends.”

Insurance and Reinsurance Markets

Competition in the insurance and reinsurance markets could reduce our margins.

Insurance and reinsurance markets are highly competitive. We compete on an international and regional basis with major
U.S., Bermuda, European, and other international insurers and reinsurers and with underwriting syndicates, some of which
have greater financial, marketing, and management resources than we do. We also compete with new companies that con-
tinue to be formed to enter the insurance and reinsurance markets. In addition, capital market participants have created
alternative products that are intended to compete with reinsurance products. Increased competition could result in fewer sub-
missions, lower premium rates, and less favorable policy terms and conditions, which could reduce our margins.

Insurance and reinsurance markets are historically cyclical, and we expect to experience periods with excess underwriting

capacity and unfavorable premium rates.

The insurance and reinsurance markets have historically been cyclical, characterized by periods of intense price competition
due to excessive underwriting capacity as well as periods when shortages of capacity permitted favorable premium levels. An
increase in premium levels is often offset by an increasing supply of insurance and reinsurance capacity, either by capital pro-
vided by new entrants or by the commitment of additional capital by existing insurers or reinsurers, which may cause prices to
decrease. Any of these factors could lead to a significant reduction in premium rates, less favorable policy terms, and fewer
submissions for our underwriting services. In addition to these considerations, changes in the frequency and severity of losses
suffered by insureds and insurers may affect the cycles of the insurance and reinsurance markets significantly, as could peri-
ods of economic weakness (such as recession).

Charter Documents and Applicable Law

There are provisions in our charter documents that may reduce the voting rights of our Common Shares.

Our Articles of Association generally provide that shareholders have one vote for each Common Share held by them and are
entitled to vote at all meetings of shareholders. However, the voting rights exercisable by a shareholder may be limited so that
certain persons or groups are not deemed to hold 10 percent or more of the voting power conferred by our Common Shares.
Under these provisions, some shareholders may have the ability to exercise their voting rights limited to less than one vote per
share. Moreover, these provisions could have the effect of reducing the voting power of some shareholders who would not
otherwise be subject to the limitation by virtue of their direct share ownership. Our Board of Directors may refuse to register
holders of shares as shareholders with voting rights based on certain grounds, including if the holder would, directly or
indirectly, formally, constructively or beneficially own (as described in Articles 8 and 14 of our Articles of Association) or
otherwise control voting rights with respect to 10 percent or more of the registered share capital recorded in the commercial
register. In addition, the Board of Directors shall reject entry of holders of registered shares as shareholders with voting rights in
the share register or shall decide on their deregistration when the acquirer or shareholder upon request does not expressly state
that she/he has acquired or holds the shares in her/his own name and for her/his account.

Applicable laws may make it difficult to effect a change of control of our company.

Before a person can acquire control of a U.S. insurance company, prior written approval must be obtained from the insurance
commissioner of the state where the domestic insurer is domiciled. Prior to granting approval of an application to acquire con-
trol of a domestic insurer, the state insurance commissioner will consider such factors as the financial strength of the
applicant, the integrity and management of the applicant’s Board of Directors and executive officers, the acquirer’s plans for
the future operations of the domestic insurer, and any anti-competitive results that may arise from the consummation of the
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acquisition of control. Generally, state statutes provide that control over a domestic insurer is presumed to exist if any person,
directly or indirectly, owns, controls, holds with the power to vote, or holds proxies representing 10 percent or more of the
voting securities of the domestic insurer. Because a person acquiring 10 percent or more of our Common Shares would
indirectly control the same percentage of the stock of our U.S. insurance subsidiaries, the insurance change of control laws of
various U.S. jurisdictions would likely apply to such a transaction. Laws of other jurisdictions in which one or more of our
existing subsidiaries are, or a future subsidiary may be, organized or domiciled may contain similar restrictions on the acquis-
ition of control of ACE.

While our Articles of Association limit the voting power of any shareholder to less than 10 percent, there can be no assur-
ance that the applicable regulatory body would agree that a shareholder who owned 10 percent or more of our Common
Shares did not, because of the limitation on the voting power of such shares, control the applicable insurance subsidiary.

These laws may discourage potential acquisition proposals and may delay, deter, or prevent a change of control of the
Company, including transactions that some or all of our shareholders might consider to be desirable.

U.S. persons who own our Common Shares may have more difficulty in protecting their interests than U.S. persons who are

shareholders of a U.S. corporation.

Swiss corporate law, which applies to us, differs in certain material respects from laws generally applicable to U.S. corpo-
rations and their shareholders. These differences include the manner in which directors must disclose transactions in which
they have an interest, the rights of shareholders to bring class action and derivative lawsuits, and the scope of indemnification
available to directors and officers.

Anti-takeover provisions in our charter and corporate documents could impede an attempt to replace our directors or to effect a

change of control, which could diminish the value of our Common Shares.

Our Articles of Association contain provisions that may make it more difficult for shareholders to replace directors and could
delay or prevent a change of control that a shareholder might consider favorable. These provisions include a staggered Board
of Directors and voting restrictions. These provisions may prevent a shareholder from receiving the benefit from any premium
over the market price of our Common Shares offered by a bidder in a potential takeover. Even in the absence of an attempt to
effect a change in management or a takeover attempt, these provisions may adversely affect the prevailing market price of our
Common Shares if they are viewed as discouraging takeover attempts in the future.

Registered holders of our Common Shares must apply for enrollment in our share register as shareholders with voting rights in

order to have voting rights; we may deny such registration under certain circumstances.

To be able to exercise voting rights, registered holders of the shares must apply to us for enrollment in our share register
(Aktienbuch) as shareholders with voting rights. Our Board of Directors may refuse to register holders of shares as shareholder
with voting rights based on certain grounds, including if the holder would, directly or indirectly, formally, constructively or
beneficially own (as described in Articles 8 and 14 of our Articles of Association) or otherwise control voting rights with respect
to 10 percent or more of the registered share capital recorded in the commercial register.

We are required to declare and pay dividends in Swiss francs and any currency fluctuations between the U.S. dollar and Swiss

francs will affect the dollar value of the dividends we pay.

Under Swiss corporate law, we are required to declare and pay dividends, including distributions through a reduction in par
value, in Swiss francs. Dividend payments will be made by our transfer agent in U.S. dollars converted at the U.S. dollar/Swiss
franc exchange rate shortly before the payment date. As a result, under our current procedure shareholders are exposed to fluc-
tuations in the U.S. dollar/Swiss franc exchange rate between the date used for purposes of calculating the Swiss franc amount
of any proposed dividend or par value reduction and the relevant payment date.

Shareholder voting requirements under Swiss law may limit the Company’s flexibility with respect to certain aspects of capital

management compared to what it had as a Cayman Islands company.

Swiss law allows our shareholders to authorize share capital which can be issued by our Board of Directors without share-
holder approval but this authorization must be renewed by the shareholder every two years. Swiss law also does not provide as
much flexibility in the various terms that can attach to different classes of stock as permitted in other jurisdictions. Swiss law
also reserves for approval by shareholders many corporate actions over which our Board of Directors previously had authority.
For example, dividends must be approved by shareholders. While we do not believe that Swiss law requirements relating to
our capital management will have an adverse effect on the Company, we cannot assure you that situations will not arise where
such flexibility would have provided substantial benefits to our shareholders.
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Taxation

Shareholders may be subject to Swiss withholding taxes on the payment of dividends.

Our dividends will generally be subject to a Swiss federal withholding tax at a rate of 35 percent. The withholding tax must be
withheld from the gross distribution, and be paid to the Swiss Federal Tax Administration. A U.S. holder that qualifies for bene-
fits under the Convention between the United States of America and the Swiss Confederation for the Avoidance of Double
Taxation with Respect to Taxes on Income, which we refer to as the “US-Swiss Treaty,” may apply for a refund of the tax with-
held in excess of the 15 percent treaty rate (or for a full refund in the case of qualifying retirement arrangements). Payment of
a dividend in the form of a par value reduction or qualifying paid-in capital reduction is not subject to Swiss withholding tax. In
connection with and prior to the Company’s Continuation to Switzerland, we increased the par value of each share to CHF
33.74 (at December 31, 2008, the par value of the Common Shares was CHF 33.14 following two quarterly par value reduc-
tions in the amount of CHF 0.30). We have already begun, and currently intend to continue, subject to the requirements of
our business and applicable law, to recommend to shareholders that dividends be paid in the form of a reduction of our par
value or qualifying paid-in capital. We estimate we would be able to pay dividends in the form of a reduction of par value or
qualifying paid-in capital, and thus exempt from Swiss withholding tax, for approximately 15-20 years after the Continuation.
This range may vary depending upon changes in annual dividends, special dividends, fluctuations in U.S. dollar/Swiss franc
exchange rates, increases/decreases in par value or qualifying paid-in capital, or changes or new interpretations to Swiss tax
law or regulations. However, there can be no assurance that our shareholders will approve a reduction in par value or qualify-
ing paid-in capital each year, that we will be able to meet the other legal requirements for a reduction in par value, or that
Swiss withholding rules will not be changed in the future.

We may become subject to taxes in Bermuda after March 28, 2016, which may have an adverse effect on our results of

operations and your investment.

The Bermuda Minister of Finance, under the Exempted Undertakings Tax Protection Act 1966 of Bermuda, as amended, has
given each of ACE Limited and its Bermuda insurance subsidiaries a written assurance that if any legislation is enacted in
Bermuda that would impose tax computed on profits or income, or computed on any capital asset, gain, or appreciation, or
any tax in the nature of estate duty or inheritance tax, then the imposition of any such tax would not be applicable to those
companies or any of their respective operations, shares, debentures, or other obligations until March 28, 2016, except insofar
as such tax would apply to persons ordinarily resident in Bermuda or is payable by us in respect of real property owned or
leased by us in Bermuda. Given the limited duration of the Minister of Finance’s assurance, we cannot be certain that we will
not be subject to any Bermuda tax after March 28, 2016.

ACE Limited, our Bermuda-based management and holding company and our non-U.S. subsidiaries may become subject to U.S.

tax, which may have an adverse effect on our results of operations and your investment.

ACE Limited, ACE Group Management & Holdings Ltd. and our non-U.S. subsidiaries, including ACE Bermuda Insurance Ltd.,
and ACE Tempest Life Reinsurance Ltd., operate in a manner so that none of these companies should be subject to U.S. tax
(other than U.S. excise tax on insurance and reinsurance premium income attributable to insuring or reinsuring U.S. risks and
U.S. withholding tax on some types of U.S. source investment income), because none of these companies should be treated
as engaged in a trade or business within the United States. However, because there is considerable uncertainty as to the activ-
ities that constitute being engaged in a trade or business within the United States, we cannot be certain that the Internal
Revenue Service (IRS) will not contend successfully that any of ACE Limited or its non-U.S. subsidiaries is/are engaged in a
trade or business in the United States. If ACE Limited or any of its non-U.S. subsidiaries were considered to be engaged in a
trade or business in the United States, such entity could be subject to U.S. corporate income and additional branch profits
taxes on the portion of its earnings effectively connected to such U.S. business, in which case our results of operations and
your investment could be adversely affected.

If you acquire 10 percent or more of ACE Limited’s shares, you may be subject to taxation under the “controlled foreign

corporation” (the CFC) rules.

Under certain circumstances, a U.S. person who owns 10 percent or more of the voting power of a foreign corporation that is
a CFC (a foreign corporation in which 10 percent U.S. shareholders own more than 50 percent of the voting power or value of
the stock of a foreign corporation or more than 25 percent of a foreign insurance corporation) for an uninterrupted period of
30 days or more during a taxable year must include in gross income for U.S. federal income tax purposes such “10 percent
U.S. Shareholder’s” pro rata share of the CFC’s “subpart F income”, even if the subpart F income is not distributed to such 10
percent U.S. Shareholder if such 10 percent U.S. Shareholder owns (directly or indirectly through foreign entities) any of our
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shares on the last day of our fiscal year. Subpart F income of a foreign insurance corporation typically includes foreign
personal holding company income (such as interest, dividends, and other types of passive income), as well as insurance and
reinsurance income (including underwriting and investment income) attributable to the insurance of risks situated outside the
CFC’s country of incorporation.

We believe that because of the dispersion of our share ownership, provisions in our organizational documents that limit
voting power, and other factors, no U.S. person or U.S. partnership who acquires shares of ACE Limited directly or indirectly
through one or more foreign entities should be required to include our subpart F income in income under the CFC rules of US
tax law. It is possible, however, that the IRS could challenge the effectiveness of these provisions and that a court could sus-
tain such a challenge, in which case your investment could be adversely affected if you own 10 percent or more of ACE
Limited’s stock.

U.S. persons who hold shares may be subject to U.S. federal income taxation at ordinary income rates on their proportionate

share of our Related Person Insurance Income (RPII).

If the RPII of any of our non-U.S. insurance subsidiaries (each a “Non-U.S. Insurance Subsidiary”) were to equal or exceed 20
percent of that company’s gross insurance income in any taxable year and direct or indirect insureds (and persons related to
those insureds) own directly or indirectly through foreign entities 20 percent or more of the voting power or value of ACE Lim-
ited, then a U.S. person who owns any shares of ACE Limited (directly or indirectly through foreign entities) on the last day of
the taxable year would be required to include in its income for U.S. federal income tax purposes such person’s pro rata share
of such company’s RPII for the entire taxable year, determined as if such RPII were distributed proportionately only to U.S.
persons at that date regardless of whether such income is distributed. In addition, any RPII that is includible in the income of a
U.S. tax-exempt organization may be treated as unrelated business taxable income. We believe that the gross RPII of each
Non-U.S. Insurance Subsidiary did not in prior years of operation and is not expected in the foreseeable future to equal or
exceed 20 percent of each such company’s gross insurance income, and we do not expect the direct or indirect insureds of
each Non-U.S. Insurance Subsidiary (and persons related to such insureds) to directly or indirectly own 20 percent or more of
either the voting power or value of our shares, but we cannot be certain that this will be the case because some of the factors
which determine the extent of RPII may be beyond our control. If these thresholds are met or exceeded, and if you are an
affected U.S. person, your investment could be adversely affected.

U.S. persons who hold shares will be subject to adverse tax consequences if we are considered to be a Passive Foreign

Investment Company (PFIC) for U.S. federal income tax purposes.

If ACE Limited is considered a PFIC for U.S. federal income tax purposes, a U.S. person who owns any shares of ACE Limited
will be subject to adverse tax consequences, including subjecting the investor to a greater tax liability than might otherwise
apply and subjecting the investor to tax on amounts in advance of when tax would otherwise be imposed, in which case your
investment could be adversely affected. In addition, if ACE Limited were considered a PFIC, upon the death of any U.S.
individual owning shares, such individual’s heirs or estate would not be entitled to a “step-up” in the basis of the shares which
might otherwise be available under U.S. federal income tax laws. We believe that we are not, have not been, and currently do
not expect to become, a PFIC for U.S. federal income tax purposes. We cannot assure you, however, that we will not be
deemed a PFIC by the IRS. If we were considered a PFIC, it could have adverse tax consequences for an investor that is sub-
ject to U.S. federal income taxation. There are currently no regulations regarding the application of the PFIC provisions to an
insurance company. New regulations or pronouncements interpreting or clarifying these rules may be forthcoming. We cannot
predict what impact, if any, such guidance would have on an investor that is subject to U.S. federal income taxation.

U.S. tax-exempt organizations who own our shares may recognize unrelated business taxable income.

A U.S. tax-exempt organization may recognize unrelated business taxable income if a portion of our insurance income is allo-
cated to the organization, which generally would be the case if either we are a CFC and the tax-exempt shareholder is a 10
percent U.S. shareholder or there is RPII, certain exceptions do not apply, and the tax-exempt organization, directly or
indirectly through foreign entities, owns any shares of ACE Limited. Although we do not believe that any U.S. persons or U.S.
partnerships should be allocated such insurance income, we cannot be certain that this will be the case. Potential U.S.
tax-exempt investors are advised to consult their tax advisors.

The Organization for Economic Cooperation and Development and the European Union are considering measures that might

encourage countries to increase our taxes.

A number of multilateral organizations, including the European Union, the Organization for Economic Cooperation and
Development (OECD), the Financial Action Task Force, and the Financial Stability Forum (FSF) have, in recent years, identified
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some countries as not participating in adequate information exchange, engaging in harmful tax practices, or not maintaining
adequate controls to prevent corruption, such as money laundering activities. Recommendations to limit such harmful practi-
ces are under consideration by these organizations, and a report published on November 27, 2001 by the OECD at the behest
of the FSF titled “Behind the Corporate Veil: Using Corporate Entities for Illicit Purposes”, contains an extensive discussion of
specific recommendations. The OECD has threatened non-member jurisdictions that do not agree to cooperate with the OECD
with punitive sanctions by OECD member countries, though specific sanctions have yet to be adopted by OECD member coun-
tries. It is as yet unclear what these sanctions will be, who will adopt them, and when or if they will be imposed. In an
April 18, 2002 report, updated as of June 2004, Bermuda was not listed as an uncooperative tax haven jurisdiction by the
OECD because it previously committed to eliminate harmful tax practices and to embrace international tax standards for trans-
parency, exchange of information, and the elimination of regimes for financial and other services that attract businesses with
no substantial domestic activity. We cannot assure you, however, that the action taken by Bermuda would be sufficient to
preclude all effects of the measures or sanctions described above, which, if ultimately adopted, could adversely affect our
Bermuda subsidiaries. However, it should be noted that in respect of exchange of information, Bermuda has entered into Tax
Information Exchange Agreements (“TIEAs”) with Australia and the United Kingdom and that other TIEA negotiations are cur-
rently underway.

Changes in U.S. federal income tax law could adversely affect an investment in our shares.

Legislation is periodically introduced in the U.S. Congress intended to eliminate some perceived tax advantages of companies
(including insurance companies) that have legal domiciles outside the United States but have certain U.S. connections. For
example, companion bills are expected to be introduced in the House of Representatives and the Senate during the 111th

Congress that began recently, that would effectively render cross border affiliate reinsurance by foreign-owned U.S. insurance/
reinsurance companies impossible regardless of whether or not it is properly priced under the internationally accepted arms-
length standard. If enacted, such a law could have an adverse impact on us or our shareholders. It is possible that other
legislative proposals could emerge in the future that could have an adverse impact on us or our shareholders.

ITEM 1B. Unresolved Staff Comments

There are currently no unresolved SEC staff comments regarding our periodic or current reports.

ITEM 2. Properties

We maintain office facilities around the world including in North America, Europe (including our principal executive offices in
Switzerland), Bermuda, Latin America, Asia, and the Far East. Most of our office facilities are leased, although we own major
facilities in Hamilton, Bermuda and Philadelphia, U.S. Management considers its office facilities suitable and adequate for the
current level of operations.

ITEM 3. Legal Proceedings

Our insurance subsidiaries are subject to claims litigation involving disputed interpretations of policy coverages and, in some
jurisdictions, direct actions by allegedly-injured persons seeking damages from policyholders. These lawsuits, involving claims
on policies issued by our subsidiaries which are typical to the insurance industry in general and in the normal course of busi-
ness, are considered in our loss and loss expense reserves which are discussed in the P&C loss reserves discussion. In
addition to claims litigation, we and our subsidiaries are subject to lawsuits and regulatory actions in the normal course of
business that do not arise from or directly relate to claims on insurance policies. This category of business litigation typically
involves, among other things, allegations of underwriting errors or misconduct, employment claims, regulatory activity, or
disputes arising from our business ventures.

While the outcomes of the business litigation involving us cannot be predicted with certainty at this point, we are disput-
ing and will continue to dispute allegations against us that are without merit and believe that the ultimate outcomes of the
matters in this category of business litigation will not have a material adverse effect on our financial condition, future operating
results, or liquidity, although an adverse resolution of a number of these items could have a material adverse effect on our
results of operations in a particular quarter or fiscal year.

More information relating to legal proceedings is set forth in Note 10 f) to the Consolidated Financial Statements, under
Item 8.
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ITEM 4. Submission of Matters to a Vote of Security Holders

No matters were submitted to a vote of stockholders during the fourth quarter of the fiscal year covered by this report.

E X E C U T I V E O F F I C E R S O F T H E C O M P A N Y

The table below sets forth the names, ages, positions, and business experience of the executive officers of ACE Limited.

Name Age Position

Evan G. Greenberg 54 Chairman, President, Chief Executive Officer, and Director
John W. Keogh 44 Chief Executive Officer, ACE Overseas General
Brian E. Dowd 46 Chief Executive Officer, Insurance – North America
Philip V. Bancroft 49 Chief Financial Officer
Robert F. Cusumano 52 General Counsel and Secretary
Paul B. Medini 51 Chief Accounting Officer

Evan G. Greenberg has been a director of ACE since August 2002. Mr. Greenberg was elected Chairman of the Board of Direc-
tors in May 2007. Mr. Greenberg was appointed to the position of President and Chief Executive Officer of ACE in May 2004,
and in June 2003, was appointed President and Chief Operating Officer of ACE. Mr. Greenberg was appointed to the position
of Chief Executive Officer of ACE Overseas General in April 2002. He joined ACE as Vice Chairman, ACE Limited, and Chief
Executive Officer of ACE Tempest Re in November 2001. Prior to joining ACE, Mr. Greenberg was most recently President and
Chief Operating Officer of American International Group (AIG), a position he held from 1997 until 2000.

John W. Keogh joined ACE as Chief Executive Officer of ACE Overseas General in April 2006. Prior to joining ACE,
Mr. Keogh served as Senior Vice President, Domestic General Insurance of AIG, and President and Chief Executive Officer of
National Union Fire Insurance Company, AIG’s member company that specializes in D&O and fiduciary liability coverages.
Mr. Keogh joined AIG in 1986, and he had served in a number of senior positions there including as Executive Vice President
of AIG’s Domestic Brokerage Group, and as President and Chief Operating Officer of AIG’s Lexington Insurance Company unit.

Brian E. Dowd was appointed Chief Executive Officer of Insurance – North America in May 2006. In January 2005,
Mr. Dowd was named Chairman and Chief Executive Officer of ACE USA, Chairman of ACE Westchester and President of ACE
INA Holdings Inc. From 2002 until 2005, Mr. Dowd was President and Chief Executive Officer of ACE Westchester. In Jan-
uary 2004, he was elected to the position of Office of the Chairman of ACE INA Holdings Inc. – a position which Mr. Dowd
currently holds along with that of President. Mr. Dowd served as Executive Vice President, ACE USA Property Division from
1999 through 2001 when he was appointed President, ACE Specialty P&C Group. Mr. Dowd joined ACE in 1995.

Philip V. Bancroft was appointed Chief Financial Officer of ACE in January 2002. For nearly twenty years, Mr. Bancroft
worked for PricewaterhouseCoopers LLP. Prior to joining ACE, he served as partner-in-charge of the New York Regional
Insurance Practice. Mr. Bancroft had been a partner with PricewaterhouseCoopers LLP for 10 years.

Robert F. Cusumano was appointed General Counsel and Secretary of ACE in March 2005. Mr. Cusumano joined ACE
from the international law firm of Debevoise & Plimpton LLP, where he was a partner and a member of the firm’s Litigation
Department from 2003 to 2005. From 1990 to 2003, Mr. Cusumano was a partner with the law firm of Simpson Thatcher
and Bartlett.

Paul B. Medini was appointed Chief Accounting Officer of ACE in October 2003. For twenty-two years, Mr. Medini
worked for PricewaterhouseCoopers LLP. Prior to joining ACE, he served as a partner in their insurance industry practice.
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PART II

ITEM 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities

(a) Our Common Shares (previous to the Continuation, known as Ordinary Shares), with a current par value of CHF 33.14 per
share, have been listed on the New York Stock Exchange since March 25, 1993.

The following table sets forth the high and low closing sales prices of our Common Shares per fiscal quarter, as reported
on the New York Stock Exchange Composite Tape for the periods indicated:

2008 2007

High Low High Low

Quarter ending March 31 $ 61.65 $ 53.66 $ 60.35 $ 53.22
Quarter ending June 30 $ 62.67 $ 55.06 $ 62.54 $ 57.21
Quarter ending September 30 $ 66.00 $ 45.30 $ 63.97 $ 54.23
Quarter ending December 31 $ 57.36 $ 37.97 $ 63.33 $ 56.83

The last reported sale price of the Common Shares on the New York Stock Exchange Composite Tape on February 24, 2009
was $38.81.
(b) The approximate number of record holders of Common Shares as of February 24, 2009 was 3,524.
(c) The following table represents (in U.S. dollars) dividends paid per Share to shareholders of record on each of the following
dates:

Shareholders of Record as of: Shareholders of Record as of:

March 31, 2008 $0.27 March 30, 2007 $0.25
June 30, 2008 $0.29 June 29, 2007 $0.27
September 30, 2008* $0.26 September 30, 2007 $0.27
December 17, 2008* $0.27 December 31, 2007 $0.27

* The payments to shareholders of record on September 30, 2008, and December 17, 2008, are the U.S. dollar equivalent of CHF 0.30 converted at the U.S. dollar/Swiss
franc exchange rate shortly before the payment dates.

ACE Limited is a holding company whose principal source of income is investment income and dividends from its operating
subsidiaries. The ability of the operating subsidiaries to pay dividends to us and our ability to pay dividends to our share-
holders are each subject to legal and regulatory restrictions. The declaration and payment of future dividends will be at the
discretion of the Board of Directors and will be dependent upon the profits and financial requirements of ACE and other fac-
tors, including legal restrictions on the payment of dividends and such other factors as the Board of Directors deems relevant.
Refer to Item 7.
(d) The following table provides information with respect to purchases by the Company of its Common Shares during the three
months ended December 31, 2008:

Issuer’s Purchases of Equity Securities

Period

Total Number
of Shares

Purchased*

Average Price
Paid per

Share

Total Number
of Shares

Purchased as
Part of Publicly

Announced Plan**

Approximate Dollar
Value of Shares

that May Yet
Be Purchased

Under the Plan**

October 1, 2008 through October 31, 2008 2,068 $53.61 – $250 million
November 1, 2008 through November 30, 2008 1,098 $57.36 – $250 million
December 1, 2008 through December 31, 2008 6,176 $46.01 – $250 million

Total 9,342 $250 million

* For the three months ended December 31, 2008, this column represents the surrender to the Company of 9,342 Common Shares to satisfy tax withholding obligations in
connection with the vesting of restricted stock issued to employees.

** As part of ACE’s capital management program, in November 2001, the Company’s Board of Directors authorized the repurchase of any ACE issued debt or capital secu-
rities including Common Shares, up to $250 million. At December 31, 2008, this authorization had not been utilized.
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(e) Set forth below is a line graph comparing the dollar change in the cumulative total shareholder return on the Company’s
Common Shares from December 31, 2003, through December 31, 2008, as compared to the cumulative total return of the
Standard & Poor’s 500 Stock Index and the cumulative total return of the Standard & Poor’s Property-Casualty Insurance
Index. The chart depicts the value on December 31, 2004, 2005, 2006, 2007, and 2008, of a $100 investment made on
December 31, 2003, with all dividends reinvested.
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ITEM 6. Selected Financial Data

The following table sets forth selected consolidated financial data of the Company as of and for the years ended December 31,
2008, 2007, 2006, 2005, and 2004. These selected financial and other data should be read in conjunction with the Con-
solidated Financial Statements and related notes, under Item 8, and with Item 7. “Management’s Discussion and Analysis of
Financial Condition and Results of Operations”.

(in millions of U.S. dollars, except share, per share data,
and selected data) 2008 2007 2006 2005 2004

Operations data:
Net premiums earned $ 13,203 $ 12,297 $ 11,825 $ 11,748 $ 11,110
Net investment income 2,062 1,918 1,601 1,264 1,013
Net realized gains (losses) (1,633) (61) (98) 76 197
Losses and loss expenses 7,603 7,351 7,070 8,571 7,690
Life and annuity benefits 399 168 123 143 175
Policy acquisition costs and administrative

expenses 3,872 3,226 3,171 2,924 2,824
Interest expense 230 175 176 174 183
Other (income) expense (39) 81 (35) (25) 9
Income tax expense 370 575 522 273 286

Income before cumulative effect 1,197 2,578 2,301 1,028 1,153
Cumulative effect of a change in accounting

principle (net of income tax) – – 4 – –

Net income 1,197 2,578 2,305 1,028 1,153
Dividends on Preferred Shares (24) (45) (45) (45) (45)

Net income available to holders of Common Shares $ 1,173 $ 2,533 $ 2,260 $ 983 $ 1,108

Diluted earnings per share before cumulative effect
of a change in accounting principle $ 3.53 $ 7.66 $ 6.90 $ 3.31 $ 3.88

Diluted earnings per share(1) $ 3.53 $ 7.66 $ 6.91 $ 3.31 $ 3.88

Balance sheet data (at end of period):
Total investments $ 39,715 $ 41,779 $ 36,601 $ 31,842 $ 26,925
Cash 867 510 565 512 498
Total assets 72,057 72,090 67,135 62,440 56,183
Net unpaid losses and loss expenses 24,241 23,592 22,008 20,458 17,517
Net future policy benefits for life and annuity

contracts 2,645 537 508 510 494
Long-term debt 2,806 1,811 1,560 1,811 1,849
Trust preferred securities 309 309 309 309 412
Total liabilities 57,611 55,413 52,857 50,628 46,338
Shareholders’ equity 14,446 16,677 14,278 11,812 9,845
Book value per share $ 43.30 $ 48.89 $ 42.03 $ 34.81 $ 32.65
Selected data
Loss and loss expense ratio(2) 60.6% 61.6% 61.2% 74.5% 70.7%
Underwriting and administrative expense ratio(3) 29.0% 26.3% 26.9% 25.0% 25.6%

Combined ratio(4) 89.6% 87.9% 88.1% 99.5% 96.3%

Net loss reserves to capital and surplus ratio(5) 186.1% 144.7% 157.7% 177.5% 182.9%
Weighted average shares outstanding – diluted 332,481,627 330,447,721 327,232,022 297,299,883 285,485,472
Cash dividends per share $ 1.09 $ 1.06 $ 0.98 $ 0.90 $ 0.82

(1) Diluted earnings per share is calculated by dividing net income available to holders of Common Shares by weighted average shares outstanding – diluted.
(2) The loss and loss expense ratio is calculated by dividing the losses and loss expenses by net premiums earned excluding life insurance and reinsurance premiums. Net
premiums earned for life insurance and reinsurance were $1,170 million, $368 million, $274 million, $248 million, and $226 million, for the years ended December 31,
2008, 2007, 2006, 2005, and 2004, respectively.
(3) The underwriting and administrative expense ratio is calculated by dividing the policy acquisition costs and administrative expenses by net premiums earned excluding
life insurance and reinsurance premiums.
(4) The combined ratio is the sum of the loss and loss expense ratio and the underwriting and administrative expense ratio.
(5) The net loss reserves to capital and surplus ratio is calculated by dividing the sum of the net unpaid losses and loss expenses and net future policy benefits for life and
annuity contracts by shareholders’ equity.
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ITEM 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following is a discussion of our results of operations, financial condition, and liquidity and capital resources as of and for
the year ended December 31, 2008. This discussion should be read in conjunction with the Consolidated Financial State-
ments and related notes, under Item 8 of this Form 10-K.

Overview

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 include both
P&C and life companies. At December 31, 2008, ACE had total assets of approximately $72 billion and shareholders’ equity
of approximately $14 billion.

Our product and geographic diversification differentiates us from the vast majority of our competitors and has been a
source of stability during periods of industry volatility. Our long-term business strategy focuses on sustained growth in book
value achieved through a combination of underwriting and investment income. By doing so, we provide value to our clients
and shareholders through the utilization of our substantial capital base in the insurance and reinsurance markets.

We are organized along a profit center structure by line of business and territory that does not necessarily correspond to
corporate legal entities. Profit centers can access various legal entities, subject to licensing and other regulatory rules. Profit
centers are expected to generate underwriting income and appropriate risk-adjusted returns. This corporate structure has facili-
tated the development of management talent by giving each profit center's senior management team the necessary autonomy
within underwriting authorities to make operating decisions and create products and coverages needed by its target customer
base. We are an underwriting organization and senior management is focused on delivering underwriting profit. We strive to
achieve underwriting income by only writing policies which we believe adequately compensate us for the risk we accept.

As an insurance and reinsurance company, we generate gross revenues from two principal sources: premiums and invest-
ment income. Cash flow is generated from premiums collected and investment income received less paid losses and loss
expenses, policy acquisition costs, and administrative expenses. Invested assets are substantially held in liquid, investment
grade fixed income securities of relatively short duration. We invest in equity securities in the U.S. and international markets.
A small portion of our assets are held in less liquid or higher risk assets in an attempt to achieve higher risk-adjusted returns.
Claims payments in any short-term period are highly unpredictable due to the random nature of loss events and the timing of
claims awards or settlements. The value of investments held to pay future claims is subject to market forces such as the level
of interest rates, stock market volatility, and credit events such as corporate defaults. The actual cost of claims is also volatile
based on loss trends, inflation rates, court awards, and catastrophes. We believe that our cash balance, our highly liquid
investments, credit facilities, and reinsurance protection provide sufficient liquidity to meet unforeseen claim demands that
might occur in the year ahead. Refer to “Liquidity and Capital Resources”.

Redomestication to Zurich, Switzerland

In July 2008, our shareholders approved proposals submitted by our Board of Directors to transfer our domicile from the
Cayman Islands to Zurich, in Switzerland, our new jurisdiction of incorporation (the Continuation). As a result of the Con-
tinuation, 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. All Common Shares are registered shares with
a current par value of CHF 33.14 each.

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. For the foreseeable
future, we expect to pay dividends as a repayment of share capital in the form of a reduction in par value or qualified paid-in
capital, which would not be subject to Swiss withholding tax. Refer to “Liquidity and Capital Resources” below and Note 12 to
our Consolidated Financial Statements, under Item 8 for more information.
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The Combined Insurance Acquisition

On April 1, 2008, ACE acquired all of the outstanding shares of Combined Insurance and certain of its subsidiaries from Aon
Corporation for $2.56 billion. Combined Insurance, founded in 1919 is headquartered in Glenview, Illinois, 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 policy-
holders 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.

Our A&H operations have represented an increasing portion of our business in recent years. Within our A&H operations
(including Combined Insurance), our primary business is personal accident. We are not in the primary health care business.
Our products include, but are not limited to, accidental death, accidental disability, supplemental medical, hospital indemnity,
and income protection coverages. 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 recorded the Combined Insurance
acquisition using the purchase method of accounting. The interim Consolidated Financial Statements include the results of
Combined Insurance beginning April 1, 2008. The acquisition generated $928 million of goodwill and other intangible assets,
based on ACE’s purchase price allocation. Results from Combined Insurance’s North American operations are included in
ACE’s Life Insurance and Reinsurance segment as the products are similar to our current life operations. The results from
Combined Insurance’s international operations are included in ACE’s Insurance – Overseas General segment as the products
have similar economic characteristics and are distributed outside of the North American insurance markets. Refer to Note 3 to
our Consolidated Financial Statements, under Item 8 for more information.

Market Conditions

The property and casualty insurance industry began 2008 with excess underwriting capacity, as defined by availability of capi-
tal. Since then, natural catastrophes and financial market losses have destroyed a great deal of this excess capital. Additionally,
downgrades and government ownership have impaired the ability of a number of companies to deploy their capital and operate
in the same manner as they have in the past.

The P&C underwriting environment, particularly rates, improved during the fourth quarter of 2008 and into the first quar-
ter of 2009. This trend was more obvious in certain specialty and stressed classes. The rate of change varies by territory,
where the greatest improvements have been in North America, followed by the London company market, Australia, and Latin
America. We believe that due to our strong balance sheet, geographic presence, and product breadth, we are beginning to
benefit from a flight to quality and where rate is adequate, we are writing more business, improving our position on accounts,
and gaining market share. Where rate is not adequate, we are walking away and in some classes, continuing to shed busi-
ness. While the relationship between rates to risk-exposure is improving, exposure is declining due to recession, resulting in
improved underwriting margins but not necessarily more premium.

In North America, we are seeing substantially more opportunity to quote business as a result of market turmoil. Sub-
missions are up significantly, though our quote-to-close ratios have dropped modestly given our pricing discipline. In those
lines where rate is adequate, we are benefiting from the weakness of others by improving our position on accounts, moving
into primary lead or first excess position – for example, in excess casualty, directors and officers’ liability (D&O), environmental
and medical liability. We are also gaining new business in certain lines where we already enjoy a strong lead position such as
our E&O business and risk management division. There are also classes where our retention rates and new business writings
are being negatively impacted by continued inadequate pricing such as both large account and catastrophe-exposed property,
E&S casualty, and due to recession, construction-related business. Our international business has also seen improvement – in
the fourth quarter of 2008, our P&C business in original currency experienced its best quarter of the year, increasing six per-
cent over the third quarter, while A&H was up 15 percent over the same period. We deliberately shrank our reinsurance
business in 2008, due to the competitive market conditions. However, during the first quarter of 2009, Global Reinsurance
experienced improved pricing in many classes, and although U.S. casualty remains competitive, we gained revenue from
improved signings due to competitor weakness and more clients looking for a reinsurance solution to solve a capital need. In
reinsurance, we are noticing more clients willing to pay more – though in most cases not dramatically more – to have ACE on
their program.

Although, the relationship between rates and risk-exposure is improving and rates are improving, we cannot predict with
any certainty how long these conditions will continue. We believe that the current recession is impacting exposures and cli-
ent’s insurance budgets and this along with foreign exchange weakness relative to the U.S. dollar, will negatively impact
growth rates in 2009.
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We are continuing to invest in people and infrastructure to grow our presence in lines of businesses globally where we see
an opportunity for ACE to grow market share at reasonable terms. We are also continuing to invest in our enterprise risk
management capability, our systems and data environment, and our research and development capabilities.

Critical Accounting Estimates

Our Consolidated Financial Statements include amounts that, either by their nature or due to requirements of accounting princi-
ples generally accepted in the U.S. (GAAP), are determined using best estimates and assumptions. While we believe that the
amounts included in our Consolidated Financial Statements reflect our best judgment, actual amounts could ultimately materi-
ally differ from those currently presented. We believe the items that require the most subjective and complex estimates are:
• unpaid loss and loss expense reserves, including long-tail asbestos and environmental (A&E) reserves;
• future policy benefits reserves;
• valuation of value of business acquired (VOBA) and amortization of deferred policy acquisition costs and VOBA;
• the assessment of risk transfer for certain structured insurance and reinsurance contracts;
• reinsurance recoverable, including a provision for uncollectible reinsurance;
• impairments to the carrying value of our investment portfolio;
• the valuation of deferred tax assets;
• the valuation of derivative instruments related to guaranteed minimum income benefits (GMIB); and
• the valuation of goodwill.

We believe our accounting policies for these items are of critical importance to our Consolidated Financial Statements.
The following discussion provides more information regarding the estimates and assumptions required to arrive at these
amounts and should be read in conjunction with the sections entitled: Prior Period Development, Asbestos and Environmental
and Other Run-off Liabilities, Reinsurance Recoverable on Ceded Reinsurance, Investments, Net Realized Gains (Losses), and
Other Income and Expense Items.

Unpaid losses and loss expenses

As an insurance and reinsurance company, we are required, by applicable laws and regulations and GAAP, to establish loss
and loss expense reserves for the estimated unpaid portion of the ultimate liability for losses and loss expenses under the terms
of our policies and agreements with our insured and reinsured customers. The estimate of the liabilities includes provisions for
claims that have been reported but unpaid at the balance sheet date (case reserves) and for future obligations from claims that
have been incurred but not reported (IBNR) at the balance sheet date (IBNR may also include a provision for additional devel-
opment on reported claims in instances where the case reserve is viewed to be potentially insufficient). The reserves provide
for liabilities that exist for the Company as of the balance sheet date. The loss reserve also includes an estimate of expenses
associated with processing and settling these unpaid claims (loss expenses). At December 31, 2008, our gross unpaid loss
and loss expense reserves were $37.2 billion and our net unpaid loss and loss expense reserves were $24.2 billion. With the
exception of certain structured settlements, for which the timing and amount of future claim payments are reliably determi-
nable, our loss reserves are not discounted for the time value of money. In connection with such structured settlements, we
carry reserves of $106 million (net of discount).

The table below presents a roll-forward of our unpaid losses and loss expenses for the indicated periods.

(in millions of U.S. dollars)
Gross

Losses
Reinsurance
Recoverable Net Losses

Balance at December 31, 2006 $ 35,517 $ 13,509 $ 22,008
Losses and loss expenses incurred 10,831 3,480 7,351
Losses and loss expenses paid (9,516) (3,582) (5,934)
Other (including foreign exchange revaluation) 280 113 167

Balance at December 31, 2007 37,112 13,520 23,592
Losses and loss expenses incurred 10,944 3,341 7,603
Losses and loss expenses paid (9,899) (3,572) (6,327)
Other (including foreign exchange revaluation) (1,367) (387) (980)
Losses and loss expenses acquired 386 33 353

Balance at December 31, 2008 $ 37,176 $ 12,935 $ 24,241
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The process of establishing loss reserves for property and casualty claims can be complex and is subject to considerable
uncertainty as it requires the use of informed estimates and judgments based on circumstances known at the date of accrual.
The following table shows our total reserves segregated between case reserves (including loss expense reserves) and IBNR
reserves at December 31, 2008 and 2007.

2008 2007

(in millions of U.S. dollars) Gross Ceded Net Gross Ceded Net

Case reserves $ 16,583 $ 6,539 $ 10,044 $ 15,625 $ 6,077 $ 9,548
IBNR 20,593 6,396 14,197 21,487 7,443 14,044

Total $ 37,176 $ 12,935 $ 24,241 $ 37,112 $ 13,520 $ 23,592

The following table segregates the loss reserves by line of business including property and all other, casualty, and personal
accident (A&H) at December 31, 2008 and 2007. In the table, loss expenses are defined to include unallocated and allocated
loss adjustment expenses. For certain lines, in particular ACE International and ACE Bermuda products, loss adjustment
expenses are partially included in IBNR and partially included in loss expenses.

2008 2007

(in millions of U.S. dollars) Gross Ceded Net Gross Ceded Net

Property and all other

Case reserves $ 3,180 $ 1,367 $ 1,813 $ 2,901 $ 1,256 $ 1,645
Loss expenses 264 92 172 230 55 175
IBNR 2,456 1,084 1,372 2,824 1,095 1,729

Subtotal 5,900 2,543 3,357 5,955 2,406 3,549

Casualty

Case reserves 8,700 3,178 5,522 8,747 3,150 5,597
Loss expenses 3,871 1,779 2,092 3,348 1,544 1,804
IBNR 17,455 5,144 12,311 18,070 6,193 11,877

Subtotal 30,026 10,101 19,925 30,165 10,887 19,278

A&H

Case reserves 536 121 415 370 68 302
Loss expenses 32 2 30 29 4 25
IBNR 682 168 514 593 155 438

Subtotal 1,250 291 959 992 227 765

Total

Case reserves 12,416 4,666 7,750 12,018 4,474 7,544
Loss expenses 4,167 1,873 2,294 3,607 1,603 2,004
IBNR 20,593 6,396 14,197 21,487 7,443 14,044

Total $ 37,176 $ 12,935 $ 24,241 $ 37,112 $ 13,520 $ 23,592

The judgments used to estimate unpaid loss and loss expense reserves require different considerations depending upon
the individual circumstances underlying the insured loss. For example, the reserves established for high excess casualty
claims, A&E claims, claims from major catastrophic events, or the IBNR for our various product lines each require different
assumptions and judgments to be made. Necessary judgments are based on numerous factors and may be revised as addi-
tional experience and other data become available and are reviewed, as new or improved methods are developed, or as laws
change. Hence, ultimate loss payments may differ from the estimate of the ultimate liabilities made at the balance sheet date.
Changes to our previous estimates of prior period loss reserves impact the reported calendar year underwriting results by wor-
sening our reported results if the prior year reserves prove to be deficient or improving our reported results if the prior year
reserves prove to be redundant. The potential for variation in loss reserves is impacted by numerous factors, which we discuss
below.
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We establish loss and loss expense reserves for our liabilities from claims for all of the insurance and reinsurance busi-
ness that we write. For those claims reported by insureds or ceding companies to us prior to the balance sheet date, and
where we have sufficient information, our claims personnel establish case reserves as appropriate based on the circumstances
of the claim(s), standard claim handling practices, and professional judgment. In respect of those claims that have been
incurred but not reported prior to the balance sheet date, there is by definition limited actual information to form the case
reserve estimate and reliance is placed upon historical loss experience and actuarial methods to project the ultimate loss
obligations and the corresponding amount of IBNR. Furthermore, for our assumed reinsurance operation, Global Reinsurance,
an additional case reserve may be established above the amount notified by the ceding company if the notified case reserve is
judged to be insufficient by Global Reinsurance’s claims department (refer to “Assumed reinsurance” below).

We have actuarial staff within each of our operating segments who analyze loss reserves and regularly project estimates of
ultimate losses and the required IBNR reserve. IBNR reserve estimates are generally calculated by first projecting the ultimate
amount of expected claims for a product line and subtracting paid losses and case reserves for reported claims. The judgments
involved in projecting the ultimate losses may involve the use and interpretation of various actuarial projection methods that
place reliance on the extrapolation of actual historical data, loss development patterns and industry data as needed. The esti-
mate of the IBNR reserve also requires judgment by actuaries and management to reflect the impact of more contemporary,
qualitative, and subjective factors. Among some of the factors that might be considered are changes in business mix or vol-
ume, changes in ceded reinsurance structures, reported and projected loss trends, inflation, legal environment, and the terms
and conditions of the contracts sold to our insured parties.

Typically, for each product line, one or more standard actuarial reserving methods may be used to estimate ultimate
losses and loss expenses, and from these estimates a single actuarial central estimate is selected. Exceptions to the use of
standard actuarial projection methods occur for individual claims of significance that require complex legal, claims, and actua-
rial analysis and judgment (for example, A&E account projections or high excess casualty accounts in litigation) or product
lines where the nature of the claims experience and / or availability of the data prevent application of such methods. In addi-
tion, claims arising from catastrophic events require evaluation based upon our exposure at the time of the event and the
circumstances of the catastrophe and its post-event impact that do not utilize standard actuarial loss projection methods.

The standard actuarial reserving methods may include, but are not necessarily limited to, paid and reported loss develop-
ment, expected loss ratio, and Bornhuetter-Ferguson methods. A general description of these methods is provided below. In
the subsequent discussion on short and long-tail business, reference is also made where appropriate to how consideration in
method selection impacted 2008 results. In addition to these standard methods, we may use other recognized actuarial meth-
ods and approaches depending upon the product line characteristics and available data. To ensure that the projections of
future loss emergence based on historical loss development patterns are representative of the underlying business, the histor-
ical loss and premium data is required to be of sufficient homogeneity and credibility. For example, to improve data
homogeneity, we may group product line data further by similar risk attribute (e.g., geography, coverage such as property
versus liability exposure, or origin year), project losses for these homogenous groups and then combine these results to provide
the overall product line estimate. The premium and loss data is aggregated by origin year (e.g., the year in which the losses
were incurred or “accident year”) and annual or quarterly development periods subsequent to the origin year. Implicit in the
standard actuarial methods that we generally utilize is the need for two fundamental assumptions: first, the expected loss ratio
for each origin year (i.e., accident, report, or underwriting) and second, the pattern by which losses are expected to emerge
over time for each origin year.

The expected loss ratio for any particular origin year is selected after consideration of a number of factors, including histor-
ical loss ratios adjusted for intervening premium and loss trends, industry benchmarks, the results of policy level loss modeling
at the time of underwriting, and other more subjective considerations for the product line and external environment as noted
above. For the more recent origin years, the expected loss ratio for a given origin year is established at the start of the origin
year as part of the planning process. This analysis is performed in conjunction with underwriters and management. The
expected loss ratio method arrives at an ultimate loss estimate by multiplying the expected ultimate loss ratio by the corre-
sponding premium base. This method is most commonly used for immature origin periods on product lines where the actual
paid or reported loss experience is not yet deemed sufficiently credible to warrant consideration in the selection of ultimate
losses. The expected loss ratio for a given origin year may be modified over time if the underlying assumptions such as loss
trend or premium rate changes differ from the original assumptions.

Our assumed paid and reported development patterns provide a benchmark against which the actual emerging loss experi-
ence can be monitored. Where possible, development patterns are selected based on historical loss emergence by origin year
with appropriate allowance for changes in business mix, claims handling process, or ceded reinsurance that are likely to lead
to a discernible difference between the rate of historical and future loss emergence. For product lines where the historical data

41



is viewed to have low statistical credibility, the selected development patterns also reflect relevant industry benchmarks and/or
experience from similar product lines written elsewhere within ACE. This typically arises for product lines that are relatively
immature or for high severity/low frequency portfolios where our historical experience exhibits considerable volatility and/or
lacks credibility. The paid and reported loss development methods convert the assumed loss emergence pattern to a set of
multiplicative factors which are then applied to actual paid or reported losses to arrive at an estimate of ultimate losses for
each period. Due to their multiplicative nature, the paid and reported loss development methods magnify differences between
actual and expected loss emergence. These methods tend to be utilized for more mature origin periods and for those portfolios
where the loss emergence has been relatively consistent over time.

The Bornhuetter-Ferguson method is essentially a combination of the expected loss ratio method and the loss develop-
ment method, under which the loss development method is given more weight as the origin year matures. This approach
allows a logical transition between the expected loss ratio method which is generally utilized at earlier maturities and the loss
development methods which are typically utilized at latter maturities. We usually apply this method using reported loss data
although paid data may be used.

The applicability of actuarial methods will also be impacted by the attachment point of the policy or contract with the
insured or ceding company. In the case of low attachment points typical of primary or working layer reinsurance, the experi-
ence tends to be more frequency driven. These product types allow for the standard actuarial methods to be used in
determining loss reserve levels, as they often have a sufficient history and volume of claims experience to be credible. In the
case of high attachment points typical of excess insurance or excess of loss reinsurance, the experience tends to be severity
driven, as only a loss of significant size will enter the layer. For structured or unique contracts, most common to the financial
solutions business (which we have considerably curtailed) and, to a lesser extent, our reinsurance business, we typically sup-
plement the standard actuarial methods with an analysis of each contract’s terms, original pricing information, subsequent
internal and external analyses of the ongoing contracts, market exposures and history, and qualitative input from claims
managers.

Our recorded reserves represent management’s best estimate of the provision for unpaid claims as of the balance sheet
date. We perform an actuarial reserve review for each product line and establish an actuarial central estimate at the review’s
conclusion. The process to select the actuarial central estimate, when more than one estimate is available, may differ across
product lines. For example, an actuary may base the central estimate on loss projections developed using an incurred loss
development approach instead of a paid loss development approach when reported losses are viewed to be a more credible
indication of the ultimate loss compared with paid losses. The availability of estimates by different projection techniques will
depend upon the product line, the underwriting circumstances, and the maturity of the loss emergence. For a well-established
product line with sufficient volume and history, the actuarial central estimate may be drawn from a weighting of paid and
reported loss development and/or Bornhuetter-Ferguson methods. However, for a new long-tail product line for which we have
limited data and experience or a rapidly growing line, the emerging loss experience may not have sufficient credibility to allow
selection of loss development or Bornhuetter-Ferguson methods and reliance may be placed upon the expected loss ratio
method until the experience matures.

Management’s best estimate is developed from the actuarial central estimate after collaboration with actuaries, under-
writing, claims, legal, and finance departments and culminates with the input of reserve committees. Each business unit
reserve committee includes the participation of the relevant parties from actuarial, finance, claims, and senior management
and has the responsibility for finalizing and approving the estimate to be used as management's best estimate. Reserves are
further reviewed by ACE Limited’s Chief Actuary and senior management. The objective of such a process is to determine a
single estimate that we believe represents a better estimate than any other. Such an estimate is viewed by management to be
the best estimate of ultimate loss settlements and is determined based on several factors including, but not limited to:
• Segmentation of data to provide sufficient homogeneity and credibility for loss projection methods;
• Extent of internal historical loss data, and industry information where required;
• Historical variability of loss estimates compared with actual loss experience;
• Perceived credibility of emerged loss experience; and
• Nature and extent of underlying assumptions.

Management does not build in any specific provision for uncertainty.
We do not calculate a range of loss reserve estimates for our individual loss reserve studies. Ranges are not necessarily a

true reflection of the potential difference between loss reserves estimated at the balance sheet date and the ultimate settlement
value of losses. This is due to the fact that an actuarial range is developed based on known events as of the valuation date
whereas actual prior period development reported in subsequent Consolidated Financial Statements relates in part to events
and circumstances that were unknown as of the original valuation date. While we believe that our recorded reserves are
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reasonable and represent management’s best estimate for each product line as of the current valuation date, future changes to
our view of the ultimate liabilities are possible. A five percent change in our net loss reserves equates to $1.2 billion and
represents eight percent of shareholders’ equity at December 31, 2008. Historically, including A&E reserve charges, our
reserves, at times, have developed in excess of 10 percent of recorded amounts. Refer to “Analysis of Losses and Loss
Expense Development” under Item 1 for a summary of historical volatility between estimated loss reserves and ultimate loss
settlements.

We perform internal loss reserve studies for all product lines at least once a year; the timing of such studies varies through-
out the year. Additionally, each quarter for most product lines, we review the emergence of actual losses relative to
expectations. If warranted from findings in loss emergence tests, we will accelerate the timing of our product line reserve stud-
ies. Finally, loss reserve studies are performed annually by external third-parties and the findings are used to test the
reasonability of our internal findings.

The time period between the date of loss occurrence and the final payment date of the ensuing claim(s) is referred to as
the “claim-tail”. The following is a discussion of specific reserving considerations for both short-tail and long-tail product lines.
In this section, we reference the nature of recent prior period development to give a high-level understanding of how these
considerations translate through the reserving process into financial decisions. Refer to “Segment Operating Results” for more
information on prior period development.

Short-tail business
Short-tail business generally describes product lines for which losses are usually known and paid shortly after the loss actually
occurs. This would include, for example, most property, personal accident, aviation hull, and automobile physical damage
policies that are written by ACE. There are some exceptions on certain product lines or events (e.g., major hurricanes) where
the event has occurred, but the final settlement amount is highly variable and not known with certainty for a potentially
lengthy period. Due to the short reporting development pattern for these product lines, our estimate of ultimate losses from any
particular accident period responds quickly to the latest loss data. We typically assign credibility to methods that incorporate
actual loss emergence, such as the paid and reported loss development and Bornhuetter-Ferguson methods, sooner than
would be the case for long-tail lines at a similar stage of development for a given origin year. The reserving process for short-
tail losses arising from catastrophic events typically involves the determination by the claims department, in conjunction with
underwriters and actuaries, of our exposure and estimated losses immediately following an event and then subsequent
revisions of the estimated losses as our insureds provide updated actual loss information.

For the 2008 origin year, the short-tail line loss reserves were typically established using the expected loss ratio method
for the non-catastrophe exposures. Reserves were also established for losses arising on catastrophe activity during 2008. The
underlying calculation for the non-catastrophe losses requires initial expected loss ratios by product line adjusted for actual
experience during the 2008 calendar year. As previously noted, the derivation of initial loss ratios incorporates actuarial projec-
tions of prior years’ losses, past and future loss and exposure trends, rate adequacy for new and renewal business, and ceded
reinsurance coverage and costs. We also considered our view of the impact of terms and conditions and the market environ-
ment, which by their nature tend to be more judgmental relative to other factors. For our short-tail businesses taken as a
whole, overall loss trend assumptions did not differ significantly relative to prior years. Because there is some degree of ran-
dom volatility of non-catastrophe loss experience from year to year, we considered average loss experience over several years
when developing loss estimates for the current accident year. Therefore, while there has been favorable loss development in
recent years on non-catastrophe exposures, the effect of this favorable development on expected loss ratios for the current
accident year is relatively small. Further, other considerations, such as rate reductions and broadening of terms and conditions
in a competitive market somewhat offset the impact of recent favorable loss development.

In terms of prior accident years, the bulk of the changes made in the 2008 calendar year arose from the 2006 and 2007
accident years. Specifically, the Insurance – North American, Insurance – Overseas General, and Global Reinsurance segments
experienced $220 million, $173 million, and $142 million of favorable development, respectively, primarily due to lower than
anticipated loss emergence on the 2006 and 2007 accident years. In the Insurance – North American and Insurance – Over-
seas General segments, these prior period movements were primarily the result of changes to the ultimate loss estimates for
the 2006 and 2007 accident years in response to the latest reported loss data rather than any significant changes to under-
lying actuarial assumptions such as loss development patterns. In the Global Reinsurance segment, the prior period
movements were primarily the result of changes to the ultimate loss estimates for the 2003-2005 accident years that resulted
from a detailed review. The changes to the ultimate losses were principally related to recognition of the latest reported loss data
rather than any significant changes to underlying actuarial assumptions such as loss development patterns.
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For a detailed analysis of changes in assumptions related to prior accident year reserves during calendar year 2008, refer
to “Prior Period Development”.

Long-tail business
Long-tail business describes lines of business for which specific losses may not be known for some period and claims can take
significant time to emerge. This includes most casualty lines such as general liability, D&O, and workers’ compensation. There
are many factors contributing to the uncertainty and volatility of long-tail business. Among these are:
• Our historical loss data and experience is often too immature and lacking in credibility to rely upon for reserving purposes.
Where this is the case, in our reserve analysis we rely on industry loss ratios or industry benchmark development patterns that
we believe reflect the nature and coverage of the underwritten business and its future development, where available. For such
product lines, actual loss experience may differ from industry loss statistics as well as loss experience for previous underwriting
years;
• The inherent uncertainty around loss trends, claims inflation (e.g., medical and judicial) and underlying economic con-
ditions;
• The inherent uncertainty of the estimated duration of the paid and reporting loss development patterns beyond the historical
record requires that professional judgment be used in the determination of the length of the patterns based on the historical
data and other information;
• The inherent uncertainty of assuming that historical paid and reported loss development patterns for older origin years will
be representative of subsequent loss emergence on recent origin years. For example, changes over time in the processes and
procedures for establishing case reserves can distort reported loss development patterns or changes in ceded reinsurance struc-
tures by origin year can distort the development of paid and reported losses;
• Loss reserve analyses typically require loss or other data be grouped by common characteristics in some manner. If data
from two combined lines of business exhibit different characteristics, such as loss payment patterns, the credibility of the
reserve estimate could be affected. Additionally, since casualty lines of business can have significant intricacies in the terms
and conditions afforded to the insured, there is an inherent risk as to the homogeneity of the underlying data used in perform-
ing reserve analyses; and
• The applicability of the price change data used to estimate ultimate loss ratios for most recent origin years.

As can be seen from the above, various factors are considered when determining appropriate data, assumptions, and
methods used to establish the loss reserve for the long-tail product lines. These factors will also vary by origin year for given
product lines. The derivation of loss development patterns from data and the selection of a tail factor to project ultimate losses
from actual loss emergence require considerable judgment, particularly with respect to the extent to which historical loss
experience is relied upon to support changes in key reserving assumptions. Examples of the relationship between changes in
historical loss experience and key reserving assumptions are provided below.

For those long-tail product lines that are less claim frequency and more claim severity oriented, such as professional lines
and high excess casualty, we placed more reliance upon expert legal and claims review of the specific circumstance underlying
reported cases rather than loss development patterns. The assumptions used for these lines of business are updated over time
to reflect new claim and legal advice judged to be of significance.

For the 2008 origin year, loss reserves were typically established through the application of individual product line
expected loss ratios that contemplated assumptions similar in nature to those noted in the short-tail line discussion. Our
assumptions on loss trend and development patterns reflect reliance on our historical loss data provided the length of history
and homogeneity afford credibility. Given the recent growth on a number of product lines, such as general casualty and finan-
cial lines, our historical loss data is less extensive and our assumptions require judgmental use of industry loss trends and
development patterns. We note that industry patterns are not always available to match the nature of the business being writ-
ten; this issue is particularly problematic for non-U.S. exposed lines. Given the underlying volatility of the long-tail product
lines and the lengthy period required for full paid and reported loss emergence, we typically assign little to no credibility to
actual loss emergence in the early development periods. Accordingly, we generally used the expected loss ratio method for the
2008 and immediately preceding origin years to establish reserves by product line. We monitor actual paid and reported loss
emergence relative to expected loss emergence for most individual product lines. While recent experience has generally been
favorable relative to our expectations, we do not yet believe that this favorable experience is sufficiently credible for us to con-
sider moving to loss-based projection methods in setting reserves for the more recent years.

Given the nature of long-tail casualty business and related reserving considerations, for the major long-tail lines in
Insurance – North American, Insurance – Overseas General, and Global Reinsurance, no changes of significance were made to
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the key actuarial assumptions for the loss trend (aside from changes to inflation assumptions), exposure trend, and loss devel-
opment patterns used to establish the 2008 accident year reserves relative to prior accident years.

To the extent that actual loss emergence in calendar year 2008 differed from our expectation for the more recent origin
years, the deviation was not typically seen as sufficiently credible, particularly given the volatility and lengthy period for full
loss emergence, to alter either our booked ultimate loss selections or the actuarial assumptions underlying the reserve reviews.
Such judgments were made with due consideration to the factors impacting reserve uncertainty as discussed above. However,
for some product lines, credibility was assigned to emerging loss experience and this is discussed further below and in the
section entitled “Prior Period Development”. For the 2007 and 2008 origin years, our best estimate reflects what we believe to
be our exposure to credit-crunch related claims (primarily E&O and D&O) based on information received to date.

For more mature accident years, typically 2004 and prior, we relied upon paid and reported loss development patterns for
older origin years where sufficient credibility existed. For those lines where the historical experience lacked credibility, we
placed reliance upon the latest benchmark patterns (where available) from external industry bodies such as Insurance Services
Office (ISO) or the National Council on Compensation Insurance, Inc. (NCCI). Accordingly, the assumptions used to project
loss estimates will not fully reflect our own actual loss experience until our data is deemed sufficiently credible.

In contrast to short-tail lines, the prior period development in 2008 for long-tail lines of business arose across a number
of accident years in the Insurance – North American and Insurance – Overseas General segments, typically in more mature
origin years. The movements were generally the result of actual loss emergence in calendar year 2008 that differed notably
from the expected loss emergence and where such deviations were deemed significant enough to warrant revising the projec-
tions for certain product lines. The nature of the changes to the assumptions in 2008, and the associated impact on the prior
accident years, varies by product line. For example, in Insurance – North American the changes to recorded estimates for
national account casualty lines, medical risk lines, and Canada P&C operations involved assigning greater credibility to actual
loss experience; i.e. more weight was given to paid and reported loss development and Bornhuetter-Ferguson methods rather
than the expected loss ratio methods mainly on accident years 2005 and prior. This resulted in $32 million, $46 million, and
$51 million of favorable development, respectively. Similarly, for the ACE International division within Insurance – Overseas
General, there was $159 million of favorable development mainly on accident years 2005 and prior as more weight was given
to paid and reported loss development and Bornhuetter-Ferguson methods rather than the expected loss ratio methods.

For a detailed analysis of changes in assumptions related to prior accident year reserves during calendar year 2008, refer
to “Prior Period Development”.

While we believe that our reserve for unpaid losses and loss expenses at December 31, 2008, is adequate, new
information or emerging trends that differ from our assumptions may lead to future development of losses and loss expenses
significantly greater or less than the reserve provided, which could have a material effect on future operating results. As noted
previously, our best estimate of required loss reserves for most portfolios is judgmentally selected for each origin year after
considering the results from any number of reserving methods and is not a purely mechanical process. Therefore, it is difficult
to convey, in a simple and quantitative manner, the impact that a change to a single assumption will have on our best esti-
mate. In the examples shown below, we attempt to give an indication of the potential impact by isolating a single change for a
specific reserving method that would be pertinent in establishing the best estimate for the product line described. We consider
each of the following sensitivity analyses to represent a reasonably likely deviation in the underlying assumption.

Insurance – North American
Given the long reporting and paid development patterns, the tail factors used to project actual current losses to ultimate losses
for claims covered by our inactive middle market workers’ compensation business requires considerable judgment that could
be material to consolidated loss and loss expense reserves. Specifically, when applying the paid loss development method, a
one percent change in the tail factor (i.e., 1.04 changed to either 1.05 or 1.03) would cause a change of approximately $45
million, either positively or negatively, for the projected net loss and loss expense reserves. This is relative to recorded net loss
and loss expense reserves of approximately $270 million.

Our ACE Bermuda operations write predominantly high excess liability coverage on an occurrence-first-reported basis
(typically with attachment points in excess of $300 million and gross limits of $150 million or less) and D&O and other pro-
fessional liability coverage on a claims-made basis (typically with attachment points in excess of $100 million and gross limits
of $50 million or less). Claims development for this business can vary significantly for individual claims and historically could
vary by as much as $50 million per claim for professional liability and $150 million per claim for excess liability depending on
the nature of the loss.
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Insurance – Overseas General
Certain long-tail lines, such as casualty and professional lines, are particularly susceptible to changes in loss trend and claim
inflation. Heightened perceptions of tort and settlement awards around the world are increasing the demand for these products
as well as contributing to the uncertainty in the reserving estimates. Our reserving methods rely on loss development patterns
estimated from historical data and while we attempt to adjust such factors for known changes in the current tort environment,
it is possible that such factors may not entirely reflect all recent trends in tort environments. For example, when applying the
reported loss development method, the lengthening by six months of our selected loss development patterns would increase
reserve estimates on long-tail casualty and professional lines for accident years 2000-2006 by approximately $254 million.
This movement is relative to recorded net loss and loss expense reserves of approximately $1.7 billion for these years.

Global Reinsurance
Typically, there is inherent uncertainty around the length of paid and reported development patterns, especially for certain
casualty lines such as excess workers’ compensation or general liability, which may take up to 30 years to fully develop. This
uncertainty is accentuated by the need to supplement client development patterns with industry development patterns due to
the sometimes low credibility of the data. The underlying source and selection of the final development patterns can thus have
a significant impact on the selected net losses and loss expenses ultimate. For example, a twenty percent shortening or length-
ening of the development patterns used for U.S. long-tail lines would cause the loss reserve estimate derived by the reported
Bornhuetter-Ferguson method for these lines to change by approximately $217 million. This movement is relative to recorded
net loss and loss expense reserves of approximately $1.5 billion.

Assumed reinsurance
At December 31, 2008, net unpaid losses and loss expenses for the Global Reinsurance segment aggregated to $2.5 billion,
consisting of $836 million of case reserves and $1.7 billion of IBNR. In comparison, at December 31, 2007, net unpaid
losses and loss expenses for the Global Reinsurance segment aggregated to $2.6 billion, consisting of $740 million of case
reserves and $1.9 billion of IBNR.

For catastrophe business, we principally estimate unpaid losses and loss expenses on an event basis by considering vari-
ous sources of information, including specific loss estimates reported by our cedants, ceding company and overall industry loss
estimates reported by our brokers, and our internal data regarding reinsured exposures related to the geographical location of
the event. Our internal data analysis enables us to establish catastrophe reserves for known events with more certainty at an
earlier date than would be the case if we solely relied on reports from third parties to determine carried reserves.

For our casualty reinsurance business, we generally rely on ceding companies to report claims and then use that data as
a key input to estimate unpaid losses and loss expenses. Due to the reliance on claims information reported by ceding compa-
nies, as well as other factors, the estimation of unpaid losses and loss expenses for assumed reinsurance includes certain risks
and uncertainties that are unique relative to our direct insurance business. These include, but are not necessarily limited to,
the following:
• The reported claims information could be inaccurate;
• Typically, a lag exists between the reporting of a loss event to a ceding company and its reporting to us as a reinsurance
claim. The use of a broker to transmit financial information from a ceding company to us increases the reporting lag. Because
most of our reinsurance business is produced by brokers, ceding companies generally first submit claim and other financial
information to brokers, who then report the proportionate share of such information to each reinsurer of a particular treaty. The
reporting lag generally results in a longer period of time between the date a claim is incurred and the date a claim is reported
compared with direct insurance operations. Therefore, the risk of delayed recognition of loss reserve development is higher for
assumed reinsurance than for direct insurance lines; and
• The historical claims data for a particular reinsurance contract can be limited relative to our insurance business in that there
may be less historical information available. Further, for certain coverages or products, such as excess of loss contracts, there
may be relatively few expected claims in a particular year so the actual number of claims may be susceptible to significant
variability. In such cases, the actuary often relies on industry data from several recognized sources.

We mitigate the above risks in several ways. In addition to routine analytical reviews of ceding company reports to ensure
reported claims information appears reasonable, we perform regular underwriting and claims audits of certain ceding compa-
nies to ensure reported claims information is accurate, complete, and timely. As appropriate, audit findings are used to adjust
claims in the reserving process. We also use our knowledge of the historical development of losses from individual ceding
companies to adjust the level of adequacy we believe exists in the reported ceded losses.
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On occasion, there will be differences between our carried loss reserves and unearned premium reserves and the amount
of loss reserves and unearned premium reserves reported by the ceding companies. This is due to the fact that we receive
consistent and timely information from ceding companies only with respect to case reserves. For IBNR, we use historical expe-
rience and other statistical information, depending on the type of business, to estimate the ultimate loss. We estimate our
unearned premium reserve by applying estimated earning patterns to net premiums written for each treaty based upon that
treaty's coverage basis (i.e., risks attaching or losses occurring). At December 31, 2008, the case reserves reported to us by
our ceding companies were $811 million, compared with the $836 million we recorded. Our policy is to post additional case
reserves in addition to the amounts reported by our cedants when our evaluation of the ultimate value of a reported claim is
different than the evaluation of that claim by our cedant.

Within the Insurance – North American segment, we also have exposure to certain liability reinsurance lines that have
been in run-off since 1994. Unpaid losses and loss expenses relating to this run-off reinsurance business resides within the
Brandywine Division of our Insurance – North American segment. Most of the remaining unpaid losses and loss expense
reserves for the run-off reinsurance business relate to A&E claims. (Refer to “Asbestos and Environmental and Other Run-off
Liabilities” for more information.)

Asbestos and environmental reserves
Included in our liabilities for losses and loss expenses are liabilities for asbestos and environmental claims and
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 particularly sensitive to the recent legal environment, including specific settlements that may be used as precedents to settle
future claims.

During 2008, we conducted an internal, ground-up review of our consolidated A&E liabilities as of December 31, 2007.
During the same period, a team of external actuaries performed an evaluation as to the adequacy of the reserves of Century.
This external review was conducted in accordance with the Brandywine Restructuring Order, which requires that an
independent actuarial review of Century’s reserves be completed every two years. Management takes full responsibility for the
estimation of its A&E liabilities. As a result of our internal review, we increased our net loss reserves for the Brandywine oper-
ations, including A&E, by $65 million, while the gross loss reserves increased by $143 million. The conclusions of the
external review provided estimates of ultimate net Brandywine liabilities that are little changed from a comparable study in
2006. We also decreased our net loss reserves for Westchester Specialty’s A&E and other liabilities by $13 million, while the
gross loss reserves decreased by $10 million. Our A&E reserves are not discounted and do not reflect any anticipated future
changes in the legal, social or economic environment, or any benefit from future legislative reforms.

There are many complex variables that we consider when estimating the reserves for our inventory of asbestos accounts
and these variables may directly impact the predicted outcome. We believe the most significant variables relating to our A&E
reserves include assumptions regarding trends with respect to claim severity and the frequency of higher severity claims, 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
policyholders claim trends and liability situation, and payments to unimpaired claimants and the potential liability of peripheral
defendants. Based on the policies, the facts, the law, and a careful analysis of the impact that these factors will likely have on
any given account, we estimate the potential liability for indemnity, policyholder defense costs, and coverage litigation
expense.

The results in asbestos cases announced by other carriers may well have little or no relevance to us because coverage
exposures are highly dependent upon the specific facts of individual coverage and resolution status of disputes among carriers,
policyholders, and claimants.

Refer to “Asbestos and Environmental and Other Run-off Liabilities” for more information.

Future policy benefits reserves

We issue contracts in our Insurance – Overseas General and Life Insurance and Reinsurance segments that are classified as
long-duration. These contracts generally include accident and supplemental health products, term and whole life products, and
endowment products. We establish reserves for contracts determined to be long-duration based on approved actuarial methods
that include assumptions related to expenses, mortality, morbidity, persistency, and investment yields with a factor for adverse
deviation. These assumptions are “locked in” at the inception of the contract. The future policy benefit reserve balance is regu-
larly evaluated for a premium deficiency.
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As part of purchase accounting related to the Combined Insurance acquisition, we applied fair value accounting to the
future policy benefit reserves acquired. An additional liability resulted primarily as a result of using current interest rates and an
adjusted risk margin. We applied this fair value adjustment by essentially “unlocking” the future policy benefit reserves and
then “locking in” the new assumptions which will be subject to the same premium deficiency analysis as the original reserves.

Valuation of value of business acquired (VOBA) and amortization of deferred policy acquisition costs and VOBA

As part of the Combined Insurance acquisition, we established an intangible asset related to VOBA. The valuation of VOBA is
derived from similar assumptions to those used to establish the associated future policy benefit reserve. The most significant
input in this calculation is the discount rate used to present value the net cash flows. We amortize deferred policy acquisition
costs associated with long-duration contracts and VOBA (collectively DAC) over the estimated life of the contracts in proportion
to premium revenue recognized. The estimated life is established at the inception of the contracts or upon acquisition and is
based on current persistency assumptions. DAC is tested along with the future policy benefit reserves regularly for premium
deficiencies of which we have not identified any significant deficiencies.

Risk transfer

In the ordinary course of business, we both purchase (or cede) and sell (or assume) reinsurance protection. In 2002, as a
matter of policy, we discontinued the purchase of all finite reinsurance contracts. For both ceded and assumed reinsurance,
risk transfer requirements must be met in order to use reinsurance accounting, principally resulting in the recognition of cash
flows under the contract as premiums and losses. If risk transfer requirements are not met, a contract is to be accounted for as
a deposit, typically resulting in the recognition of cash flows under the contract through a deposit asset or liability and not as
revenue or expense. To meet risk transfer requirements, a reinsurance contract must include both insurance risk, consisting of
underwriting and timing risk, and a reasonable possibility of a significant loss for the assuming entity. We also apply similar
risk transfer requirements to determine whether certain commercial insurance contracts should be accounted for as insurance
or a deposit. Contracts that include fixed premium (i.e., premium not subject to adjustment based on loss experience under
the contract) for fixed coverage generally transfer risk and do not require judgment.

Reinsurance and insurance contracts that include both significant risk sharing provisions, such as adjustments to pre-
miums or loss coverage based on loss experience, and relatively low policy limits as evidenced by a high proportion of
maximum premium assessments to loss limits, can require considerable judgment to determine whether or not risk transfer
requirements are met. For such contracts, often referred to as finite or structured products, we require that risk transfer be
specifically assessed for each contract by developing expected cash flow analyses at contract inception. To support risk trans-
fer, the cash flow analyses must demonstrate that a significant loss is reasonably possible, such as a scenario in which the
ratio of the net present value of losses divided by the net present value of premiums equals or exceeds 110 percent. For pur-
poses of cash flow analyses, we generally use a risk-free rate of return consistent with the expected average duration of loss
payments. In addition, to support insurance risk, we must prove the reinsurer’s risk of loss varies with that of the reinsured
and/or support various scenarios under which the assuming entity can recognize a significant loss.

To ensure risk transfer requirements are routinely assessed, qualitative and quantitative risk transfer analyses and memo-
randa supporting risk transfer are developed by underwriters for all structured products. We have established protocols for
structured products that include criteria triggering an accounting review of the contract prior to quoting. If any criterion is trig-
gered, a contract must be reviewed by a committee established by each of our operating segments with reporting oversight,
including peer review, from our global Structured Transaction Review Committee.

With respect to ceded reinsurance, we entered into a few multi-year excess of loss retrospectively-rated contracts, princi-
pally in 2002, some of which remain in-force. These contracts principally provide severity protection for specific product
divisions. Because traditional one-year reinsurance coverage had become relatively costly, these contracts were generally
entered into to secure a more cost-effective reinsurance program. All of these contracts transferred risk and have been
accounted for as reinsurance. In addition, we maintain a few aggregate excess of loss reinsurance contracts that were princi-
pally entered into prior to 2003, such as the National Indemnity Company (NICO) contracts referred to in the section entitled,
“Asbestos and Environmental and Other Run-off Liabilities”. Subsequent to the ACE INA acquisition, we have not purchased
any retroactive ceded reinsurance contracts.

With respect to assumed reinsurance and insurance contracts, products giving rise to judgments regarding risk transfer
were primarily sold by our financial solutions business. Although we have significantly curtailed writing financial solutions
business, several contracts remain in-force and principally include multi-year retrospectively-rated contracts and loss portfolio
transfers. Because transfer of insurance risk is generally a primary client motivation for purchasing these products, relatively
few insurance and reinsurance contracts have historically been written for which we concluded that risk transfer criteria had
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not been met. For certain insurance contracts that have been reported as deposits, the insured desired to self-insure a risk but
was required, legally or otherwise, to purchase insurance so that claimants would be protected by a licensed insurance com-
pany in the event of non-payment from the insured.

A significant portion of ACE Tempest Re USA’s business is written through quota share treaties (approximately $363 mil-
lion of net premiums earned in 2008, comprised of $250 million of first dollar quota share treaties and $113 million of excess
quota share treaties), a small portion of which are categorized as structured products. Structured quota share treaties typically
contain relatively low aggregate policy limits, a feature that reduces loss coverage in some manner and a profit sharing
provision.

Reinsurance recoverable on losses and loss expenses

Reinsurance recoverable includes the balances due to us from reinsurance companies for paid and unpaid losses and loss
expenses and is presented net of a provision for uncollectible reinsurance. The provision for uncollectible reinsurance is
determined based upon a review of the financial condition of the reinsurers and other factors. Ceded reinsurance contracts do
not relieve our primary obligation to our policyholders. Consequently, an exposure exists with respect to reinsurance recover-
able to the extent that any reinsurer is unable or unwilling to meet its obligations or disputes the liabilities assumed under the
reinsurance contracts. We determine the reinsurance recoverable on unpaid losses and loss expenses using actuarial estimates
as well as a determination of our ability to cede unpaid losses and loss expenses under existing reinsurance contracts subject
to the terms of the reinsurance contracts.

The recognition of reinsurance recoverable requires two key judgments. The first judgment involves our estimation based
on the amount of gross reserves and the percentage of that amount which may be ceded to reinsurers. Ceded IBNR, which is
a major component of the reinsurance recoverable on unpaid losses and loss expenses, is generally developed as part of our
loss reserving process and, consequently, this estimation is subject to similar risks and uncertainties as the estimation of gross
reserves. Refer to “Critical Accounting Estimates – Unpaid losses and loss expenses”. The second judgment involves our esti-
mate of the amount of the reinsurance recoverable balance that we may ultimately be unable to recover from reinsurers due to
insolvency, contractual dispute, or for other reasons. Amounts estimated to be uncollectible are reflected in a provision that
reduces the reinsurance recoverable asset and, in turn, shareholders’ equity. Changes in the provision for uncollectible
reinsurance are reflected in net income.

Although the contractual obligation of individual reinsurers to pay their reinsurance obligations is based on specific con-
tract provisions, the collectability of such amounts requires estimation by management. The majority of the balance we have
accrued as recoverable will not be due for collection until sometime in the future, and the duration of our recoverables may be
longer than the duration of our direct exposures. Over this period of time, economic conditions and operational performance of
a particular reinsurer may impact their ability to meet these obligations and while they may continue to acknowledge their
contractual obligation to do so, they may not have the financial resources or willingness to fully meet their obligation to us.

To estimate the provision for uncollectible reinsurance, the reinsurance recoverable must first be determined for each
reinsurer. This determination is based on a process rather than an estimate, although an element of judgment must be
applied. As part of the process, ceded reserves are allocated to reinsurance contracts because ceded reserves are not generally
calculated on a contract by contract basis. The allocations are generally based on premiums ceded under reinsurance con-
tracts, adjusted for actual loss experience and historical relationships between gross and ceded losses. If actual experience
varies materially from historical experience, including that used to determine ceded premium, the allocation of reinsurance
recoverable by reinsurer will change. While such change is unlikely to result in a large percentage change in the provision for
uncollectible reinsurance, it could, nevertheless, have a material effect on our net income in the period recorded.

Generally, we use a default analysis to estimate uncollectible reinsurance. The primary components of the default analysis
are reinsurance recoverable balances by reinsurer, net of collateral, and default factors used to estimate the probability that the
reinsurer may be unable to meet its future obligations in full. The definition of collateral for this purpose requires some judg-
ment and is generally limited to assets held in an ACE-only beneficiary trust, letters of credit, and liabilities held by us with the
same legal entity for which we believe there is a right of offset. We do not currently include multi-beneficiary trusts. However,
we have several reinsurers that have established multi-beneficiary trusts for which certain of our companies are beneficiaries.
The determination of the default factor is principally based on the financial strength rating of the reinsurer and a corresponding
default factor applicable to the financial strength rating. Default factors require considerable judgment and are determined
using the current financial strength rating, or rating equivalent, of each reinsurer as well as other key considerations and
assumptions. Significant considerations and assumptions include, but are not necessarily limited to, the following:
• For reinsurers that maintain a financial strength rating from a major rating agency, and for which recoverable balances are
considered representative of the larger population (i.e., default probabilities are consistent with similarly rated reinsurers and
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payment durations conform to averages), the judgment exercised by management to determine the provision for uncollectible
reinsurance of each reinsurer is typically limited because the financial rating is based on a published source and the default
factor we apply is based on a default factor of a major rating agency applicable to the particular rating class. Default factors
applied for financial ratings of AAA, AA, A, BBB, BB, B, and CCC, are 0.5 percent, 1.2 percent, 1.9 percent, 4.7 percent, 9.6
percent, 23.8 percent, and 49.7 percent, respectively. Because the model we use is predicated on capital charges previously
applied by a major rating agency, we do not generally consider alternative factors. However, when a recoverable is expected to
be paid in a brief period of time by a highly-rated reinsurer, such as certain property catastrophe claims, a default factor may
not be applied;
• For balances recoverable from reinsurers that are both unrated by a major rating agency and for which management is
unable to determine a credible rating equivalent based on a parent, affiliate, or peer company, we determine a rating equiv-
alent based on an analysis of the reinsurer that considers an assessment of the creditworthiness of the particular entity,
industry benchmarks, or other factors as considered appropriate. We then apply the applicable default factor for that rating
class. For balances recoverable from unrated reinsurers for which we have not adopted a rating equivalent, we generally apply
a default factor of 25 percent;
• For balances recoverable from reinsurers that are either insolvent or under regulatory supervision, we establish a default
factor and resulting provision for uncollectible reinsurance based on specific facts and circumstances surrounding each com-
pany. Upon initial notification of an insolvency, we generally recognize expense for a substantial portion of all balances
outstanding, net of collateral, through a combination of write-offs of recoverable balances and increases to the provision for
uncollectible reinsurance. When regulatory action is taken on a reinsurer, we generally recognize a default factor by estimating
an expected recovery on all balances outstanding, net of collateral. When sufficient credible information becomes available, we
adjust the provision for uncollectible reinsurance by establishing a default factor pursuant to information received; and
• For captives and other recoverables, management determines the provision for uncollectible reinsurance based on the
specific facts and circumstances.

The following table summarizes reinsurance recoverables on paid and unpaid losses and loss expenses as well as the
provision for uncollectible reinsurance for each type of reinsurance recoverable balance at December 31, 2008.

(in millions of U.S. dollars)

Reinsurance
Recoverables

on Losses
and Loss
Expenses

Recoverables
(Net of Usable

Collateral)

Provision for
Uncollectible
Reinsurance

Type

Reinsurers with credit ratings $ 11,108 $ 10,143 $ 253
Reinsurers not rated 493 408 136
Reinsurers under supervision and insolvent reinsurers 196 180 125
Captives 1,650 385 28
Other – structured settlements and pools 1,061 1,061 49

Total $ 14,508 $ 12,177 $ 591

At December 31, 2008, the use of different assumptions within our approach could have a material effect on the provi-
sion for uncollectible reinsurance reflected in our Consolidated Financial Statements. To the extent the creditworthiness of our
reinsurers were to deteriorate due to an adverse event affecting the reinsurance industry, such as a large number of major
catastrophes, actual uncollectible amounts could be significantly greater than our provision for uncollectible reinsurance. Such
an event could have a material adverse effect on our financial condition, results of operations, and our liquidity. Given the
various considerations used to estimate our uncollectible provision, we cannot precisely quantify the effect a specific industry
event may have on the provision for uncollectible reinsurance. However, based on the composition (particularly the average
credit quality) of the reinsurance recoverables on paid and unpaid losses and loss expenses at December 31, 2008, we esti-
mate that a ratings downgrade of one notch for all rated reinsurers (i.e, from A to A- or A- to BBB+) could increase our
provision for uncollectible reinsurance by approximately $171 million or approximately one percent of the reinsurance
recoverable balance, assuming no other changes relevant to the calculation. While a ratings downgrade would result in an
increase in our provision for uncollectible reinsurance and a charge to earnings in that period, a downgrade in and of itself
does not imply that we will be unable to collect all of the ceded reinsurance recoverable from the reinsurers in question. Refer
to Note 5 to the Consolidated Financial Statements, under Item 8, for more information.
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Investments

Our fixed maturity investments are classified as either available for sale or held to maturity. Our available for sale portfolio is
reported at fair value with changes in fair value reflected in shareholders’ equity as a separate component of accumulated
other comprehensive income. Fair value is determined using observable inputs where available such as the quoted market
price of these securities provided by either independent pricing services; or when such prices are not available, by reference to
broker or underwriter bid indications. If significant observable inputs are unavailable, we rely on unobservable inputs to
determine fair value. Refer to Note 15 to the Consolidated Financial Statements, under Item 8, for more information. We regu-
larly review our impaired investments (i.e., those debt securities for which fair value is below amortized cost or those equity
securities for which fair value is below cost) for other-than-temporary impairment. If we believe a decline in the value of a par-
ticular investment is temporary, we record the decline as an unrealized loss in shareholders' equity. If we believe the decline is
other-than-temporary, we write down the book value of the investment and record a realized loss in the consolidated statement
of operations. An impairment is considered other-than-temporary unless we have the ability and intent to hold the investment
to recovery of the cost of the investment, and evidence indicating the cost of the investment is recoverable within a reasonable
period outweighs evidence to the contrary. The determination as to whether or not the decline is other-than-temporary princi-
pally requires the following critical judgments: i) the circumstances that require management to make a specific assessment as
to whether or not the decline is other-than-temporary, such as the time period an investment has been in a loss position and
the significance of the decline; and ii) for those securities to be assessed, whether we have the ability and intent to hold the
security through an expected recovery period, absent a significant change in facts that would be expected to have a material
adverse effect on either the financial markets or the financial position of the issuer.

Given current market conditions, and in light of recent general guidance from the SEC and the FASB regarding the applica-
tion of existing guidance during stressed market conditions, beginning in the third quarter of 2008 we have qualitatively
evaluated our application of the parameters under which we consider a decline in value to be other-than-temporary. Similar to
prior quarters, we evaluated investments in our portfolio where cost exceeded fair value and made certain judgments as to our
ability to recover our cost. Our analysis in the third and fourth quarters of 2008 required we consider carefully the duration
and severity of decline and the root causes thereof. Specifically, we further evaluated whether declines were related to tempo-
rary liquidity concerns and current market conditions, and therefore more likely to be temporary, or were instead related to
specific credit events or issuer performance, and therefore more likely to be other-than-temporarily impaired. Using this refined
evaluation process resulted in a lower dollar value of investments in an unrealized loss position being deemed other-than-
temporarily impaired in comparison to our previous evaluation process. We believe the underlying credit quality of the portfolio
supports the use of our modified approach. Refer to Note 4 e) to the Consolidated Financial Statements, under Item 8, which
includes a table that summarizes all of our securities in an unrealized loss position at December 31, 2008.

With respect to securities where the decline in value is determined to be temporary and the security’s value is not written
down, a subsequent decision may be made to sell that security and realize a loss. Subsequent decisions on security sales are the
result of changing or unforeseen facts and circumstances (e.g., arising from a large insured loss such as a catastrophe), deterio-
ration of the credit-worthiness of the issuer or its industry, or changes in regulatory requirements. We believe that subsequent
decisions to sell such securities are consistent with the classification of the majority of the portfolio as available for sale. The gross
unrealized loss at December 31, 2008, for all securities in a loss position was $3.2 billion with $684 million in an unrealized loss
position for over 12 months ($20 million was related to fixed maturities held to maturity). Our net realized losses in 2008 included
write-downs of $1.1 billion of which $760 million was related to fixed maturities. This compares with write-downs of $141 million
and $214 million in 2007 and 2006, respectively. The other-than-temporary impairments recorded in 2008 were primarily due to
an increase in market interest rates resulting from volatility and widening credit spreads; issuer defaults, of which Lehman Brothers
was the most significant to us; and significant declines in global equity markets. The other-than-temporary impairments recorded in
2007 and 2006 were primarily due to an increase in market interest rates from the date of security purchase and as such, were
not credit-related.

Because our investment portfolio is the largest component of consolidated assets and a multiple of shareholders’ equity,
adverse changes in economic conditions subsequent to the balance sheet date could result in other-than-temporary impair-
ments that are material to our financial condition and operating results. Such economic changes could arise from overall
changes in the financial markets and specific changes to industries, companies, or foreign governments in which we maintain
relatively large investment holdings. Further, an increase in interest rates could result in an increased number of fixed
maturities for which we cannot support the intent to hold to recovery. More information regarding our process for reviewing our
portfolio for possible impairments can be found in the section entitled “Net Realized Gains (Losses)”.
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Deferred tax assets

Many of our insurance businesses operate in income tax-paying jurisdictions. Our deferred tax assets and liabilities primarily
result from temporary differences between the amounts recorded in our Consolidated Financial Statements and the tax basis of
our assets and liabilities. We determine deferred tax assets and liabilities separately for each tax-paying component (an
individual entity or group of entities that is consolidated for tax purposes) in each tax jurisdiction.

At December 31, 2008, our net deferred tax asset was $1.8 billion. (Refer to Note 8 to the Consolidated Financial State-
ments, under Item 8, for more information). At each balance sheet date, management assesses the need to establish a
valuation allowance that reduces deferred tax assets when it is more likely than not that all, or some portion, of the deferred
tax assets will not be realized. The valuation allowance is based on all available information including projections of future
taxable income from each tax-paying component in each tax jurisdiction, principally derived from business plans and available
tax planning strategies. Projections of future taxable income incorporate several assumptions of future business and operations
that are apt to differ from actual experience. The valuation allowance is also based on maintaining our ability and intent to
hold our U.S. fixed maturities to recovery. If, in the future, our assumptions and estimates that resulted in our forecast of future
taxable income for each tax-paying component prove to be incorrect, or future market events occur that prevent our ability to
hold our U.S. fixed maturities to recovery, an additional valuation allowance could become necessary. This could have a mate-
rial adverse effect on our financial condition, results of operations, and liquidity. At December 31, 2008, the valuation
allowance of $35 million (including $24 million with respect to foreign tax credits) reflects management’s assessment that it is
more likely than not that a portion of the deferred tax asset will not be realized due to the inability of certain foreign sub-
sidiaries to generate sufficient taxable income and the inability of ACE Group Holdings and its subsidiaries to utilize foreign tax
credits.

Guaranteed minimum income benefits derivatives

Under reinsurance programs covering living benefit guarantees, we assume the risk of guaranteed minimum income benefits
associated with variable annuity contracts. Our GMIB reinsurance product meets the definition of a derivative for accounting
purposes and is therefore carried at fair value with changes in fair value recognized in net realized gains (losses) in the period
of the change pursuant to Statement of Financial Accounting Standard No. 133, Accounting for Derivative Instruments and

Hedging Activities (FAS 133). We believe that the most meaningful presentation of these derivatives is to reflect cash inflows
or revenue as net premiums earned, and to record estimates of the average modeled value of future cash outflows as incurred
losses. Accordingly, we recognize benefit reserves consistent with AICPA Statement of Position 03-1, Accounting and Report-

ing by Insurance Enterprises for Certain Non-traditional Long-duration Contracts and for Separate Accounts (SOP 03-1).
Changes in this reserve are included in life underwriting income. The incremental difference between fair value and SOP 03-1
benefit reserves is reflected in other assets or other liabilities in the balance sheet and related changes in fair value are
reflected in net realized gains (losses) in the consolidated statement of operations. We intend to hold these derivative contracts
to maturity (i.e., the expiration of the underlying annuities through lapses, annuitization or death. At maturity, the cumulative
gains and losses will net to zero because, over time, the insurance liability will be increased or decreased to equal our obliga-
tion. Refer to Note 2j) to the Consolidated Financial Statements, under Item 8, for further description of this product and
related accounting treatment. For a sensitivity discussion of the effect of changes in interest rates, equity indices and other
assumptions on the fair value of GMIBs, and the resulting impact on our net income, refer to Item 7A.

The fair value of GMIB reinsurance is estimated using an internal valuation model which includes current market
information and estimates of policyholder behavior from the perspective of a theoretical market participant. All of our treaties
contain claim limits, which are factored into the valuation model. The fair value depends on a number of factors, including
interest rates, current account value, market volatility, expected annuitization rates and other policyholder behavior, and
changes in policyholder mortality. The model and related assumptions are continuously re-evaluated by management and
enhanced, as appropriate, based upon additional experience obtained related to policyholder behavior and availability of more
timely market information, such as market conditions and demographics of in-force annuities. Due to the inherent
uncertainties of the assumptions used in the valuation models to determine the fair value of these derivative products, actual
experience may differ from the estimates reflected in our Consolidated Financial Statements, and the differences may be
material.

The most significant policyholder behavior assumptions include lapse rates and annuitization rates using the guaranteed
benefit (GMIB annuitization rate). Assumptions regarding lapse rates and GMIB annuitization rates differ by treaty but the
underlying methodology to determine rates applied to each treaty is comparable. The assumptions regarding lapse and GMIB
annuitization rates determined for each treaty are based on a dynamic calculation that uses several underlying factors.
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A lapse rate is the percentage of in-force policies surrendered in a given calendar year. All else equal, as lapse rates
increase, ultimate claim payments will decrease. The GMIB annuitization rate is the percentage of policies for which the cus-
tomer will elect to annuitize using the guaranteed benefit provided under the GMIB. All else equal, as GMIB annuitization rates
increase, ultimate claim payments will increase, subject to treaty claim limits.

Key factors affecting the lapse rate assumption include investment performance and policy duration. We generally assume
that lapse rates increase with policy duration with a significant increase in rates after the end of the surrender charge period.
As investment performance of underlying fund investments declines, and guarantees become more valuable, lapse rates are
anticipated to decrease thereby increasing the expected value of claims on minimum guarantees and thus benefit reserves and
the incremental fair value liability.

Key factors affecting the GMIB annuitization rate include investment performance and interest rates after the GMIB wait-
ing period. As investment performance of underlying fund investments declines, the monthly income available to a
policyholder who annuitizes their account value falls; this makes the GMIB more valuable. As the GMIB becomes more val-
uable, our modeling assumes that annuitization rates will increase, resulting in higher benefit reserves and fair value liability.
The same is true in an environment where long-term interest rates are decreasing. Prior to 2008, we had very limited actual
reported experience related to annuitization rates and relied primarily on judgment to determine this assumption. During 2008,
actual annuitization experience, as well as available industry experience, has developed to allow us to refine this assumption.

As a result of our normal quarterly reserve review we made several assumption changes in our variable annuity valuation
models in the fourth quarter of 2008, the most meaningful of which were related to mortality and annuitization behavior.
These changes, which had both a positive and negative impact, were made in response to a combination of emerging new
and validated experience on the ACE business and industry data we obtained in the fourth quarter of 2008 and in aggregate
benefited net income by approximately $470 million. The vast majority of which is related to the impact of assumption
changes on the fair value liability affecting all future cash flows on a present value basis in income in the current period.

Net realized losses for 2008 included $650 million for GMIB reinsurance excluding realized gains of $164 million on
derivative instruments held to partially offset the risk in the variable annuity guarantee reinsurance portfolio. These losses were
principally driven by decreasing interest rates and equity markets. These derivatives do not receive hedge accounting treat-
ment. Refer to “Net Realized Gains (Losses)” for more information. Net realized losses for GMIB reinsurance included $185
million and $NIL for 2007 and 2006, respectively.

As of December 31, 2008, the capital required to support the variable annuity guaranty business is approximately
$400 million. If the Standard & Poor’s (S&P) 500 Index were to drop from its level of 903 at December 31, 2008 to a level of
700, all else being equal, any additional capital required would be approximately offset by the increase in value of currently
held hedge assets. However, we would be required to post additional collateral.

ACE Tempest Life Re employs a strategy to manage the financial market and policyholder behavior risks embedded in the
reinsurance of variable annuity guarantees. Risk management begins with underwriting a prospective client and guarantee
design, with particular focus on protecting ACE’s position from policyholder options that, because of anti-selective behavior,
could adversely impact our obligation.

A second layer of risk management is the structure of the reinsurance contracts. All variable annuity guarantee
reinsurance contracts include some form of annual or aggregate claim limit(s). The exact limits vary by contract but some
examples of typical contract provisions include:
• Annual claim limits, as a percentage of reinsured Account or Guaranteed Value, for Guaranteed Minimum Death Benefits
(GMDB) and GMIBs
• Annual Annuitization Rate Limits, as a percentage of annuitization eligible Account or Guaranteed Value, for GMIBs

A third layer of risk management is the hedging strategy which is focused on mitigating long-term economic losses at a
portfolio level. As of December 31, 2008 and 2007, ACE Tempest Life Re owned financial market instruments as part of the
hedging strategy with a fair value of $280 million, and $70 million, respectively. The instruments are substantially collateral-
ized by our counterparty, on a daily basis.

We also limit the aggregate amount of variable annuity reinsurance guarantee risk we are willing to assume. The last
substantive U.S. transaction was quoted in mid-2007 and the last transaction in Japan was quoted in late 2007. ACE Tem-
pest Life Re did not quote on new or renewal variable annuity transactions in 2008 and the aggregate number of policyholders
is currently decreasing through policyholder withdrawals and deaths at a rate of 5%-10% annually.
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Note that GMIB claims cannot occur for any reinsured policy until it has reached the end of its “waiting period”. The vast
majority of policies we reinsure reach the end of their “waiting periods” in 2013 or later, as shown in the table below.

Year of first annuitization eligibility

Percent of
living account

values

2009 2%
2010 <1%
2011 <1%
2012 1%
2013 21%
2014 25%
2015 11%
2016 5%
2017 10%
2018+ 24%

Total 100%

The following table provides the historic cash flows under these policies for the years ended December 31, 2008 and
2007.

(in millions of U.S. dollars) 2008 2007

Death Benefits (GMDB)

Premium $ 123 $ 125
less Paid Claims 67 9

$ 56 $ 116

Living Benefits

Premium $ 145 $ 107
less Paid Claims – –

$ 145 $ 107

Total VA Guaranteed Benefits

Premium $ 268 $ 232
less Paid Claims 67 9

$ 201 $ 223

Amounts represent past premium received and claims paid, split by benefit type.

Death Benefits (GMDB)

Premiums and claims from variable annuity contracts reinsuring GMDBs. Approximately 65 percent of our GMDB guaranteed
value has an annual claim limit expressed as two percent of the total account value reinsured. This limit falls as account val-
ues fall in a declining market. Using our current mortality assumptions we expect approximately $164 million of claims and
$108 million of premium on death benefits during 2009.

Living Benefits (Includes GMIB and GMAB)

Premiums and claims from variable annuity contracts reinsuring predominantly GMIBs and Guaranteed Minimum Accumu-
lation Benefits (GMAB), collectively known as Living Benefits. Substantially all of our living benefit reinsurance clients’
policyholders are currently ineligible to trigger a claim payment. These policyholders begin to become eligible in 2013. Using
our current mortality assumptions we expect approximately $2 million of claims and $129 million of premium on living bene-
fits during 2009.

54



In order for its U.S.-domiciled clients to obtain statutory reserve credit ACE Tempest Life Re holds collateral on behalf of
its clients in the form of qualified assets in trust or letters of credit, equal to their statutory ceded reserves. ACE Tempest Life Re
maintains sufficient qualified assets to meet its funding requirements.

Goodwill

Goodwill, which represents the excess of acquisition cost over the fair value of net assets acquired, was $3.6 billion at
December 31, 2008. The ACE INA and Combined Insurance acquisitions represent approximately 87 percent of this balance.
Goodwill is not amortized but is subject to a periodic evaluation for impairment at least annually, or earlier if there are any
indications of possible impairment. The impairment tests in 2008, in the aggregate, show a fair value in excess of the carrying
value. Goodwill is assigned to applicable reporting units of acquired entities at acquisition. The most significant reporting units
are the North American and international divisions of Combined Insurance acquired in 2008; domestic and international divi-
sions of ACE INA acquired in 1999; ACE Tempest Re’s catastrophe businesses acquired in 1996 and 1998; and Tarquin
Limited acquired in 1998. There are other reporting units that resulted from smaller acquisitions that are also assessed annu-
ally. In our impairment tests, to estimate the fair value of a reporting unit, we consistently applied a combination of the
following models: an earnings multiple, a book value multiple, a discounted cash flow or an allocated market capitalization.
The earnings and book value models apply multiples of comparable publicly traded companies to forecasted earnings or book
value of each reporting unit and consider current market transactions. The discounted cash flow model applies a discount to
estimated cash flows including a terminal value calculation. The market capitalization model allocates our market capital-
ization to each reporting unit. We must assess whether the current fair value of our operating units is at least equal to the fair
value used in the determination of goodwill. In doing this, we make assumptions and estimates about the profitability attribut-
able to our operating segments, as this is important in assessing whether impairment has occurred. If, in the future, our
assumptions and estimates made in assessing the fair value of acquired entities change, goodwill could be materially adjusted.
This would cause us to write-down the carrying value of goodwill and could have a material adverse effect on our results of
operations in the period the charge is taken.

Fair Value Measurements

We partially adopted the provisions of Financial Accounting Standard No. 157, Fair Value Measurements (FAS 157) on Jan-
uary 1, 2008. FAS 157 defines fair value as the price to sell an asset or transfer a liability in an orderly transaction between
market participants and establishes a three-level valuation hierarchy in which inputs into valuation techniques used to meas-
ure fair value are classified. The fair value hierarchy gives the highest priority to quoted prices in active markets and the lowest
priority to unobservable data. Inputs in Level 1 are unadjusted quoted prices for identical assets or liabilities in active markets.
Level 2 includes inputs other than quoted prices included within Level 1 that are observable for assets or liabilities either
directly or indirectly. Level 2 inputs include, among other items, quoted prices for similar assets and liabilities in active mar-
kets, quoted prices for identical or similar assets and liabilities in markets that are not active, and inputs other than quoted
prices that are observable for the asset or liability such as interest rates and yield curves. Level 3 inputs are unobservable and
reflect our judgments about assumptions that market participants would use in pricing an asset or liability. A financial
instrument’s categorization within the valuation hierarchy is based upon the lowest level of input that is significant to the fair
value measurement.

While the Company obtains values for the majority of the investment securities it holds from one or more pricing services,
it is ultimately management’s responsibility to determine whether the values obtained and recorded in the financial statements
are representative of fair value. We periodically update our understanding of the methodologies used by our pricing services in
order to validate that the prices obtained from those services are consistent with FAS 157 valuation principles. Based on our
understanding of the methodologies used by our pricing services, all investments have been valued in accordance with FAS
157. We do not typically adjust prices obtained from pricing services.

Volatility and widening credit spreads during the second half of 2008 adversely affected the values of certain of our secu-
rities. However, we believe there was sufficient market activity to price securities under FAS 157 in a manner consistent with
prior periods.

At December 31, 2008, our Level 3 assets represented approximately five percent of our assets that are measured at fair value
and three percent of our total assets. At December 31, 2008, our Level 3 liabilities represented approximately 21 percent of our
liabilities that are measured at fair value and less than two percent of our total liabilities. During 2008, we transferred $176 million out
of Level 3. The following is a description of the valuation measurements used for our financial instruments (Levels 1, 2, and 3) carried
or disclosed at fair value, as well as the general classification of such financial instruments pursuant to the valuation hierarchy.
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• Fixed maturities with active markets such as U.S. Treasury and agency securities are classified within Level 1 as fair values
are based on quoted market prices. For fixed maturities that trade in less active markets, including corporate and municipal
securities, fair values are based on the output of “pricing matrix models”, the significant inputs into which include, but are not
limited to, yield curves, credit risks and spreads, measures of volatility, and prepayment speeds. These fixed maturities are
classified within Level 2. Our pricing methodologies incorporate back-testing of valuation techniques as a standard part of our
process. Fixed maturities for which pricing is unobservable are classified within Level 3.
• Equity securities with active markets are classified within Level 1 as fair values are based on quoted market prices. For
non-public equity securities, fair values are based on market valuations and are classified within Level 2.
• Short-term investments, which comprise securities due to mature within one year of the date of purchase that are traded in
active markets, are classified within Level 1 as fair values are based on quoted market prices. Securities such as commercial
paper and discount notes are classified within Level 2 because these securities are typically not actively traded due to their
approaching maturity and, as such, their cost approximating par value.
• Fair values for other investments, principally other direct equity investments, investment funds, and limited partnerships, are
based on the net asset value or financial statements and are included within Level 3. Equity securities and fixed maturities
held in rabbi trusts maintained by ACE for deferred compensation plans, and included in Other investments, are classified
within the valuation hierarchy on the same basis as our other equity securities and fixed maturities.
• The fair value of our investment in Assured Guaranty Ltd. included in Investments in partially-owned insurance companies is
based on a quoted market price and is classified within Level 1. Fair values for investments in partially-owned insurance
companies based on the financial statements provided by those companies used for equity accounting are classified within
Level 3.
• For actively traded investment derivative instruments, including futures, options, and exchange-traded forward contracts, we
obtain quoted market prices to determine fair value. As such, these instruments are included within Level 1. Forward contracts
that are not exchange-traded are priced using a pricing matrix model principally employing observable inputs and, as such, are
classified within Level 2. Our position in interest rate and credit default swaps is typically classified within Level 3.
• For GMIB reinsurance, we estimate fair value using an internal valuation model which includes current market information
and estimates of policyholder behavior. All of our treaties contain claim limits, which are factored into the valuation model. The
cumulative effect of partially adopting FAS 157 resulted in a reduction to retained earnings of $4 million related to an increase
in risk margins included in the valuation of certain GMIB contracts. The fair value depends on a number of inputs, including
changes in interest rates, changes in equity markets, credit risk, current account value, changes in market volatility, expected
annuitization rates, changes in policyholder behavior, and changes in policyholder mortality. The model and related assump-
tions are continuously re-evaluated by management and enhanced, as appropriate, based upon additional experience obtained
related to policyholder behavior and availability of more timely information, such as market conditions and demographics of
in-force annuities. The most significant policyholder behavior assumptions include lapse rates and annuitization rates using
the guaranteed benefit (GMIB annuitization rate). Assumptions regarding lapse rates and GMIB annuitization rates differ by
treaty but the underlying methodology to determine rates applied to each treaty is comparable. The assumptions regarding
lapse and GMIB annuitization rates determined for each treaty are based on a dynamic calculation that uses several underlying
factors. A lapse rate is the percentage of in-force policies surrendered in a given calendar year. All else equal, as lapse rates
increase, ultimate claim payments will decrease. The GMIB annuitization rate is the percentage of policies for which the cus-
tomer will elect to annuitize using the guaranteed benefit provided under the GMIB. All else equal, as GMIB annuitization rates
increase, ultimate claim payments will increase, subject to treaty claim limits. The effect of changes in key market factors on
assumed lapse and annuitization rates reflect emerging trends using actual data available from cedants. For treaties with lim-
ited experience, rates are established in line with data received from other ceding companies adjusted as appropriate with
industry estimates. We view our variable annuity reinsurance business as having a similar risk profile to that of catastrophe
reinsurance, with the probability of a cumulative long-term economic net loss relatively small. However, adverse changes in
market factors and policyholder behavior will have an adverse impact on both our life underwriting income and our net
income, which may be material. Because of the significant use of unobservable inputs including policyholder behavior, GMIB
reinsurance is classified within Level 3. Refer to “Critical Accounting Estimates – Guaranteed minimum income benefits
derivatives” and “Quantitative and Qualitative Disclosures about Market Risk – Reinsurance of GMIB and GMDB guarantees”.
• We maintain positions in other derivative instruments including option contracts designed to limit long-term exposure to a
severe equity market decline or decrease in interest rates, which would cause an increase in expected claims and, therefore,
reserves for GMDB and GMIB reinsurance business. The fair value of the majority of our positions in other derivative instru-
ments is based on significant observable inputs including equity security and interest rate indices. Accordingly, these are
classified within Level 2.
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• Where practical, fair values for short-term debt, long-term debt, and trust preferred securities are estimated using discounted
cash flow calculations based principally on observable inputs including our incremental borrowing rates for similar types of
borrowings with maturities consistent with those remaining for the debt being valued. As such, these instruments are classified
within Level 2.

Note 15 to our Consolidated Financial Statements, under Item 8, presents a break-down of our financial instruments car-
ried or disclosed at fair value by valuation hierarchy as well as a roll-forward of Level 3 financial instruments for the year
ended December 31, 2008.

Consolidated Operating Results – Years Ended December 31, 2008, 2007, and 2006

As discussed previously, on April 1, 2008, we acquired all outstanding shares of Combined Insurance and certain of its sub-
sidiaries. As such, consolidated operating results for the year ended December 31, 2008, include the results of the acquired
Combined Insurance business from April 1, 2008.

2008 2007 2006

% change

2008 vs.
2007

2007 vs.
2006

(in millions of U.S. dollars)

Net premiums written $ 13,080 $ 11,979 $ 12,030 9 % –
Net premiums earned 13,203 12,297 11,825 7 % 4 %
Net investment income 2,062 1,918 1,601 7 % 20 %
Net realized gains (losses) (1,633) (61) (98) NM (38)%

Total revenues 13,632 14,154 13,328 (4)% 6 %

Losses and loss expenses 7,603 7,351 7,070 3 % 4 %
Future policy benefits 399 168 123 138 % 37 %
Policy acquisition costs 2,135 1,771 1,715 21 % 3 %
Administrative expenses 1,737 1,455 1,456 19 % –
Interest expense 230 175 176 31 % (1)%
Other (income) expense (39) 81 (35) NM NM

Total expenses 12,065 11,001 10,505 10 % 5 %

Income before income tax 1,567 3,153 2,823 (50)% 12 %
Income tax expense 370 575 522 (36)% 10 %
Cumulative effect of a change in accounting principle – – 4 – NM

Net income $ 1,197 $ 2,578 $ 2,305 (54)% 12 %
NM–denotes not meaningful

Our net income was significantly impacted by net realized losses in 2008. These losses were primarily related to our fixed
income and equity portfolios and are largely due to the widening credit spreads in our high quality corporate bond portfolio.
Net realized losses were also related to changes in reported liabilities on GMIB reinsurance reported at fair value. Refer to “Net
Realized and Unrealized Gains (Losses)” and “Investments”. In addition, we recorded $567 million in pre-tax net catastrophe-
related charges in 2008, compared with $159 million and $17 million in 2007 and 2006, respectively. For 2008, our
catastrophe losses were primarily related to Hurricanes Gustav and Ike and floods in the U.S.

Net premiums written, which reflect the premiums we retain after purchasing reinsurance protection, increased in 2008,
compared with 2007, having been increased by the inclusion of Combined Insurance which added $1.1 billion to our total net
premiums written in 2008. In 2008, our international operations benefited from growth in A&H business and favorable foreign
exchange impact due to the strengthening of several major currencies, particularly the euro, relative to the U.S. dollar. The
favorable foreign exchange impact began to reverse during the fourth quarter of 2008. In addition, ACE Private Risk Services,
which we acquired in 2008, added $207 million to our 2008 net premiums written. Excluding the impact of the businesses
we acquired in 2008, net premiums written declined two percent, reflecting the competitive conditions we have experienced
across most lines of business and regions of operation over the past two years.
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The following table provides a consolidated breakdown of net premiums earned by line of business for the years ended
December 31, 2008, 2007, and 2006.

% change

2008 2007 2006
2008 vs.

2007
2007 vs.

2006

(in millions of U.S. dollars)

Property and all other $3,954 $3,811 $3,625 4 % 5 %
Casualty 5,838 6,464 6,506 (10)% (1)%

Subtotal 9,792 10,275 10,131 (5)% 1 %
Personal accident (A&H) 2,949 1,654 1,420 78 % 16 %
Life 462 368 274 26 % 34 %

Net premiums earned $13,203 $12,297 $11,825 7 % 4 %

2008
% of total

2007
% of total

2006
% of total

Property and all other 30% 31% 31%
Casualty 44% 53% 55%

Subtotal 74% 84% 86%
Personal accident (A&H) 22% 13% 12%
Life 4% 3% 2%

Net premiums earned 100% 100% 100%

Net premiums earned reflect the portion of net premiums written that were recorded as revenues for the period as the exposure
period expires. The increase in 2008 net premiums earned, compared with 2007, was primarily related to the inclusion of
Combined Insurance which added $1.1 billion. ACE Private Risk Services added $137 million to our 2008 net premiums
earned. During 2008, our A&H business continued to report growth while our casualty lines, particularly in North America,
declined. The increase in net premiums earned in 2007, compared with 2006, was primarily related to increased production
at ACE USA and ACE International as well as our life operations, partially offset by decreased production at our Global
Reinsurance segment.

Net investment income increased over the last three years, primarily due to investment of positive operating cash flows
which have resulted in a higher overall average invested asset base. Refer to “Net Investment Income” and “Investments”.

In evaluating our segments excluding Life Insurance and Reinsurance, we use the combined ratio, the loss and loss
expense ratio, the policy acquisition cost ratio, and the administrative expense ratio. We calculate these ratios by dividing the
respective expense amounts by net premiums earned. We do not calculate these ratios for the Life Insurance and Reinsurance
segment as we do not use these measures to monitor or manage that segment. The combined ratio is determined by adding
the loss and loss expense ratio, the policy acquisition cost ratio, and the administrative expense ratio. A combined ratio under
100 percent indicates underwriting income and a combined ratio exceeding 100 percent indicates underwriting losses.

The following table shows our consolidated loss and loss expense ratio, policy acquisition ratio, administrative expense
ratio, and combined ratio for the years ended December 31, 2008, 2007, and 2006.

2008 2007 2006

Loss and loss expense ratio 60.6% 61.6% 61.2%
Policy acquisition cost ratio 16.2% 14.5% 14.6%
Administrative expense ratio 12.8% 11.8% 12.3%

Combined ratio 89.6% 87.9% 88.1%
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The following table shows the impact of catastrophe losses and prior period development on our loss and loss expense
ratio for the years ended December 31, 2008, 2007, and 2006.

2008 2007 2006

Loss and loss expense ratio, as reported 60.6 % 61.6 % 61.2 %
Catastrophe losses (4.7)% (1.3)% (0.1)%
Prior period development 6.8% 1.8% 0.1%

Loss and loss expense ratio, adjusted 62.7% 62.1% 61.2%

The following table shows the impact of catastrophe charges on each of our operating segments attributable to 2008 catas-
trophe losses. This information is based on currently available information derived from industry assessments of exposure and
claims information obtained from our clients and brokers. Actual losses from these events may vary materially from our esti-
mates due to the inherent uncertainties in making such determinations resulting from several factors, including the potential
inaccuracies and inadequacies in the data provided by clients and brokers, as well as the potential impact from post-event
circumstances, for example factors such as demand surge or judicial rulings.

(in millions of U.S. dollars, except for percentages)

Insurance-
North

American

Insurance-
Overseas
General

Global
Reinsurance Consolidated

Net loss
Hurricane – Gustav $ 50 $ 11 $ 6 $ 67
Hurricane – Ike 206 48 174 428
Other 42 24 6 72

Total $ 298 $ 83 $ 186 $ 567
Reinstatement premiums (earned) expensed 16 8 (21) 3

Total before income tax 314 91 165 570
Income tax benefit (99) (20) (1) (120)

Total after income tax $ 215 $ 71 $ 164 $ 450

Effective tax rate 32% 22% 1% 21%

Prior period development arises from changes to loss estimates recognized in the current year that relate to loss reserves first
reported in previous calendar years and excludes the effect of losses from the development of earned premium from previous
accident years. We experienced $814 million of net favorable prior period development in 2008. This compares with $217
million of net favorable prior period development in 2007, and $12 million of net favorable prior period development in 2006.
The favorable prior period development in 2008 was the net result of several underlying favorable and adverse movements;
refer to “Prior Period Development”.

Overall, the loss and loss expense ratio, adjusted, has increased over the prior year, due to competitive market conditions,
partially offset by the favorable impact of the increasing mix of A&H business, which experiences lower loss ratios relative to
P&C business.

Our policy acquisition costs include commissions, premium taxes, underwriting, and other costs that vary with, and are
primarily related to, the production of premium. Administrative expenses include all other operating costs.

Our policy acquisition cost ratio increased significantly in 2008, compared with 2007, primarily due to the growth in
A&H business, including the Combined Insurance business, which is predominantly A&H. A&H business typically requires
higher commission rates than traditional P&C business. For 2008, the increase in policy acquisition costs also included the
impact of higher acquisition costs on ACE Westchester’s crop/hail business, reflecting more profitable crop/hail results on final
settlement of 2007 written policies. This generated a higher profit share commission which added approximately 0.4 percent-
age points to our 2008 policy acquisition cost ratio. Additionally, for 2008, we experienced higher costs due to the inclusion
of ACE Private Risk Services unit which typically generates a higher policy acquisition cost ratio than our commercial P&C
business. Our administrative expenses increased in 2008, primarily due to the inclusion of administrative expenses related to
Combined Insurance and ACE Private Risk Services. For 2007, our policy acquisition cost ratio was stable, compared with
2006, as the increasing trend experienced due to the growth of A&H was offset by reduced ceding commission at ACE Tem-
pest Re USA. Our administrative expense ratio decreased in 2007, compared with 2006, due to the increase in net premiums
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earned. Administrative expenses in 2006 include $80 million related to the settlement with certain governmental agencies
from their investigations of various insurance industry practices.

Our effective income tax rate, which we calculate as income tax expense divided by income before income tax, is depend-
ent upon the mix of earnings from different jurisdictions with various tax rates. A change in the geographic mix of earnings
would change the effective income tax rate. Our effective tax rate on net income was 24 percent in 2008, compared with 18
percent in 2007 and 2006. For 2008, our effective tax rate was adversely impacted by large realized losses on investments
and derivatives and also due to a higher proportion of our net income being generated in higher tax-paying jurisdictions. We
decreased our liability for unrecognized tax benefits in the amount of $39 million in 2007 due primarily to a change in tax
regulation.

Prior Period Development

The favorable prior period development of $814 million on net unpaid losses and loss expenses during the year ended
December 31, 2008, was the net result of several underlying favorable and adverse movements. In the sections following the
table below, significant prior period movements within each reporting segment by claim-tail attribute are discussed in more
detail. Long-tail lines include lines such as workers’ compensation, general liability, and professional liability. Short-tail lines
include lines such as most property lines, energy, personal accident, aviation, and marine. The following table summarizes
prior period development, (favorable) and adverse, by segment and claim-tail attribute for the years ended December 31,
2008 and 2007.

(in millions of U.S. dollars, except for percentages) Long-tail Short-tail Total

% of net
unpaid

reserves*

2008

Insurance – North American $ (131) $ (220) $ (351) 2.4%

Insurance – Overseas General (131) (173) (304) 4.7%

Global Reinsurance (17) (142) (159) 5.9%

Total $ (279) $ (535) $ (814) 3.5%

2007
Insurance – North American** $ (13) $ 22 $ 9 0.1%
Insurance – Overseas General (53) (139) (192) 3.2%
Global Reinsurance*** 8 (42) (34) 1.3%

Total $ (58) $ (159) $ (217) 1.0%

* Calculated based on the segment beginning of period net unpaid losses and loss expense reserves.
** Insurance – North American: $52 million favorable development on workers’ compensation was reclassified from short-tail to long-tail.
*** Global Reinsurance: $5 million favorable development on workers’ compensation was reclassified from short-tail to long-tail.

Insurance – North American

Insurance – North American incurred net favorable prior period development of $351 million in 2008, representing 2.4 per-
cent of the segment’s net unpaid loss and loss expense reserves at December 31, 2007. The net prior period development in
2008 was the net result of several underlying favorable and adverse movements, driven by the following principal changes:
• Net favorable development of $131 million on long-tail business, including:

• Adverse development of $15 million in our national accounts workers’ compensation portfolios comprised two items of
significance. First, favorable development of $47 million arising on accident year 2007, due to the absence of multi-
claimant events such as industrial accidents. The majority of our exposure for these perils falls under our national
accounts high deductible and excess product lines. We evaluate this exposure on an annual basis, after the accident year
has closed, allowing for the late reporting or identification of significant losses and for an initial assessment of the accident
year. Our review in 2008 of potential 2007 events, coupled with our initial assessment of the accident year has led to a
decrease in our estimate of the required provision for these claims. Second, adverse development of $62 million relating
to 2003 and prior accident years. This development was the direct result of reported loss activity greater than expected in
our prior review. During the past year, a targeted open case reserve review was conducted by our claims staff which
resulted in a number of material case reserve increases that were not anticipated in our prior estimates of ultimate loss;
• Favorable development of $32 million in our national accounts commercial auto and general liability product lines
comprised two items of significance. First, favorable development of $19 million was mainly from accident years 2003
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and prior for exposures written on an excess basis. The combination of continued lower than expected reported incurred
loss activity for the 2001-2003 accident years as well as increased weighting on loss development reserving methods, as
these years mature, has driven the majority of the improvement in projected ultimate losses. Second, favorable develop-
ment of $13 million relating to the 1999-2002 accident years primarily on a block of runoff programs comprising general
liability, auto liability, and workers’ compensation product coverages. This favorable development was a result of lower
than expected paid and case incurred development observed in the most recent reserve review which resulted in lower
selected ultimate loss projections;
• Adverse development of $10 million related to higher than expected loss and allocated loss adjustment expense activity
on reported claims in our small and middle market guaranteed cost workers’ compensation portfolios, primarily affecting
the 2005 and 2006 accident years. Recent case activity on these portfolios through calendar year 2007 and into 2008
was higher than expectations and we adjusted our estimates of ultimate loss accordingly. Prior estimates relied heavily on
industry benchmarks including average severity trends;
• Adverse development of $29 million on a portfolio of primary casualty business written by ACE Westchester impacting
the 2002-2004 accident years. This adverse activity was a function of higher than expected loss and allocated expenses
on business that has a heavy concentration of exposure to commercial contractors. In the past few quarters, both paid
and incurred development patterns for the tail period beyond 60 months have developed worse than industry benchmark
factors which formed the basis for our projections in prior analyses;
• Favorable development of $19 million on excess casualty and umbrella business in our ACE Westchester unit primarily
impacting accident years 2002-2004. This favorable activity was a function of a shift in weighting from expected loss
based reserving methods to direct projections of ultimate losses as this long tailed exposure begins to mature for these
accident periods;
• Adverse development of $10 million on an ACE Bermuda professional lines claim in accident year 2001 as a result of a
review in 2008, that identified significant erosion below our attachment;
• Adverse development of $29 million on our portfolio of Defense Base Acts workers’ compensation coverage (covers
employees of U.S. government contractors overseas). We experienced higher than expected incurred loss development
since the last reserve study concentrated in the 2006 and 2007 accident years. The majority of the development was
related to increases in case reserves on known claims for these accident years, and recorded in 2008. These increases
were judged to be more than claim acceleration and resulted in significant increases in the 2006 and 2007 accident year
ultimate loss projections given the immaturity of the impacted accident years and long-tail nature of the portfolio;
• Favorable development of $46 million on our medical risk business, primarily our hospital professional liability portfolio
for the 2004 and 2005 accident years. Coverage is provided on a claims-made basis and both paid and case incurred
loss activity since our last review have been favorable relative to expected. As these accident periods have matured, we
have gradually increased the weight applied to experience-based methods, including the Bornhuetter-Ferguson method,
and placing less weight on our initial expected loss ratio method;
• Favorable development of $34 million in our management and professional liability product lines. This development
was the net result of favorable development totaling $117 million associated with the 2005 and prior accident years and
adverse development of $81 million with respect to the 2007 accident year. The favorable prior period development was
a function of a review of all open claims in our retail management liability operation and a reassessment of the potential
ultimate exposure on these claims. This reassessment of exposure and the maturation of these accident periods supported
increasing the weight given to experience based loss projections. The adverse development relating to the 2007 accident
year is due solely to a claim-by-claim review of exposures impacted by the ongoing credit crisis including but not limited
to sub-prime mortgages. These claim file reviews occurred during the 2008 calendar year as facts and circumstances
surrounding these exposures continued to emerge and develop;
• Favorable development of $51 million on our long-tail exposures in our Canadian P&C operations, principally arising in
the 2005 accident year on excess casualty, umbrella, and D&O product lines. Actual paid and case incurred loss activity
has been lower than expected since our prior analysis. In addition, we have increased the weighting given to experience-
based methods from the initial expected loss ratio method as these accident years mature;
• Favorable development of $68 million for accident years 2003-2006 due to the expiration of a large, multi-year
insurance contract written in our ACE Financial Solutions business unit. This contract included a significant per occur-
rence limit excess of a high attachment point. Coverage was provided on an integrated occurrence basis requiring notice
of an event during the policy period. We completed a detailed claims audit in the fourth quarter of 2008 which led to an
adjustment to the booked loss and loss expense reserves;
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• Adverse development of $51 million on runoff casualty reserves, including asbestos and environmental, in the Brandy-
wine and ACE Westchester business units following completion of our internal ground-up review of asbestos and
environmental liabilities for the most significant policyholders identified to date. This adverse development arose from
several sources, the principal one of which was as a result of increased defense costs in litigating traditional tort defenses
on asbestos cases; and
• Favorable development of $16 million relating to the completion of account reconciliations that identified duplicate loss
processing, over processed coinsurance, and unregistered reinsurance recoveries.

• Net favorable development of $220 million on short-tail business, including:
• Favorable development of $116 million on ACE Westchester crop/hail business relating to the recording of the 2007
crop year bordereau received in 2008;
• Adverse development totaling $33 million relating to increases in our estimates of losses for the 2005 hurricanes pri-
marily in ACE Westchester property ($23 million) and ACE Financial Services International (ACE FSI) ($10 million). The
ACE Westchester development was due primarily to settlement on several excess policies above our prior case reserves,
resulting in higher estimates of ultimate loss. The claims handling associated with the 2005 hurricanes involved complex
and unique causation and coverage issues. These issues continue to be present and may have a further adverse impact
on our financial results, which may be material. The ACE FSI development was due to adverse development on a
retrocessional program following a review of the program’s claim circumstances;
• Favorable development of $13 million relating to lower than expected paid claims for the 2007 accident year on a
run-off portfolio of warranty business, mostly automobile extended warranty contracts. The change was driven primarily
by recognition of recent paid claim experience, as a percentage of earned premiums, which has been lower than the his-
torical averages used in our prior analyses;
• Favorable development of $27 million on ACE Westchester property and inland marine businesses. This change was
due primarily to the fact that the reported incurred and paid loss activity for the 2007 accident year non-catastrophe
losses proved lower than anticipated based on historical loss development patterns;
• Favorable settlements of $15 million on ACE Bermuda property claims mainly in accident years 2005-2007 as a result
of favorable claims experience. A review of all open claims was performed in the fourth quarter of 2008, which concluded
that actual experience to date had been more favorable than the assumptions used to establish the reserves for the open
claims;
• Favorable development of $9 million mainly in accident years 2006 and 2007 for ACE Bermuda political risk. This line
is subject to review twice a year; during the fourth quarter 2008 review, we reflected the limited paid and case incurred
loss activity relative to our assumptions and known events by releasing $9 million of IBNR;
• Favorable development of $29 million on ACE USA’s property business, primarily associated with the 2007 accident
year and a portfolio of diverse global exposures written on an excess basis. Reported loss activity during the 2008 year,
has been lower than anticipated in our prior review;
• Favorable development of $6 million in our Canadian P&C operations short-tail lines concentrated in the 2006 and
2007 accident years, covering multiple product lines including property and auto physical damage. Reported loss activity
on these product lines was lower than expected;
• Favorable development of $6 million on the ACE USA commercial marine product lines primarily with respect to the
2002-2005 accident years. The favorable development was concentrated in the marine hull product line where loss
development and/or emergence during the 2008 calendar year were lower than expected; and
• Favorable development of $14 million on the ACE USA recreational marine business primarily associated with the
2007 accident year. Loss emergence and/or development during the 2008 calendar year were lower than historical aver-
ages used in our prior projections.

Insurance – North American incurred net adverse prior period development of $9 million in 2007, representing 0.1 percent of
the segment’s net unpaid loss and loss expense reserves at December 31, 2006. The net prior period development in 2007
was the net result of several underlying favorable and adverse movements, driven by the following principal changes:
• Net favorable development of $13 million on long-tail business including:

• Adverse development of $21 million due to an adjustment made in 2006 relating to IBNR reserves on commuted
ceded reinsurance contracts, identified and resolved during 2007;
• Adverse development of $33 million on two related specialty claims from a runoff financial guaranty program affecting
accident year 2000 due to adverse judicial rulings rendered during the 2007 calendar year;
• Adverse development on our estimates of future allocated claims expense on two separate portfolios of workers’ compen-
sation insurance totaling $28 million. This change in estimate affected our national accounts workers’ compensation
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business (principally accident years 2002-2004) and a runoff portfolio of workers’ compensation servicing carrier busi-
ness (covering accident years 1996 and prior). For the national accounts business, the change was principally in our high
deductible portfolio. Based on analyses completed during 2007, we have increased our tail factor for allocated loss
adjustment expenses (ALAE) as well as our ratios of ALAE to loss used in our projection methodologies. Small movements
in these assumptions produce a leveraged increase in the loss estimates across a number of accident years;
• Adverse development on our estimates of ultimate loss on a collection of runoff professional liability and medical pro-
grams totaling $20 million. This adverse development was the direct result of a review of all open claims that was
completed during 2007. This claims review identified a number of cases where adverse change in facts and circum-
stances led to a significant deviation from our estimates of ultimate claim value;
• Favorable development of $52 million in our workers’ compensation business due to the absence of multi-claimant
events such as industrial accidents for the 2006 accident year. The majority of our exposure for these perils falls under
our national accounts high deductible line of business. We evaluate this exposure annually after the accident year has
closed allowing for the late identification of significant losses. Our review in 2007 of potential 2006 accident year losses
has led to a decrease in our estimate of the required provision for these claims;
• Favorable development in our estimate of ultimate loss and ALAE of $18 million in our surety business. This improve-
ment was heavily concentrated in the 2005 and 2006 accident years. In the 2007 calendar year, the level of late
reported claims and development on known claims for this portfolio was significantly below historical levels for this line of
business resulting in a reduction in all loss projection methods;
• Favorable development on our national accounts casualty business, primarily general liability, of $21 million for the
2002-2004 accident years. Development on these portfolios had been favorable relative to the original assumptions used
to price the products. Actual paid and incurred loss activity in 2007 was lower than assumed in our prior projections and
we have modified our estimates accordingly; and
• Favorable development of $25 million on our foreign casualty portfolio for the 2004 and prior accident years. This was
partly due to an adjustment for a reserve established in 2006 for a single large claim, but also due to low levels of
reported and paid loss activity on our foreign captive business. This particular line has net exposure on a per occurrence
basis excess of high deductibles/self-insured retentions and an aggregate basis excess of an aggregate attachment point.
Expected loss emergence patterns used in our 2006 review projected higher loss development for the 2004 and prior
accident years than emerged during 2007 prompting a reduction in our projection of ultimate losses.

• Net adverse development of $22 million on short-tail business including:
• Adverse development totaling $115 million relating to increases in our estimates of loss for the 2005 storms primarily
in our ACE Westchester operation but also some modest development in our offshore energy business. This development
was due primarily to a relatively small number of losses on excess policies with large exposed limits. These losses reached
settlement during 2007 for amounts in excess of our case reserves prompting adjustments to our projections of ultimate
losses. The claims handling associated with the 2005 hurricanes had involved complex and unique causation and cover-
age issues. These issues were present in 2007;
• Favorable development of $33 million on ACE Westchester crop/hail business. This was the direct effect of recording
the final settlement of the 2006 pool year from the bordereau received during the 2007 calendar year;
• Favorable development in our estimates of ultimate losses for first party lines including property and auto physical
damage in our ACE Canada operations totaling $18 million, affecting primarily the 2006 accident year. Incurred loss
development during calendar year 2007 on the 2006 accident year was lower than historical averages which formed the
basis for our prior projections. Given the relatively short reporting pattern for this business, the actual loss emergence was
assigned greater credibility and the ultimate loss estimates revised accordingly;
• Favorable development in our estimates of ultimate loss of $19 million on our Canadian A&H portfolio. We have limited
historical experience for this product line. Losses were originally recorded using an expected loss ratio method. Actual loss
emergence in calendar year 2007 has proven to be more favorable than our prior projections. Given the relatively short
reporting pattern for this business, the actual loss emergence was assigned credibility and the ultimate loss estimates
revised accordingly; and
• Favorable development in our estimates of ultimate loss of $28 million on short tail, non-catastrophe losses in our ACE
Westchester property and inland marine product lines. Attritional incurred loss activity on the 2005 and 2006 accident
years in the 2007 calendar year was lower than historical averages which formed the basis for our prior projections.

Insurance – North American experienced adverse prior period development of $65 million in 2006, representing 0.5 percent
of the segment’s net unpaid loss and loss expense reserves at December 31, 2005.
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Insurance – Overseas General

Insurance – Overseas General experienced net favorable prior period development of $304 million in 2008, representing 4.7
percent of the segment’s net unpaid loss and loss expense reserves at December 31, 2007. The net prior period development
for 2008 was the net result of several underlying favorable and adverse movements, driven by the following principal changes:
• Net favorable development of $131 million on long-tail business including:

• Favorable development of $159 million from accident years 2005 and prior in ACE International’s financial lines and
casualty (primary and excess) portfolios. Most of the reduction was in accident years 2002-2005 on financial lines,
primary casualty, and supported casualty excess. Additional excess releases were made in accident years 2001 and prior.
Actual paid and case incurred loss activity has been lower than expected since the prior year’s analysis. In addition, we
have increased the weighting given to experience-based methods from the initial expected loss ratio method as these
accident periods mature;
• Favorable development of $11 million in ACE Global Market financial lines. This was across a number of accident
years. The decrease was driven by a reliance on experience based methods which reflected favorable development in
2008 in the quicker developing financial lines of crime and professional indemnity; and
• Adverse development of $39 million on accident years 2006-2007, mainly in ACE International casualty portfolios fol-
lowing heavier than expected loss emergence. Actual major claim notices received in 2008 caused loss estimates on U.K.
excess casualty and Continental Europe financial lines to be increased. Loss projections for the Continental Europe casu-
alty portfolios also increased following adverse attritional claim activity (i.e. excluding catastrophes and large losses) in
one country and a large loss in another country.

• Net favorable development of $173 million on short-tail business including:
• Net favorable development of $113 million in ACE International property lines. This activity was focused mainly in
accident years 2003-2007 and the U.K. and Continental Europe regions. The releases in accident years 2003-2005
were partially due to case specific reserve reductions driven by new information obtained in 2008. Accident years 2006-
2007 were driven by favorable emergence relative to the expected development pattern as of the prior year end and
reliance on experience based methods for this short-tailed line;
• Favorable development on ACE International accident and health of $44 million. This was mainly from the U.K., Con-
tinental Europe, and Latin America regions in accident years 2003-2007. The decrease was driven by a combination of
favorable development in 2008 across all segments of this book and greater reliance on experience-based methods as the
accident years mature;
• Favorable development of $30 million for the ACE International marine book. This was mainly in accident years 2005-
2007 and in the Continental Europe and Latin America regions. Given the short-tailed nature of this line, experience-
based methods are the primary basis of carried reserves. Given the favorable loss emergence in 2008, reserves were
reduced to reflect this experience; and
• Adverse development of $14 million due to several major ACE Global Markets energy losses primarily for accident years
2006 and 2007. First notice for one of these losses was received in 2008, while the remainder of the increase arose on
previously notified claims that were subject in 2008 to a detailed claims review of individual event circumstances and
their associated coverages.
Insurance – Overseas General experienced net favorable prior period development of $192 million in 2007, representing

3.2 percent of the segment’s net unpaid loss and loss expense reserves at December 31, 2006. The net prior period develop-
ment for 2007 was the net result of several underlying favorable and adverse movements, driven by the following principal
changes:
• Net favorable development of $53 million on long-tail lines of business, including:

• Net favorable development of $33 million in the 2006 and prior accident years for Insurance – Overseas General long-
tail lines, primarily casualty and financial lines. This favorable prior period development was in response to our annual
review of long-tail lines completed during 2007. There was $23 million of net favorable development for Insurance –
Overseas General on the 2003-2005 accident years driven by reductions in loss development method indications and
greater credibility being assigned to Bornhuetter-Ferguson projections versus expected loss ratio methods. This shift in
credibility weighting between reserving methods is common practice and allows for greater recognition of actual loss
emergence as accident years mature;
• Net favorable development of $20 million as a result of an update of the detailed annual evaluation of the excess
exposures in Insurance – Overseas General which comprised strengthening of $89 million in accident years 2003 and
prior and $45 million in accident year 2006, and a release of $154 million in accident years 2004 and 2005 ; and
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• Adverse development of $11 million in ACE Global Markets’ long-tail professional lines, primarily in accident years
1999-2003. This adverse prior period development was largely in response to claims department recommendations on
three accounts based on updated information received during the course of claim settlement in 2007.

• Net favorable development of $139 million on short-tail lines of business including:
• Favorable development of $84 million on short-tail property and fire lines primarily in the 2006 accident year in ACE
International. The favorable development during the past year was due in large part to shifting credibility away from
Bornhuetter-Ferguson methods and relying more heavily on loss development patterns as case incurred loss became a
more accurate predictor of ultimate loss. This shift in credibility tended to reduce indicated ultimate losses since, with
hindsight, our initial expected loss ratios have proven to be conservative;
• Favorable development of $13 million on 2005 hurricane losses in ACE Global Markets. This adjustment was due to
the fact that after 24 months of development, it was concluded that there would be no new reported claims;
• Favorable development of $30 million on specialty A&H primarily in the 2005 and 2006 accident years in ACE Europe.
This favorable prior period development followed the completion of the regular reserve review and was driven by better
than expected loss experience relative to prior reserving assumptions. The favorable experience arose across several coun-
tries with no particular underlying claim or loss emergence trend identifiable;
• Favorable development of $28 million on specialty marine, primarily in the 2005 and 2006 accident years in both ACE
International and ACE Global Markets. This favorable prior period development was largely in response to claims depart-
ment recommendations on several large claims based on updated information received during claim settlement in 2007;
and
• Adverse development of $9 million on specialty consumer lines, primarily in accident year 2006. This adverse develop-
ment was primarily driven by further deterioration of ACE International’s homeowner’s warranty business in Norway. The
indicated ultimate loss was revised upwards in 2007 in response to several key claim metrics underlying the reserve
estimate: number of reopened claims, loss adjustment expenses, and frequency and severity of late reported claims.

Insurance – Overseas General experienced net favorable prior period development of $72 million in 2006, representing 1.3
percent of the segment’s net unpaid loss and loss expense reserves at December 31, 2005.

Global Reinsurance

Global Reinsurance experienced net favorable prior period development of $159 million in 2008, representing 5.9 percent of
the segment’s net unpaid loss and loss expense reserves at December 31, 2007. The net prior period development recorded in
2008 was the net result of several underlying favorable and adverse movements.
• Net favorable development of $17 million on long-tail business across a number of lines and years including:

• Net favorable prior period development of $30 million principally in treaty years 2003 and 2004 in ACE Tempest Re
USA and ACE Tempest Re Europe across a number of portfolios (professional liability, D&O, casualty, workers’ compensa-
tion catastrophe, and medical malpractice), offset by $16 million adverse development in treaty year 2007. The lower
loss estimates arose from the combined impact of continued favorable paid and case incurred loss trends and increased
weighting given to experience-based methods away from expectations as these treaty periods mature, while the 2007
treaty year development resulted from adverse incurred losses due to large loss development in casualty lines of business.

• Net favorable development of $142 million on short-tail business across a number of lines and years including:
• Favorable prior period development of $43 million primarily on treaty years 2006 and prior in ACE Tempest Re USA
across several portfolios. The development arose principally on property and the credit & surety line following completion
of reserve reviews in 2008. The property portfolio benefited from better than expected claim emergence, while the release
in the credit & surety line followed a detailed review of claims and associated recoveries, together with favorable loss
emergence;
• Favorable prior period development of $28 million primarily on treaty years 2006 and prior in ACE Tempest Re Europe
across several portfolios, principally property, marine and energy. This included $16 million property release on U.S. and
international property exposures and reflected lower than anticipated loss emergence; and
• Net favorable development of $71 million primarily on accident years 2002-2006 in ACE Tempest Re Bermuda’s prop-
erty catastrophe portfolio for claims from prior catastrophe events. The release followed a detailed review during the 2008
year of each event and each cedant’s coverage terms and reflected lower reported claim development than previously
anticipated.

Global Reinsurance experienced net favorable prior period development of $34 million in 2007, representing 1.3 percent of
the segment’s net unpaid loss and loss expense reserves at December 31, 2006. The net prior period development recorded in
2007 was the net result of several underlying favorable and adverse movements. The largest adverse movement was related to
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long-tail lines of business for ACE Tempest Re USA of $8 million mainly as a result of higher than expected claims reported in
2007 primarily for treaty years 2000-2005 for casualty and workers’ compensation business on several accounts. Favorable
movements of $42 million largely related to claim closings on short-tail property and other short-tail lines of business primarily
from treaty years 2005 and prior were recorded in 2007.

Global Reinsurance experienced net favorable prior period development of $5 million in 2006, representing 0.2 percent
of the segment’s net unpaid loss and loss expense reserves at December 31, 2005.

Segment Operating Results – Years Ended December 31, 2008, 2007, and 2006

The discussions that follow include tables, which show our segment operating results for the three years ended December 31,
2008, 2007, and 2006.

We operate through the following business segments: Insurance – North American, Insurance – Overseas General, Global
Reinsurance, and Life Insurance and Reinsurance. As discussed previously, we completed the acquisition of all of the out-
standing shares of Combined Insurance and certain of its subsidiaries on April 1, 2008. As such, segment operating results for
the year ended December 31, 2008, include the results of the acquired Combined Insurance business. The Combined
Insurance results are included in our Insurance – Overseas General segment or Life Insurance and Reinsurance segment
according to the nature of the business written. Results from Combined Insurance’s North American operations are included in
ACE’s Life Insurance and Reinsurance segment and the results from Combined Insurance’s international operations are
included in ACE’s Insurance – Overseas General segment. For more information on each of our segments refer to “Segment
Information”, under Item 1.

Insurance – North American

The Insurance – North American segment comprises our operations in the U.S., Canada, and Bermuda. This segment includes
the operations of ACE USA (including ACE Canada), ACE Westchester, ACE Bermuda, and various run-off operations, including
Brandywine Holdings Corporation (Brandywine Holdings). In addition, beginning in the quarter ended March 31, 2008,
Insurance – North American includes ACE Private Risk Services, an underwriting unit we acquired in 2008 that provides per-
sonal lines coverages (such as homeowners and automobile) for high net worth clients.

2008 2007 2006

% change

2008 vs.
2007

2007 vs.
2006

(in millions of U.S. dollars)

Net premiums written $ 5,636 $ 5,833 $ 5,940 (3)% (2)%
Net premiums earned 5,679 6,007 5,719 (5)% 5 %
Losses and loss expenses 4,080 4,269 4,026 (4)% 6 %
Policy acquisition costs 562 515 530 9 % (3)%
Administrative expenses 536 530 502 1 % 6 %

Underwriting income 501 693 661 (28)% 5%

Net investment income 1,095 1,034 876 6 % 18 %
Net realized gains (losses) (709) 125 (83) NM NM
Interest expense 1 – – NM –
Other (income) expense 7 11 (2) (36)% NM
Income tax expense 315 468 352 (33)% 33 %

Net income $ 564 $ 1,373 $ 1,104 (59)% 24%

Loss and loss expense ratio 71.8% 71.1% 70.4%
Policy acquisition cost ratio 9.9% 8.6% 9.2%
Administrative expense ratio 9.4% 8.8% 8.8%

Combined ratio 91.1% 88.5% 88.4%
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Net premiums written for the Insurance – North American segment decreased in 2008, primarily due to lower new and
renewal business for ACE USA, this segment’s U.S. – based retail division. Net premiums written in 2008 include ACE Private
Risk Services which added $207 million to this segment’s net premiums written. ACE Private Risk Services was acquired in
December 2007. Excluding ACE Private Risk Services, Insurance – North American’s net premiums written decreased seven
percent in 2008, compared with 2007. ACE USA experienced competitive conditions across many of its units in 2008 which
resulted in reductions in net premiums written in its middle-market and large risk workers’ compensation businesses, its prop-
erty business, and its specialty businesses including aerospace, marine, medical facilities, and surety. In addition to these
reductions for ACE USA, the year ended December 31, 2007, included a one-time assumed loss portfolio transfer program
which produced approximately $170 million of net premiums written and earned. These ACE USA decreases were partially
offset by increased writings in professional liability, foreign casualty, and A&H lines of business. For ACE Westchester, net
premiums written decreased in 2008 due to competitive conditions throughout 2008 that resulted in lower premium volume
in our casualty, inland marine, and property units. For 2008, higher crop premium partially offset these reductions as there
were generally higher commodity prices during 2008 compared with 2007. ACE Bermuda experienced decreases in its excess
liability business primarily due to lower production and retention as we declined or ceded business submitted to us with
unfavorable rates relative to risk exposure. This trend was partially offset by growth in ACE Bermuda’s political risk business.
The decrease in Insurance – North American’s net premiums written in 2007, compared with 2006, was primarily due to a
decrease in new and renewal business at ACE Westchester, which experienced very competitive conditions on P&C lines. ACE
Westchester also reported a decrease in retention of gross premiums written, primarily due to changes in business mix. ACE
USA reported modest growth in 2007, driven primarily by specialty casualty and energy lines as well as professional risk and
the large assumed portfolio transfer.

The following two tables provide a line of business and entity/divisional breakdown of Insurance – North American’s net
premiums earned for the years ended December 31, 2008, 2007, and 2006.

2008 2007 2006

% change

2008 vs.
2007

2007 vs.
2006

(in millions of U.S. dollars)

Line of Business

Property and all other $ 1,576 $ 1,486 $ 1,296 6 % 15 %
Casualty 3,857 4,298 4,228 (10)% 2 %
Personal accident (A&H) 246 223 195 10 % 14 %

Net premiums earned $ 5,679 $ 6,007 $ 5,719 (5)% 5 %

Entity/Division

ACE USA $ 3,858 $ 4,196 $ 3,795 (8)% 11 %
ACE Westchester 1,324 1,420 1,465 (7)% (3)%
ACE Bermuda 359 391 459 (8)% (15)%
ACE Private Risk Services 138 – – NM –

Net premiums earned $ 5,679 $ 6,007 $ 5,719 (6)% 5 %

2008
% of total

2007
% of total

2006
% of total

Line of Business

Property and all other 28% 25% 23%
Casualty 68% 71% 74%
Personal accident (A&H) 4% 4% 3%

Net premiums earned 100% 100% 100%

Entity/Division

ACE USA 68% 70% 66%
ACE Westchester 24% 24% 26%
ACE Bermuda 6% 6% 8%
ACE Private Risk Services 2% 0% 0%

Net premiums earned 100% 100% 100%
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ACE USA’s reduction in net premiums earned in 2008 was primarily driven by the decrease in financial solutions business, as
the prior year included approximately $170 million related to a one-time assumed loss portfolio transfer program. In addition,
net premiums earned were lower in 2008 due to decreases in middle-market workers’ compensation business, large risk
accounts and property, reflecting competitive market conditions and declining business that did not meet our selective under-
writing standards. These reductions were partially offset by growth in ACE USA’s professional liability, specialty casualty, A&H,
inland marine and foreign casualty units. ACE USA’s increase in net premiums earned in 2007, compared with 2006, was
primarily driven by assumed loss portfolio business, as well as new business in the energy unit and growth in specialty casu-
alty lines. ACE USA’s curtailment of middle market worker’s compensation business partially offset these increases. ACE
Westchester’s reduction in net premiums earned over the last two years was primarily due to declines in casualty and inland
marine business, which resulted from competitive market conditions. This trend was partially offset by crop business growth,
which benefited from generally higher commodity prices for most of 2008 and in 2007. ACE Bermuda’s reduction in net
premiums earned in 2008, compared with 2007, was a result of lower production, and the decrease in 2007, compared with
2006, was primarily due to the curtailment of financial solutions business.

Insurance – North American’s loss and loss expense ratio increased in 2008 and 2007. The following table shows the
impact of catastrophe losses and prior period development on our loss and loss expense ratio for the years ended
December 31, 2008, 2007, and 2006.

2008 2007 2006

Loss and loss expense ratio, as reported 71.8 % 71.1 % 70.4 %
Catastrophe losses (5.4)% (0.3)% – %
Prior period development 6.2 % (0.2)% (1.2) %

Loss and loss expense ratio, adjusted 72.6 % 70.6 % 69.2 %

Insurance – North American’s catastrophe losses were $298 million in 2008, compared with $16 million in 2007, and $nil
in 2006. Catastrophe losses in 2008 were primarily related to Hurricanes Gustav and Ike. Insurance – North American
incurred net favorable prior period development of $351 million in 2008. This compares with net adverse prior period
development of $9 million and $65 million in 2007 and 2006, respectively. Refer to “Prior Period Development” for more
information.

The increase in the loss and loss expense ratio as adjusted in 2008, compared with 2007, was primarily due to changes
in business mix, specifically higher premiums from the crop business, which carries a relatively high current accident year loss
ratio. In addition, the 2008 loss and loss expense ratio reflects increased loss costs, including higher incurred losses for
non-catastrophe events that affected the property, marine and energy business units.

Insurance – North American’s policy acquisition cost ratio increased in 2008, compared with 2007, due in part to the
inclusion of ACE Private Risk Services in 2008, which generates a higher acquisition cost ratio than our commercial P&C
business. The increase also reflects higher acquisition costs on ACE Westchester’s crop/hail business, as 2008 included more
profitable results on the first quarter final settlement than in 2007, as well as increased crop/hail production for 2008. The
first quarter settlement in 2008 generated a higher profit share commission, which added approximately 0.8 percentage points
to Insurance – North American’s 2008 policy acquisition cost ratio. In addition, higher assumed loss portfolio transfer business
in 2007, which incurred low acquisition costs as is typical for these types of transactions, reduced the 2007 policy acquisition
ratio by 0.2 percentage points. These increases in the 2008 policy acquisition cost ratio were partially offset by improvements
at ACE Bermuda, primarily due to increased ceding commissions. The decrease in Insurance – North American’s 2007 policy
acquisition cost ratio, compared with 2006, was primarily related to reductions in the policy acquisition cost ratio at ACE USA
and ACE Westchester. For ACE USA, the reduction reflected higher ceding commissions as well as lower premium taxes due to
reassessment of obligations for premium-based assessments and guaranty funds. For ACE Westchester, the reduction in the
policy acquisition cost ratio was primarily due to lower profit share commissions on crop business in 2007, compared with
2006.

Insurance – North American’s administrative expense ratio increased in 2008, compared with 2007, reflecting the
inclusion of ACE Private Risk Services unit, which generates higher administrative expense ratios than our commercial P&C
business, and the reduction in net premiums earned. The administrative expense ratio was stable in 2007, compared with
2006.
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Insurance – Overseas General

The Insurance – Overseas General segment consists of ACE International, which comprises our network of indigenous
insurance operations; the wholesale insurance operations of ACE Global Markets, our London market underwriting unit includ-
ing Lloyd’s Syndicate 2488 and the international A&H and life business of Combined Insurance. This segment has 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. Combined Insurance distributes specialty individual accident and supplemental
health insurance products targeted to middle income consumers in Europe and Asia Pacific.

2008 2007 2006

% change

2008 vs.
2007

2007 vs.
2006

(in millions of U.S. dollars)

Net premiums written $ 5,332 $ 4,568 $ 4,266 17 % 7 %
Net premiums earned 5,337 4,623 4,321 15 % 7 %
Losses and loss expenses 2,679 2,420 2,259 11 % 7 %
Future policy benefits 12 – – NM –
Policy acquisition costs 1,193 963 856 24 % 13 %
Administrative expenses 793 669 609 19 % 10 %

Underwriting income 660 571 597 16 % (4)%

Net investment income 521 450 370 16 % 22 %
Net realized gains (losses) (316) (69) (16) NM NM
Other (income) expense (11) (20) 10 (45)% NM
Income tax expense 100 183 206 (45)% (11)%

Net income $ 776 $ 789 $ 735 (2)% 7 %

Loss and loss expense ratio 50.4% 52.4% 52.3%
Policy acquisition cost ratio 22.4% 20.8% 19.8%
Administrative expense ratio 14.8% 14.5% 14.1%

Combined ratio 87.6% 87.7% 86.2%

Insurance – Overseas General’s net premiums written increased in 2008, compared with 2007, primarily due to the inclusion
of Combined Insurance, which added $370 million of net premiums written, favorable foreign exchange impact, and growth in
A&H business. During 2008, ACE International benefited from the strengthening of the euro, relative to the U.S. dollar (refer to
the table below for the impact of foreign exchange on net premiums written and earned). The favorable foreign exchange
impact began to reverse during the fourth quarter of 2008. ACE International continues to report growth in its A&H business,
particularly in Latin America and Asia Pacific. On the P&C side, ACE International reported growth in emerging markets in
Europe and the Middle East, Asia Pacific, and Latin America, offset by declines in the U.K. ACE Global Markets reported lower
production in most product lines, particularly property, aviation, marine, and energy, primarily due to competitive conditions.
Insurance – Overseas General’s net premiums written increased in 2007, compared with 2006, primarily due to favorable
foreign exchange impact on ACE International’s results as both the euro and the pound sterling strengthened significantly rela-
tive to the U.S. dollar during 2007.
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The following two tables provide a line of business and entity/divisional breakdown of Insurance – Overseas General’s net
premiums earned for the years ended December 31, 2008, 2007, and 2006.

% change

2008 2007 2006
2008 vs.

2007
2007 vs.

2006

(in millions of U.S. dollars)

Line of Business

Property and all other $ 1,855 $ 1,697 $ 1,617 9 % 5 %
Casualty 1,487 1,495 1,479 (1)% 1 %
Personal accident (A&H) 1,995 1,431 1,225 39 % 17 %

Net premiums earned $ 5,337 $ 4,623 $ 4,321 15 % 7 %

Entity/Division

ACE Europe $ 2,132 $ 1,999 $ 1,819 7 % 10 %
ACE Asia Pacific 708 631 590 12 % 7 %
ACE Far East 425 365 361 16 % 1 %
ACE Latin America 778 633 521 23 % 21 %

ACE International 4,043 3,628 3,291 11 % 10%
ACE Global Markets 923 995 1,030 (7)% (3)%
Combined Insurance International 371 – – NM –

Net premiums earned $ 5,337 $ 4,623 $ 4,321 15 % 7%

2008
% of total

2007
% of total

2006
% of total

Line of Business

Property and all other 35% 37% 37%
Casualty 28% 32% 34%
Personal accident (A&H) 37% 31% 29%

Net premiums earned 100% 100% 100%

Entity/Division

ACE Europe 40% 43% 42%
ACE Asia Pacific 13% 14% 14%
ACE Far East 8% 8% 8%
ACE Latin America 15% 14% 12%

ACE International 76% 79% 76%
ACE Global Markets 17% 21% 24%
Combined Insurance International 7% 0% 0%

Net premiums earned 100% 100% 100%

Insurance – Overseas General’s net premiums earned increased in 2008, compared with 2007, primarily due to the added
premiums from Combined Insurance, growth in A&H production, and favorable foreign exchange impact. Combined Insurance
added $371 million to this segment’s 2008 net premiums earned. ACE International continues to benefit from growth in A&H
business, particularly in ACE Asia Pacific and ACE Latin America. For several years, these regions have been successfully
utilizing unique and innovative distribution channels to grow their A&H customer base. Our A&H business is mainly personal
accident with some supplemental medical cover, typically paying fixed amounts for claims, and is therefore, insulated from
rising health care costs. Following decreased production over the last several quarters, ACE Global Markets reported decreases
in net premiums earned.

Insurance – Overseas General reported an increase in net premiums earned in 2007, compared with 2006, primarily
driven by favorable foreign exchange impact on ACE International business.
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Insurance – Overseas General conducts business internationally and in most major foreign currencies. The following table
summarizes the approximate effect of changes in foreign currency exchange rates on the growth of net premiums written and
earned, excluding Combined Insurance, for the periods indicated.

2008 2007

Net premiums written:

Growth in original currency 6.2% 0.6%
Foreign exchange effect 2.4% 6.5%

Growth as reported in U.S. dollars 8.6% 7.1%

Net premiums earned:

Growth in original currency 5.1% 0.7%
Foreign exchange effect 2.3% 6.3%

Growth as reported in U.S. dollars 7.4% 7.0%

The following table shows the impact of catastrophe losses and prior period development on our loss and loss expense ratio for
the years ended December 31, 2008, 2007, and 2006.

2008 2007 2006

Loss and loss expense ratio, as reported 50.4 % 52.4 % 52.3 %
Catastrophe losses (1.6)% (2.1)% (0.1)%
Prior period development 5.7 % 4.1 % 1.7 %

Loss and loss expense ratio, adjusted 54.5 % 54.4 % 53.9 %

Net catastrophe losses for 2008 were $83 million, compared with $94 million and $3 million in 2007 and 2006,
respectively. Catastrophe losses in 2008, were primarily related to Hurricanes Gustav and Ike, tornadoes in the U.S., and an
earthquake in China. Insurance – Overseas General incurred net favorable prior period development of $304 million, $192
million, and $72 million in 2008, 2007 and 2006, respectively. Refer to “Prior Period Development” for more information.
Our loss and loss expense ratio will tend to decrease on a comparative basis as the proportion of A&H business to P&C busi-
ness grows. A&H business typically generates a much lower loss and loss expense ratio (and a higher policy acquisition cost
ratio) than traditional P&C business. The impact of both the growth in A&H business relative to P&C and the addition of Com-
bined Insurance resulted in a 1.0 percentage point decrease in the adjusted loss ratios for 2008. After considering this impact,
the adjusted loss ratio for 2008, increased due to deteriorating market conditions.

Insurance – Overseas General’s policy acquisition cost ratio increased in 2008 compared with 2007, primarily due to the
growth in A&H business and the impact of the recently acquired Combined Insurance business, which is predominantly A&H
business. A&H business typically attracts higher commission rates than traditional P&C business. In addition, for 2008,
reduced ceding commissions had the effect of increasing policy acquisition costs. In 2007, the increasing impact on policy
acquisition costs from A&H growth was partially offset by increased ceding commissions at ACE Global Markets.

Insurance – Overseas General’s administrative expense ratio has been relatively stable over the last three years primarily
due to expense management as it grows its businesses. For 2008, administrative expenses increased primarily due to
unfavorable foreign exchange impact and the inclusion of administrative expenses related to Combined Insurance. Insurance –
Overseas General’s administrative expense ratio increased in 2007, compared with 2006, primarily due to the impact of for-
eign exchange. Additionally, ACE International reported increased costs for 2007, associated with its entrance into emerging
markets, specifically Eastern Europe and the Middle East, and in support of A&H growth at Asia Pacific.
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Global Reinsurance

The Global Reinsurance segment represents ACE’s reinsurance operations, comprising ACE Tempest Re Bermuda, ACE Tem-
pest Re USA, ACE Tempest Re Europe, and ACE Tempest Re Canada. Global Reinsurance markets its reinsurance products
worldwide under the ACE Tempest Re brand name and provides a broad range of coverages to a diverse array of primary P&C
companies.

% change

2008 2007 2006
2008 vs.

2007
2007 vs.

2006

(in millions of U.S. dollars)

Net premiums written $ 914 $ 1,197 $ 1,550 (24)% (23)%
Net premiums earned 1,017 1,299 1,511 (22)% (14)%
Losses and loss expenses 524 664 784 (21)% (15)%
Policy acquisition costs 192 248 303 (23)% (18)%
Administrative expenses 56 64 62 (13)% 3 %

Underwriting income 245 323 362 (24)% (11)%

Net investment income 309 274 221 13 % 24%
Net realized gains (losses) (163) 21 10 NM 110%
Other (income) expense 2 4 8 (50)% (50)%
Income tax expense 30 32 38 (6) % (16)%

Net income $ 359 $ 582 $ 547 (38)% 6 %

Loss and loss expense ratio 51.5% 51.1% 51.8%
Policy acquisition cost ratio 18.8% 19.1% 20.1%
Administrative expense ratio 5.5% 4.9% 4.1%

Combined ratio 75.8% 75.1% 76.0%

Global Reinsurance reported intense competition across the majority of its regions of operations over the last two years. This
has resulted in significant declines in production, as clients increased their own risk retention and we adhered to our strict
underwriting standards which meant not renewing several large policies. The following tables provide a line of business and
entity/divisional breakdown of Global Reinsurance’s net premiums earned for the years ended December 31, 2008, 2007,
and 2006.

% change

2008 2007 2006
2008 vs.

2007
2007 vs.

2006

(in millions of U.S. dollars)

Line of Business

Property and all other $ 229 $ 285 $ 354 (20)% (19)%
Casualty 494 671 799 (26)% (16)%
Property catastrophe 294 343 358 (14)% (4)%

Net premiums earned $ 1,017 $ 1,299 $ 1,511 (22)% (14)%

Entity/Division

ACE Tempest Re Bermuda $ 299 $ 356 $ 367 (16)% (3)%
ACE Tempest Re USA 490 693 872 (29)% (21)%
ACE Tempest Re Europe 212 241 272 (12)% (11)%
ACE Tempest Re Canada 16 9 – 78 % NM

Net premiums earned $ 1,017 $ 1,299 $ 1,511 (22)% (14)%
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2008
% of total

2007
% of total

2006
% of total

Line of Business

Property and all other 22% 22% 23%
Casualty 49% 52% 52%
Property catastrophe 29% 26% 25%

Net premiums earned 100% 100% 100%

Entity/Division

ACE Tempest Re Bermuda 29% 27% 24%
ACE Tempest Re USA 48% 53% 58%
ACE Tempest Re Europe 21% 19% 18%
ACE Tempest Re Canada 2% 1% –%

Net premiums earned 100% 100% 100%

Global Reinsurance’s net premiums earned decreased in 2008, compared with 2007, primarily due to lower production.
ACE Tempest Re Bermuda reported a decline in net premiums earned due to non-renewed business, offset by $21 million of
inward reinstatement premiums in connection with Hurricanes Ike and Gustav. ACE Tempest Re USA and ACE Tempest Re
Europe reported declines in net premiums earned, primarily due to competitive conditions over the last two years, which
reduced production. The decrease in net premiums earned in 2007, compared to 2006, was primarily due to lower pro-
duction at ACE Tempest Re Bermuda, ACE Tempest Re USA, and ACE Tempest Re Europe.

The following table shows the impact of catastrophe losses and prior period development on our loss and loss expense
ratio for the years ended December 31, 2008, 2007, and 2006.

2008 2007 2006

Loss and loss expense ratio, as reported 51.5 % 51.1 % 51.8 %
Catastrophe losses (17.6)% (3.7)% (0.9)%
Prior period development 16.0 % 2.6 % 0.4 %

Loss and loss expense ratio, adjusted 49.9% 50.0% 51.3%

Global Reinsurance recorded net catastrophe losses of $186 million in 2008, mainly due to Hurricanes Ike and Gustav.
This compares with net catastrophe losses of $49 million and $14 million in 2007 and 2006, respectively. Global
Reinsurance incurred net favorable prior period development of $159 million in 2008. This compares with net favorable prior
period development of $34 million and $5 million in 2007 and 2006, respectively. Refer to “Prior Period Development” for
more information.

Global Reinsurance’s policy acquisition cost ratio decreased during 2008, compared with 2007, primarily due to the
increase in inward catastrophe-related reinstatement premiums at ACE Tempest Re Bermuda. We pay little or no commission
on reinstatement premiums written and earned. The decrease in the policy acquisition cost ratio in 2007, compared with
2006, was primarily due to changes in business mix and lower ceding commissions at ACE Tempest Re USA. Administrative
expenses decreased in 2008, compared with 2007, primarily due to lower staffing costs. The administrative expense ratio
increased over the last three years primarily due to the decrease in net premiums earned, partially offset by reduced staffing
costs.

Life Insurance and Reinsurance

The Life Insurance and Reinsurance segment includes the operations of ACE Tempest Life Re (ACE Life Re), ACE International
Life, and the North American A&H and life business of Combined Insurance. ACE Life Re comprises two operations. The first
provides reinsurance to primary life insurers for variable annuity guarantees and the other is a traditional life reinsurance
company. ACE Life Re is currently not quoting on new opportunities in the variable annuity reinsurance marketplace. ACE
International Life develops direct insurance opportunities in emerging markets, 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 insurance products that are targeted to middle income consumers in the U.S. and
Canada. Results for 2008 include Combined Insurance from April 1, 2008, the date of acquisition. We assess the perform-
ance of our life insurance and reinsurance business based on life underwriting income which includes net investment income.
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(in millions of U.S. dollars) 2008 2007 2006

Net premiums written $ 1,198 $ 381 $ 274
Net premiums earned 1,170 368 274
Losses and loss expenses 320 – –
Future policy benefits 387 168 123
Policy acquisition costs 188 45 26
Administrative expenses 199 50 35
Net investment income 142 55 42

Life underwriting income 218 160 132
Net realized gains (losses) (532) (164) (36)
Other (income) expense 12 1 –
Income tax expense (benefit) 30 (8) (6)

Net income (loss) $ (356) $ 3 $ 102

The following table provides a line of business breakdown of Life Insurance and Reinsurance’s underwriting income for the
periods indicated.

% change

2008 2007 2006
2008

vs. 2007
2007

vs. 2006

(in millions U.S. dollars)

Life underwriting income

ACE Life Re $ 105 $ 181 $ 153 (42)% 18%
ACE International Life (28) (21) (21) 33% –
Combined Insurance 141 – – NM –

Life underwriting income $ 218 $ 160 $ 132 36% 21%

Life underwriting income increased in 2008, compared with 2007, primarily due to the inclusion of the operating results
of the acquired Combined Insurance business.
• ACE Life Re’s (Life reinsurance) underwriting income decreased in 2008 due to increased benefit reserves primarily due to
poor worldwide equity market performance. Benefit reserves reflect the expected value of future claims on earned premium
exposures and fluctuate with movements in equity indices, interest rates and policyholder behavior. Net realized gains (losses),
which we exclude from life underwriting income, relate primarily to changes in reported liabilities on GMIB reinsurance
reported at fair value. We experienced significant net realized losses in 2008 which were caused by adverse financial market
conditions, primarily poor equity market performance. Refer to “Critical Accounting Estimates” and “Fair Value Measurements”
for more information.
• ACE International Life generated an underwriting loss in 2008 as we continue to incur start-up costs in several countries as
we develop the business.
• The above table reflects Combined Insurance business beginning April 1, 2008, the date of acquisition. From April 1, 2008,
through December 31, 2008, net premiums earned from Combined Insurance were $763 million.

Net Investment Income

(in millions of U.S. dollars) 2008 2007 2006

Fixed maturities $ 1,972 $ 1,773 $ 1,463
Short-term investments 109 130 119
Equity securities 93 68 57
Other (20) 25 26

Gross investment income 2,154 1,996 1,665
Investment expenses (92) (78) (64)

Net investment income $ 2,062 $ 1,918 $ 1,601
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Net investment income is influenced by a number of factors, including the amounts and timing of inward and outward
cash flows, the level of interest rates, and changes in overall asset allocation. Net investment income includes accretion from
the new cost basis of securities for which other-than-temporary impairments have been recorded due to interest rate spreads.
Accretion does not occur for securities where an other than temporary impairment was attributable to issuer specific credit
events. Net investment income increased eight percent in 2008, compared with 2007, and 20 percent in 2007, compared
with 2006. The increase in net investment income is primarily due to several years of positive operating cash flows which
have resulted in a higher overall average invested asset base. The investment portfolio’s average market yield on fixed matur-
ities was 6.4 percent at December 31, 2008, compared with 5.3 percent and 5.4 percent at December 31, 2007 and 2006,
respectively. Included in Other investment income are changes in fair value of trading securities included within rabbi trusts
maintained for compensation plans.

The following table shows the return on average invested assets for the years ended December 31, 2008, 2007, and
2006.

(in millions of U.S. dollars) 2008 2007 2006

Average invested assets $41,502 $38,798 $34,007
Net investment income $ 2,062 $ 1,918 $ 1,601
Return on average invested assets 5.0% 4.9% 4.7%

Net Realized and Unrealized Gains (Losses)

We take a long-term view with our investment strategy and our investment managers manage our investment portfolio to
maximize total return within certain specific guidelines designed to minimize risk. The majority of our investment portfolio is
available for sale and reported at fair value. Our held to maturity investment portfolio is reported at amortized cost.

The effect of market movements on our available for sale investment portfolio impacts net income (through net realized
gains (losses)) when securities are sold or when other-than-temporary impairments are recorded. Additionally, net income is
impacted through the reporting of changes in the fair value of derivatives, including financial futures, options, swaps, and
GMIB reinsurance. Changes in unrealized appreciation and depreciation on available for sale securities, which result from the
revaluation of securities held, are reported as a separate component of accumulated other comprehensive income in share-
holders’ equity.

Subject to investment guidelines approved by our Finance and Investment Committee of the Board of Directors (relating to
asset classes, credit quality, and liquidity), our investment managers generally have the ability to sell securities from our avail-
able for sale investment portfolio with the concurrence of ACE management when they determine that an alternative security
with comparable risks is likely to provide a higher investment return, considering the realized gain or loss on sale of the held
security and differential in future investment income. Often, sales of individual securities occur when investment managers
conclude there are changes in the credit quality of a particular security or, for other reasons, market value is apt to deteriorate.
Further, we may sell securities when we conclude it is prudent to reduce a concentration in a particular issuer or industry.
Therefore, securities sales volume may increase in a volatile credit market in which credit spreads and, thus, the market value
of fixed maturity investments are subject to significant changes in a short period of time. The interest rate environment will
tend to have a limited effect on securities sales volume but extreme conditions could have an effect on the magnitude of real-
ized gains or losses. For example, in a declining interest rate environment, the market value of securities increases, resulting in
a greater likelihood of net realized gains and we would, therefore, tend to reduce the average duration of our fixed maturity
investment portfolio. An environment where interest rates are increasing would tend to have the opposite effect. The effect of a
high level of realized losses or gains for a particular period will tend to be offset by increases or decreases in investment
income, respectively, in subsequent periods. From a liquidity perspective, there is a risk is that we could be forced to sell a
large volume of securities at a loss (i.e., in a high interest rate environment) to meet operating needs and are, thus, unable to
reinvest proceeds to recoup such losses with future investment income (Refer to “Liquidity and Capital Resources” for more
information).

We review our investments for other-than-temporary impairment based on the following:
• the amount of time a security has been in a loss position, the magnitude of the loss position, and whether the security is
rated below an investment grade level;
• the period in which cost is expected to be recovered, if at all, based on various criteria including economic conditions, credit
loss experience, and other issuer-specific developments;
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• our ability and intent to hold the security to the expected recovery period; and
• equity securities in an unrealized loss position for twelve consecutive months were generally impaired.

Given current market conditions, and in light of recent general guidance from the SEC and the FASB regarding the applica-
tion of existing guidance during stressed market conditions, beginning in the third quarter of 2008 we have qualitatively
evaluated our application of the parameters under which we consider a decline in value to be other-than-temporary. Similar to
prior quarters, we evaluated investments in our portfolio where cost exceeded fair value and made certain judgments as to our
ability to recover our cost. Our analysis, beginning with the third quarter of 2008, required us to consider carefully the duration
and severity of decline and the root causes thereof. Specifically, we further evaluated during the quarter whether declines were
related to temporary liquidity concerns and current market conditions, and therefore more likely to be temporary, or were
instead related to specific credit events or issuer performance, and therefore more likely to be other-than-temporarily impaired.
Using this refined evaluation process resulted in a lower dollar value of investments in an unrealized loss position being
deemed other-than-temporarily impaired in comparison to our previous evaluation process. We believe the underlying credit
quality of the portfolio supports the use of our modified approach. Refer to Note 4 e) to the Consolidated Financial Statements,
under Item 8, which includes a table that summarizes all of our securities in an unrealized loss position at December 31,
2008.

When we determine that there is an other-than-temporary impairment, we record a write-down to estimated fair value,
which reduces the cost basis. The new cost basis of an impaired security is not adjusted for subsequent increases in estimated
fair value. For fixed maturity investments, the discount (or reduced premium) based on the new cost basis is accreted into net
investment income, and included in income in future periods based upon the amount and timing of expected future cash flows
of the security.

The following tables present our pre-tax net realized and unrealized gains (losses) for the years ended December 31,
2008 and 2007.

(in millions of U.S. dollars)

2008 2007

Net
Realized

Gains
(Losses)

Net
Unrealized

Gains
(Losses) Net Impact

Net
Realized

Gains
(Losses)

Net
Unrealized

Gains
(Losses) Net Impact

Fixed maturities and short-term investments $ (846) $ (2,091) $ (2,937) $ (98) $ 48 $ (50)
Equity securities (349) (363) (712) 162 (122) 40
Other (55) (313) (368) 37 73 110

Subtotal investments (1,250) (2,767) (4,017) 101 1 100

Derivatives:
Equity and fixed income derivatives (3) – (3) (19) – (19)
Fair value adjustment on insurance derivatives (650) – (650) (185) – (185)
S&P put option 164 – 164 22 – 22
Fair value adjustment on other derivatives 83 – 83 16 – 16

Subtotal derivatives (406) – (406) (166) – (166)

Foreign exchange gains 23 – 23 4 – 4

Total gains (losses) $ (1,633) $ (2,767) $ (4,400) $ (61) $ (1) $ (62)

In 2008, we recorded net realized losses on derivative transactions. For a sensitivity discussion of the effect of changes in
interest rates and equity indices on the fair value of derivatives and the resulting impact on our net income, refer to Item 7A.
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Our net realized losses in 2008 included write-downs of $1.1 billion as a result of conditions which caused us to con-
clude that the decline in fair value of certain securities was other-than-temporary. This compares with write-downs of $141
million and $214 million in 2007 and 2006, respectively. The following table provides a breakdown of our other-than-
temporary impairments and other net realized gains (losses) on investments for the year ended December 31, 2008.

2008

Price
Impairment

Credit
Impairment

Other Net
Realized

Gains
(Losses)

Net
Realized

Gains
(Losses)

Investment grade corporate $ (245) $ (169) $ (36) $ (450)

High yield corporate (233) (13) (56) (302)

Mortgage-backed securities/Asset-backed securities (100) – 80 (20)

Convertible bonds – – (74) (74)

Fixed maturities and short- term investments (578) (182) (86) (846)

Equity securities (248) – (101) (349)

Other (56) – 1 (55)

Total $ (882) $ (182) $ (186) $ (1,250)

The allocation of other-than-temporary impairments between those primarily triggered by severity of price decline versus credit
loss is judgmental given that it is difficult to discern, on a security by security basis, the portion, if any, of price decline
attributable to credit loss. The Credit Impairment column includes securities where credit losses represent all, or substantially
all, of the price decline reflected as other-than-temporary impairments. The Price Impairment column includes the remaining
other-than-temporary impairments. In light of the magnitude of our other-than-temporary impairments in 2008 relative to prior
periods, comparative information for 2007 and 2006 is not meaningful. Other Net Realized Gains (Losses) principally
includes gains and losses from security sales.

Other-than-temporary impairments of fixed maturities in 2008 were concentrated in the financial services sector of our
corporate securities and were primarily driven by downgrades in credit, bankruptcy or other adverse financial conditions of the
respective issuers. Other-than-temporary impairments of fixed maturities in 2008 included approximately $150 million related
to the filing of a Chapter 11 bankruptcy petition by Lehman Brothers. Other-than-temporary impairments of equity securities in
2008 of $248 million were driven by overall declines in the equity markets. Other-than-temporary impairments in 2007 and
2006 were $123 million and $198 million for fixed maturities, $16 million and $10 million for equities and $2 million and
$6 million for other investments and were primarily due to an increase in market interest rates from the date of security pur-
chase.

Our net realized and unrealized loss in 2008 included approximately $2.1 billion of decline in our investment grade fixed
income portfolio and approximately $873 million on our high yield bond portfolio.

As of December 31, 2008, our U.S. investment portfolios held by U.S. legal entities included approximately $1.1 billion
of gross unrealized losses on fixed income investments and $392 million of realized losses for impairments of fixed income
investments related to temporary liquidity concerns and current market conditions. Our tax planning strategy related to these
losses is based on our view that we will hold our fixed income investments until they recover their cost. As such, we have
recognized a deferred tax asset of approximately $525 million related to these fixed income investments. This strategy allows
us to fully recognize the associated deferred tax asset as we do not believe these losses will ever be realized, and accordingly,
we did not record a valuation allowance against this deferred tax asset.

We engage in a securities lending program, which involves lending investments to other institutions for short periods of
time. ACE invests the collateral received in short-term funds of high credit quality with the objective of maintaining a stable
principal balance. During 2008, certain investments in the money market mutual funds purchased with the securities lending
collateral declined in value resulting in a $66 million unrealized loss. The unrealized loss is attributable to fluctuations in
market values of the underlying performing debt instruments held by the respective mutual funds, rather than default of a debt
issuer. We concluded that the decline in value was temporary.

77



Other Income and Expense Items

(in millions of U.S. dollars) 2008 2007 2006

Equity in net income (loss) of partially-owned companies $ (52) $ 39 $ (60)
Minority interest expense 11 7 8
Federal excise and capital taxes 16 18 10
Other (14) 17 7

Other (income) expense $ (39) $ 81 $ (35)

Other (income) expense primarily comprises our equity in net income of Huatai Insurance Company of China, Limited and
Assured Guaranty Ltd. (AGO), which is included in equity in net income of partially-owned companies. Our relationship with
AGO is limited to our equity investment, which had a carrying value of $397 million, or $20.73 per share, compared with a
market value of $218 million, or $11.40 per share, at December 31, 2008. We conduct no financial guaranty business
directly or with AGO and we retain no financial guaranty exposures with AGO. Our investment is not other-than-temporarily
impaired as of December 31, 2008.

On November 14, 2008, Assured Guaranty Ltd. (AGO) announced a definitive agreement to purchase Financial Security
Assurance, Inc. (FSA) from Dexia SA (Dexia) for a purchase price of $722 million. This transaction will be funded by $361
million in cash and 44,657,000 common shares of AGO. The acquisition is expected to close in March 2009. AGO will
finance the cash portion of the acquisition with proceeds from a public equity offering to WL Ross & Co LLC (WLR) at a per
share price between a floor of $6.00 and a ceiling of $8.50. EITF 08-6, Equity Method Investment Accounting Consid-

erations, requires ACE account for AGO’s issuance of shares, and resulting dilutive effect, as if we had sold a proportionate
share of our investment. Assuming completion of the planned share issuances, ACE will no longer be deemed to exert sig-
nificant influence over AGO and must account for our AGO investment as an available-for-sale equity security in accordance
with FAS 115, Accounting for Certain Investments in Debt and Equity Securities (FAS 115). FAS 115 requires that we then
carry our AGO investment at fair value with any unrealized gains and losses reflected in other comprehensive income. Assum-
ing AGO had completed its share issuances associated with the FSA acquisition on December 31, 2008, the application of
FAS 115 would have reduced our book value by approximately $179 million.

Other income and expense also includes certain federal excise taxes incurred as a result of capital management initiatives.
These transactions are considered capital in nature and are excluded from underwriting results.

Investments

Our investment portfolio is invested primarily in fixed income securities with an average credit quality of AA, as rated by the
independent investment rating service Standard and Poor’s (S&P). The portfolio is externally managed by independent, pro-
fessional investment managers. The average duration of our fixed income securities, including the effect of options and swaps,
was 3.6 years at December 31, 2008, compared with 3.5 years at December 31, 2007. We estimate that a 100 basis point
(bps) increase in interest rates would reduce our book value by approximately $1.3 billion at December 31, 2008. For the
year ended December 31, 2008, we experienced net unrealized losses of approximately $2.8 billion, primarily due to widen-
ing of credit spreads. We have the ability and intent to hold these securities until they recover their cost. “Other investments”
principally comprises direct investments, investment funds, and limited partnerships. Our exposure to sub-prime asset backed
securities was $76 million at December 31, 2008, which represented less than one percent of our investment portfolio. We
do not expect any material investment loss from our exposure to sub-prime mortgages. Our investment portfolio continues to
be predominantly invested in investment grade fixed income securities and is broadly diversified across geographies, sectors
and issuers. Our aggregate investment exposure to Lehman Brothers and American International Group has been and is a
small percentage of our investment portfolio. We hold no collateralized debt obligations or collateralized loan obligations in our
investment portfolio. We provide no credit default protection. We have long-standing global credit limits for our entire portfolio
across the organization. Exposures are aggregated, monitored, and actively managed by our Global Credit Committee, com-
prised of senior executives, including our Chief Financial Officer, our Chief Risk Officer, our Chief Investment Officer and our
Treasurer. We also have well established strict contractual investment rules requiring managers to maintain highly diversified
exposures to individual issuers and closely monitor investment manager compliance with portfolio guidelines.
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The following table shows the fair value and cost/amortized cost of our invested assets at December 31, 2008 and 2007.

2008 2007

(in millions of U.S. dollars) Fair Value

Cost/
Amortized

Cost Fair Value

Cost/
Amortized

Cost

Fixed maturities available for sale $ 31,155 $ 33,109 $ 33,184 $ 32,994
Fixed maturities held to maturity 2,865 2,860 3,015 2,987
Short-term investments 3,350 3,350 2,631 2,631

37,370 39,319 38,830 38,612
Equity securities 988 1,132 1,837 1,618
Other investments 1,362 1,368 1,140 880

Total investments $ 39,720 $ 41,819 $ 41,807 $ 41,110

The fair value of our total investments decreased $2.1 billion in 2008. The decrease was primarily due to unrealized
depreciation on investments, settlement of reverse repurchase agreements, redemption of our Preferred Shares, unfavorable
foreign exchange impact, offset by the investing of operating cash flows and the net addition of Combined Insurance’s invest-
ment portfolio. Other investments increased primarily due to additional funding of limited partnerships and investment funds.

The following tables show the market value of our fixed maturities and short-term investments at December 31, 2008 and
2007. The first table lists investments according to type and the second according to S&P credit rating.

2008 2007

(in millions of U.S. dollars)
Market
Value

Percentage
of Total

Market
Value

Percentage
of Total

Treasury $ 1,018 3% $ 1,145 3%
Agency 2,027 5% 1,820 5%
Corporate 8,744 23% 9,015 23%
Mortgage-backed securities 10,986 29% 13,733 35%
Asset-backed securities 709 2% 1,150 3%
Municipal 2,124 6% 1,844 5%
Non-U.S. 8,412 23% 7,492 19%
Short-term investments 3,350 9% 2,631 7%

Total $ 37,370 100% $ 38,830 100%

AAA $ 22,960 61% $ 24,553 63%
AA 3,374 9% 3,747 10%
A 5,497 15% 4,590 12%
BBB 3,388 9% 3,297 8%
BB 1,119 3% 1,073 3%
B 934 3% 1,481 4%
Other 98 – 89 –

Total $ 37,370 100% $ 38,830 100%
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Below-investment grade corporate fixed income portfolio

In accordance with our investment process, we invest in below-investment grade securities through investment portfolios
managed by external investment managers that have investment professionals specifically dedicated to this asset class. At
December 31, 2008, our fixed income investment portfolio included below-investment grade and non-rated securities which,
in total, comprised approximately five percent of our fixed income portfolio. We define a security as being below-investment
grade if it has an S&P credit rating of BB or less. Our below-investment grade and non-rated portfolio includes approximately
500 issuers, with the greatest single exposure being $31 million. Below-investment grade securities have different character-
istics than investment grade corporate debt securities. Risk of loss from default by the borrower is greater with below-
investment grade securities. Below-investment grade securities are generally unsecured and are often subordinated to other
creditors of the issuer. Also, issuers of below-investment grade securities usually have higher levels of debt and are more sensi-
tive to adverse economic conditions, such as recession or increasing interest rates, than are investment grade issuers.

ACE manages high yield bonds as a distinct and separate asset class from investment grade bonds. ACE’s allocation to
high yield bonds is explicitly set by internal management and is targeted to securities in the upper tier of credit quality (BB/B).
Our minimum rating for initial purchase is BB/B. Four external investment managers are responsible for high yield security
selection and portfolio construction. ACE’s high yield managers have a conservative approach to credit selection and very low
historical default experience. Holdings are highly diversified across industries and subject to a 1.5 percent issuer limit as a
percentage of high yield allocation (approximately 0.1 percent of investment portfolio).

The table below summarizes our significant exposures to corporate bonds by market value and S&P credit rating as of
December 31, 2008:

December 31, 2008

Market
Value Rating

(in millions of U.S. dollars)

General Electric Co. $ 459 AAA

JP Morgan Chase & Co. 365 A+

Bank of America Corp. 322 A+

Citigroup Inc. 293 A

AT&T Inc. 189 A

Wells Fargo & Co. 187 AA

Goldman Sachs Group Inc. 179 A

HSBC Holdings Plc 178 AA-

Wachovia Corp. 166 A+

Comcast Corp. 158 BBB+

Morgan Stanley 155 A

Time Warner Inc. 155 BBB+

Merrill Lynch & Co. Inc. 148 A+

Royal Bank of Scotland Group Plc 139 A

Verizon Communication Inc. 138 A

ConocoPhillips 115 A

Credit Suisse Group 106 A

XTO Energy Inc. 96 BBB

Banco Santander SA 95 AA

HBOS Plc 87 A+

Deutsche Telekom AG 87 BBB+

Telecom Italia SpA 86 BBB

American International Group 83 A-

Dominion Resources Inc./VA 76 A-

American Express 74 A

Total $ 4,136
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Municipal bond portfolio

Financial guarantee companies insure approximately $1.0 billion of our $2.1 billion municipal bond portfolio. These invest-
ments are made based on the underlying credit of the issuer and, as such, any decline in value because of a downgrade of
bond insurers would be minimal. For example, without the AAA insurance guarantees, the average rating of this portfolio
would fall to AA from AA+, which would result in a nominal decline in value. We would expect a similar market impact from
the loss of AAA insurance guarantees on our $118 million in other investments wrapped by financial guarantors.

Mortgage-backed and asset-backed securities

Additional details on the mortgage-backed and asset-backed components of our investment portfolio at December 31, 2008,
are provided below:

Mortgage-backed and Asset-backed Securities

Fair Value

(in millions of U.S. dollars)

S&P Credit Rating

AAA AA A BBB
BB and

below Total

Mortgage-backed securities

Residential mortgage-backed (RMBS)
GNMA $ 406 $ – $ – $ – $ – $ 406
FNMA 4,483 – – – – 4,483
Freddie Mac 2,071 – – – – 2,071

Total agency RMBS 6,960 – – – – 6,960
Non-agency RMBS 1,764 56 34 24 7 1,885

Total RMBS 8,724 56 34 24 7 8,845
Commercial mortgage-backed 2,126 4 9 2 – 2,141

Total mortgage-backed securities $ 10,850 $ 60 $ 43 $ 26 $ 7 $ 10,986

Asset-backed securities

Sub-prime $ 60 $ 5 $ 6 $ 1 $ 4 $ 76
Credit Cards 53 – 15 6 – 74
Autos 312 44 5 8 – 369
Other 183 3 3 1 – 190

Total asset-backed securities $ 608 $ 52 $ 29 $ 16 $ 4 $ 709
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Mortgage-backed and Asset-backed Securities

Amortized Cost

(in millions of U.S. dollars)

S&P Credit Rating

AAA AA A BBB
BB and

below Total

Mortgage-backed securities

Residential mortgage-backed
GNMA $ 395 $ – $ – $ – $ – $ 395
FNMA 4,340 – – – – 4,340
Freddie Mac 1,999 – – – – 1,999

Total agency RMBS 6,734 – – – – 6,734
Non-agency RMBS 2,454 84 63 43 7 2,651

Total RMBS 9,188 84 63 43 7 9,385
Commercial mortgage-backed 2,434 4 9 3 – 2,450

Total mortgage-backed securities $ 11,622 $ 88 $ 72 $ 46 $ 7 $ 11,835

Asset-backed securities

Sub-prime $ 77 $ 6 $ 8 $ 1 $ 4 $ 96
Credit Cards 55 – 16 8 – 79
Autos 324 49 5 9 – 387
Other 187 5 3 – – 195

Total asset-backed securities $ 643 $ 60 $ 32 $ 18 $ 4 $ 757

Restricted Assets

We are required to maintain assets on deposit with various regulatory authorities to support our insurance and reinsurance
operations. These requirements are generally promulgated in the statutory regulations of the individual jurisdictions. The assets
on deposit are available to settle insurance and reinsurance liabilities. We also utilize trust funds in certain large transactions
where the trust funds are set up for the benefit of the ceding companies and generally take the place of letter of credit (LOC)
requirements. We also have investments in segregated portfolios primarily to provide collateral or guarantees for LOCs and debt
instruments. Refer to Notes 9 and 10 to the Consolidated Financial Statements, under Item 8, for more information.

The following table identifies the value of restricted assets at December 31, 2008 and 2007.

(in millions of U.S. dollars) 2008 2007

Deposits with U.S. regulatory authorities $ 1,165 $ 1,069
Deposits with non-U.S. regulatory authorities 1,863 2,101
Other pledged assets 805 510
Trust funds 7,712 5,775

$ 11,545 $ 9,455

The value of restricted assets increased 22 percent in 2008 compared with 2007, primarily due to the increased use of trust
funds in support of inter-company reinsurance and third party variable annuity business.
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Reinsurance Recoverable on Ceded Reinsurance

The composition of our reinsurance recoverable at December 31, 2008 and 2007, is as follows:

(in millions of U.S. dollars) 2008 2007

Reinsurance recoverable on unpaid losses and loss expenses $ 13,386 $ 13,990
Provision for uncollectible reinsurance on unpaid losses and loss expenses (451) (470)

Reinsurance recoverable on unpaid losses and loss expenses, net of a provision for uncollectible reinsurance 12,935 13,520
Reinsurance recoverable on paid losses and loss expenses 1,122 1,050
Provision for uncollectible reinsurance on paid losses and loss expenses (140) (216)

Net reinsurance recoverable $ 13,917 $ 14,354

Reinsurance recoverable on future policy benefits $ 259 $ 8

We evaluate the financial condition of our reinsurers and potential reinsurers on a regular basis and also monitor concen-
trations of credit risk with reinsurers. The provision for uncollectible reinsurance is required principally due to the failure of
reinsurers to indemnify us, primarily because of disputes under reinsurance contracts and insolvencies. The decrease in
reinsurance recoverable was due to a number of factors, the largest contributors are the decline due to foreign exchange
revaluation of $387 million, collections on run-off business of approximately $774 million, a decrease in gross and ceded
IBNR on run-off business as a result of a reserve review of $180 million offset by an increase of approximately $450 million of
catastrophe losses ceded, primarily related to Hurricanes Gustav and Ike. The acquisition of Combined Insurance added $33
million to our reinsurance recoverable on unpaid losses and loss expenses and $261 million to our reinsurance recoverable on
future policy benefits at the date of acquisition.

Asbestos and Environmental and Other Run-off Liabilities

Included in our liabilities for losses and loss expenses are amounts for A&E. These A&E liabilities principally relate to claims
arising from bodily-injury claims related to asbestos products and remediation costs associated with hazardous waste sites.
The estimation of these liabilities is particularly sensitive to future changes in the legal, social, and economic environment. We
have not assumed any such future changes in setting the value of our A&E reserves, which include provisions for both reported
and IBNR claims.

Our exposure to A&E claims principally arises out of liabilities acquired when we purchased Westchester Specialty in
1998 and the P&C business of CIGNA in 1999, with the larger exposure contained within the liabilities acquired in the CIGNA
transaction. In 1996, prior to our acquisition of the P&C business of CIGNA, the Pennsylvania Insurance Commissioner
approved a plan to restructure INA Financial Corporation and its subsidiaries (the Restructuring) which included the division of
Insurance Company of North America (INA) into two separate corporations: (1) an active insurance company that retained the
INA name and continued to write P&C business and (2) an inactive run-off company, now called Century Indemnity Company
(Century). As a result of the division, predominantly all A&E and certain other liabilities of INA were allocated to Century and
extinguished, as a matter of Pennsylvania law, as liabilities of INA. As part of the Restructuring, most A&E liabilities of various
U.S. affiliates of INA were reinsured to Century, and Century and certain other run-off companies having A&E and other
liabilities were contributed to Brandywine Holdings. As part of the 1999 acquisition of the P&C business of CIGNA, we
acquired Brandywine Holdings and its various subsidiaries. For more information refer to “Brandywine Run-Off Entities” below.

During 2008, we conducted an internal, ground-up review of our consolidated A&E liabilities as of December 31, 2007.
During the same period, a team of external actuaries performed an evaluation as to the adequacy of the reserves of Century.
This external review was conducted in accordance with the Brandywine Restructuring Order, which requires that an
independent actuarial review of Century’s reserves be completed every two years. Management takes full responsibility for the
estimation of its A&E liabilities. As a result of our internal review, we increased our net loss reserves for the Brandywine oper-
ations, including A&E, by $65 million (net of reinsurance provided by NICO), while the gross loss reserves increased by $143
million. The conclusions of the external review provided estimates of ultimate net Brandywine liabilities that are little changed
from a comparable study in 2006. We also decreased our net loss reserves for Westchester Specialty’s A&E and other liabilities
by $13 million (net of NICO), while the gross loss reserves decreased by $10 million. Our A&E reserves are not discounted
and do not reflect any anticipated future changes in the legal, social or economic environment, or any benefit from future legis-
lative reforms.
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The table below presents a roll forward of our consolidated A&E loss reserves (excludes Other run-off liabilities), allocated
and unallocated loss expense reserves for A&E exposures, and the provision for uncollectible paid and unpaid reinsurance
recoverables for the year ended December 31, 2008.

Asbestos Environmental(2) Total

(in millions of U.S. dollars) Gross Net(1) Gross Net Gross Net

Balance at December 31, 2007 $ 2,942 $ 1,482 $ 418 $ 393 $ 3,360 $ 1,875
Incurred activity 97 2 19 (2) 116 –
Payment activity (347) (99) (123) (75) (470) (174)
Foreign currency revaluation (63) (16) (4) (2) (67) (18)

Balance at December 31, 2008 $ 2,629 $1,369 $ 310 $ 314 $2,939 $1,683

(1) The balance at December 31, 2007, was reduced by $10 million to reflect reserve reclassification between Asbestos and Other, refer to “Westchester Specialty – impact
of NICO contracts on ACE’s run-off liabilities”.

(2) At December 31, 2008, net environmental reserves are higher than gross environmental reserves because they include the provision for uncollectible paid reinsurance
recoverables.

The A&E net loss reserves including allocated and unallocated loss expense reserves and provision for uncollectible
reinsurance at December 31, 2008, of $1.683 billion shown in the above table are comprised of $1.29 billion in reserves
held by Brandywine run-off companies, $122 million of reserves held by Westchester Specialty, $154 million of reserves held
by ACE Bermuda and $117 million of reserves held by Insurance – Overseas General.

The net figures in the above table reflect third-party reinsurance other than reinsurance provided by NICO under three
aggregate excess of loss contracts described below (collectively, the NICO contracts). We exclude the NICO contracts as they
cover non-A&E liabilities as well as A&E liabilities. The split of coverage provided under the NICO contracts for A&E liabilities
as compared to non-A&E liabilities is entirely dependant on the timing of the payment of the related claims. Our ability to make
an estimate of this split is not practicable. We believe, instead, that the A&E discussion is best provided excluding the NICO
contracts, while separately discussing the NICO contracts in relation to the total subject business, both A&E and non-A&E,
covered by those contracts. With certain exceptions, the NICO contracts provide coverage for our net A&E incurred losses and
allocated loss expenses within the limits of coverage and above ACE’s retention levels. These exceptions include losses arising
from certain operations of Insurance – Overseas General and participations by ACE Bermuda as a co-reinsurer or retro-
cessionaire in the NICO contracts.

Brandywine run-off – impact of NICO contracts on ACE’s run-off liabilities

As part of the acquisition of CIGNA’s P&C business, NICO provided $2.5 billion of reinsurance protection to Century on all
Brandywine loss and allocated loss adjustment expense reserves and on the A&E reserves of various ACE INA insurance sub-
sidiaries reinsured by Century (in each case, including uncollectible reinsurance). The benefits of this NICO contract (the
“Brandywine NICO Agreement”) flow to the other Brandywine companies and to the ACE INA insurance subsidiaries through
agreements between those companies and Century. The Brandywine NICO Agreement was exhausted on an incurred basis in
the fourth quarter of 2002.

The following table presents a roll forward of net loss reserves, allocated and unallocated loss expense reserves, and provi-
sion for uncollectible paid and unpaid reinsurance recoverables in respect of Brandywine operations only, including the impact
of the Brandywine NICO Agreement. The table presents Brandywine incurred activity for the year ended December 31, 2008.

Brandywine NICO
Coverage(2)

Net of NICO
Coverage(in millions of U.S. dollars) A&E(1) Other(1) Total

Balance at December 31, 2007 $ 1,344 $ 1,089 $ 2,433 $ 1,630 $ 803
Incurred activity 61 6 67 – 67
Payment activity (115) (83) (198) (213) 15

Balance at December 31, 2008 $ 1,290 $ 1,012 $ 2,302 $ 1,417 $ 885

(1) Other consists primarily of workers’ compensation, non-A&E general liability losses, and provision for uncollectible reinsurance on non-A&E business. The A&E and
Other balances were increased by $21 million and $25 million, respectively, at December 31, 2007, to more properly reflect unallocated loss adjustment expense reserves
as part of Brandywine. The Other reserve balance at December 31, 2007, was further increased by $24 million to reflect final activity on the fourth quarter 2007 NICO
bordereau. As a result of these adjustments, the total A&E and Other balances at December 31, 2007, have been increased by $70 million.

(2) The balance at December 31, 2007, has been increased by $33 million to reflect final activity on the fourth quarter 2007 NICO bordereau.
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The incurred activity was primarily related to our internal review of our consolidated A&E liabilities resulting in an increase to
our net loss reserves for the Brandywine operations, including A&E, by $65 million, while the gross loss reserves increased by
$143 million.

Westchester Specialty—impact of NICO contracts on ACE’s run-off liabilities

As part of the acquisition of Westchester Specialty in 1998, NICO provided a 75 percent pro-rata share of $1 billion of
reinsurance protection on losses and loss adjustment expenses incurred on or before December 31, 1996, in excess of a
retention of $721 million (the 1998 NICO Agreement). NICO has also provided an 85 percent pro-rata share of $150 million
of reinsurance protection on losses and allocated loss adjustment expenses incurred on or before December 31, 1992, in
excess of a retention of $755 million (the 1992 NICO Agreement). At December 31, 2008, the remaining unused incurred
limit under the 1998 NICO Agreement was $530 million, which is only available for losses and loss adjustment expenses. The
increase in the remaining unused limit was primarily in connection with recording the results of our internal reserve review.
The 1992 NICO Agreement is exhausted on an incurred basis.

The following table presents a roll forward of net loss reserves, allocated and unallocated loss expense reserves, and provi-
sion for uncollectible paid and unpaid reinsurance recoverables in respect of 1996 and prior Westchester Specialty operations
that are the subject business of the NICO covers. The table presents incurred activity for the year ended December 31, 2008.

Westchester Specialty NICO
Coverage

Net of NICO
Coverage(in millions of U.S. dollars) A&E(1) Other(1) Total

Balance at December 31, 2007 $ 214 $ 130 $ 344 $ 298 $ 46
Incurred activity (51) (3) (54) (41) (13)
Payment activity (41) (2) (43) (41) (2)

Balance at December 31, 2008 $ 122 $ 125 $ 247 $ 216 $ 31

(1) The A&E balance at December 31, 2007, has been reduced by $10 million to reflect reserve classification between Asbestos and Other. Other reserves, which consist
primarily of non-A&E general liability and products liability losses, were increased by $10 million at December 31, 2007.

The incurred activity was primarily related to our internal review of our consolidated A&E liabilities resulting in a decrease to
our net loss reserves for Westchester Specialty’s A&E and other liabilities by $13 million (net of NICO), while the gross loss
reserves decreased by $10 million.

Reserving considerations

For asbestos, we face claims relating to policies issued to manufacturers, distributors, installers, and other parties in the chain
of commerce for asbestos and products containing asbestos. Claims can be filed by individual claimants or groups of claimants
with the potential for hundreds of individual claimants at one time. Claimants will generally allege damages across an
extended time period which may coincide with multiple policies for a single insured.

Environmental claims present exposure for remediation and defense costs associated with the contamination of property
as a result of pollution. It is common, especially for larger defendants, to be named as a potentially responsible party (PRP) at
multiple sites. Our environmental claim count definition is based on policyholder by site numbers. For example, if a policy-
holder were named as a PRP at ten pollution sites, we would track this as ten claim counts. In addition, should we have
multiple policyholders identified as PRP’s at the same waste site, each would constitute a separate claim count.

The table below summarizes count information for asbestos and environmental claims for the years ended December 31,
2008 and 2007, for direct policies only, and excludes claims from assumed reinsurance.

2008 2007

Asbestos (by causative agent)

Open at the beginning of year 1,169 1,391
Newly reported 75 87
Closed or otherwise disposed 46 309

Open at end of year 1,198 1,169

Environmental (by site)

Open at the beginning of year 5,132 6,424
Newly reported 250 206
Closed or otherwise disposed 678 1,498

Open at end of year 4,704 5,132
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Closed or otherwise disposed claims were significantly higher in 2007, compared with 2008, following a review in 2007 of
inactive files that revealed that payment was no longer sought on the files, therefore, the files were closed.

The following table shows our gross and net survival ratios for our A&E loss reserves and ALAE reserves at December 31,
2008 and 2007.

2008 Survival Ratios 2007 Survival Ratios

3 Year 1 Year 3 Year 1 Year

Gross Net Gross Net Gross Net Gross Net

Asbestos 8.3 9.6 8.3 18.2 10.2 10.7 10.6 10.6
Environmental 3.5 5.3 2.7 4.5 4.5 6.6 5.7 9.8
Total 7.2 8.2 6.8 11.2 8.9 9.3 9.6 10.4

The net ratios reflect third party reinsurance other than the aggregate excess reinsurance provided under the NICO contracts.
These survival ratios are calculated by dividing the asbestos or environmental loss and ALAE reserves by the average asbestos
or environmental loss and ALAE payments for the three most recent calendar years (3 year survival ratio), and by asbestos or
environmental loss and ALAE payments in 2008 (1 year survival ratio). The survival ratios provide only a very rough depiction
of reserves, and are significantly impacted by a number of factors such as aggressive settlement practices, variations in gross
to ceded relationships within the asbestos or environmental claims and levels of coverage provided. We, therefore, urge cau-
tion in using these very simplistic ratios to gauge reserve adequacy and note that the 1 year survival ratios, particularly, are
likely to move considerably from year to year for the reasons just described.

The 1 year gross survival ratios for both asbestos and environmental decreased markedly from 2007 due to a number of
large settlements in 2008. This has resulted in a decline in the three year gross ratios as well, though to a lesser degree than
seen in the 1 year ratios. The 1 year net asbestos ratio of 18.2 was abnormally high because of the relatively large ceded
reinsurance associated with asbestos payments in 2008.

Brandywine run-off entities

In addition to housing a significant portion of our A&E exposure, the Brandywine operations include run-off liabilities related to
various insurance and reinsurance businesses. The following companies comprise ACE’s Brandywine operations: Century (a
Pennsylvania insurer), Century Re (a Pennsylvania insurer), and Century International Reinsurance Company Ltd. (a Bermuda
insurer (CIRC)). All of the Brandywine companies are direct or indirect subsidiaries of Brandywine Holdings.

The U.S.-based ACE INA companies assumed two contractual obligations in respect of the Brandywine operations in
connection with the Restructuring: a dividend retention fund obligation and a surplus maintenance obligation in the form of an
aggregate excess of loss reinsurance agreement. INA Financial Corporation established and funded a dividend retention fund
(the Dividend Retention Fund) consisting of $50 million plus investment earnings. Pursuant to an interpretation of the
Brandywine restructuring order, the full balance of the Dividend Retention Fund was contributed to Century as of
December 31, 2002. Under the Restructuring Order, while any obligation to maintain the Dividend Retention Fund is in effect,
to the extent dividends are paid by INA Holdings Corporation to its parent, INA Financial Corporation, and to the extent INA
Financial Corporation then pays such dividends to INA Corporation, a portion of those dividends must be withheld to replenish
the principal of the Dividend Retention Fund to $50 million within five years. In 2008, 2007 and 2006, no such dividends
were paid and, therefore, no replenishment of the Dividend Retention Fund occurred. The Dividend Retention Fund may not
be terminated without prior written approval from the Pennsylvania Insurance Commissioner.

In addition, an ACE INA insurance subsidiary provided reinsurance coverage to Century in the amount of $800 million
under an aggregate excess of loss reinsurance agreement (the Aggregate Excess of Loss Agreement) if the statutory capital and
surplus of Century falls below $25 million or if Century lacks liquid assets with which to pay claims as they become due, after
giving effect to the contribution of the balance, if any, of the Dividend Retention Fund.

Effective December 31, 2004, ACE INA Holdings contributed $100 million to Century in exchange for a surplus note.
After giving effect to the contribution and issuance of the surplus note, the statutory surplus of Century at December 31, 2008,
was $25 million and approximately $112 million in statutory-basis losses have been ceded to the Aggregate Excess of Loss
Agreement on an inception-to-date basis. Century reports the amount ceded under the Aggregate Excess of Loss Agreement in
accordance with statutory accounting principles, which differ from GAAP by, among other things, allowing Century to discount
its liabilities, including certain asbestos related and environmental pollution liabilities. The reduction in 2008 in statutory-basis
losses ceded to the Aggregate Excess of Loss Agreement resulted principally from the cession of certain reinsurance amounts
associated with estimates of reinsurer bad debt, to affiliated ACE companies, and from an increase in discount benefit. For
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GAAP reporting purposes, intercompany reinsurance recoverables related to the Aggregate Excess of Loss Agreement are elimi-
nated upon consolidation. To estimate ACE’s remaining claim exposure under the Aggregate Excess of Loss Agreement on a
GAAP basis, we adjust the statutory cession to exclude the discount embedded in statutory loss reserves and we adjust the
statutory provision for uncollectible reinsurance to a GAAP basis amount. At December 31, 2008, approximately $407 million
in GAAP basis losses were ceded under the Aggregate Excess of Loss Agreement, leaving a remaining limit of coverage under
that agreement of approximately $393 million. At December 31, 2007, the remaining limit of coverage under the agreement
was $228 million. The reduction in GAAP-basis losses ceded to the Aggregate Excess of Loss Agreement resulted principally
from the previously mentioned cession of certain reinsurance bad debts to affiliated ACE companies. While we believe ACE has
no legal obligation to fund losses above the Aggregate Excess of Loss Agreement limit of coverage, ACE’s consolidated results
would nevertheless continue to include any losses above the limit of coverage for so long as the Brandywine companies
remain consolidated subsidiaries of ACE.

Uncertainties relating to ACE’s ultimate Brandywine exposure

In addition to the Dividend Retention Fund and Aggregate Excess of Loss Agreement commitments described above, certain
ACE entities are primarily liable for asbestos, environmental, and other exposures that they have reinsured to Century. Accord-
ingly, if Century were to become insolvent and ACE were to lose control of Century, some or all of the recoverables due to
these ACE companies from Century could become uncollectible, yet those ACE entities would continue to be responsible to pay
claims to their insureds or reinsureds. As of December 31, 2008, the aggregate reinsurance balances ceded by the active ACE
companies to Century were approximately $1.3 billion. At December 31, 2008, Century’s carried gross reserves (including
reserves ceded by the active ACE companies to Century) were $3.1 billion. We believe the intercompany reinsurance recover-
ables, which relate to liabilities payable over many years (i.e., 25 years or more), are not impaired at this time. A substantial
portion of the liabilities ceded to Century by its affiliates have in turn been ceded by Century to NICO and, as of December 31,
2008, approximately $1.4 billion of cover remains on a paid basis. Should Century’s loss reserves experience adverse
development in the future and should Century be placed into rehabilitation or liquidation, the reinsurance recoverables due
from Century to its 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. As of December 31, 2008, losses ceded by Century to
the active ACE companies and other amounts owed to Century by the active ACE companies were approximately $465 million
in the aggregate.

Catastrophe Management

We continue to closely monitor our catastrophe accumulation around the world. Our modeled annual aggregate 1 in 100 year
return period U.S. hurricane probable maximum loss, net of reinsurance is approximately $1.2 billion; i.e., according to the
model there is a one percent chance that ACE’s losses incurred in any year from U.S. hurricanes could be in excess of $1.2
billion (or nine percent of our total shareholders’ equity at December 31, 2008). We estimate that at such hypothetical loss
levels, aggregate industry losses would be approximately $141 billion. Our modeled single occurrence 1 in 100 return period
California earthquake probable maximum loss, net of reinsurance is approximately $887 million; i.e., according to the model
there is a one percent chance that ACE’s losses incurred in any single California earthquake event could be in excess of $887
million (or approximately six percent our total shareholders’ equity at December 31, 2008). We estimate that at such hypo-
thetical loss levels, the industry losses would be approximately $39 billion. ACE’s modeled losses reflect our in-force portfolio
as of October 1, 2008 and reinsurance program as of January 1, 2009.

The modeling estimates of both ACE and industry loss levels are inherently uncertain owing to key assumptions. First,
while the use of third-party catastrophe modeling packages to simulate potential hurricane and earthquake losses is prevalent
within the insurance industry, the models are reliant upon significant meteorology, seismology, and engineering assumptions
to estimate hurricane and earthquake losses. In particular, modeled hurricane and earthquake events are not always a repre-
sentation of actual events and ensuing additional loss potential. Second, there is no universal standard in the preparation of
insured data for use in the models and the running of the modeling software. Third, we are reliant upon third-party estimates
of industry insured exposures and there is significant variation possible around the relationship between ACE’s loss and that of
the industry following an event. Fourth, we assume that our reinsurance recoveries following an event are fully collectible.
These loss estimates do not represent ACE’s potential maximum exposures and it is highly likely that ACE’s actual incurred
losses would vary materially from the modeled estimates.
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Natural Catastrophe Reinsurance Program

ACE’s core catastrophe reinsurance program provides protection against natural catastrophes impacting its primary operations
(i.e., excluding assumed reinsurance) and consists of two separate towers.

First, for losses arising out of North America, our core traditional program renewed on January 1, 2009, and we have
purchased reinsurance coverage with the first layer being $200 million in excess of $500 million in all-risk coverage. We also
purchased a reinsurance treaty that provides $95 million part of $150 million in coverage for U.S. property perils other than
U.S. wind in excess of $700 million. In addition, to complement our core program, we purchased $50 million part of $150
million in excess of $960 million and approximately 50 percent of $49 million in excess of $911 million. Each program noted
above has a single reinstatement available. In addition to the foregoing, we have in place a multi-year, peril-specific program
from a major reinsurer that is backed by their credit worthiness and the issuance of fully collateralized catastrophe bonds.
Under this coverage, we have $200 million of U.S. hurricane coverage in excess of an attachment point of approximately
$712 million. In addition, we have purchased U.S. earthquake coverage with a territorial scope of California, the Pacific
Northwest, and the central U.S. This cover is $50 million part of $200 million of loss incurred in excess of an attachment
point of $690 million. Finally, we also purchased a combined U.S. earthquake (covering the three territories noted above) and
U.S. hurricane top layer cover of $100 million part of $150 million of loss incurred in excess of an attachment point of $960
million. These multi-year programs do not have a reinstatement feature. To keep the expected loss the same each year of these
multi-year covers, the attachment point is adjusted annually, either up or down, based upon an independent modeling firm’s
review of the exposure data underlying each program. Fifty percent of the $200 million in excess of the $712 million attach-
ment point in wind coverage, noted above, will expire in June 2009. We expect to replace this layer with a like amount of
coverage but the final placement will be dependent upon price and terms available at that time. By way of comparison, the
2009 program has potentially approximately $20 million more in coverage for U.S. hurricane and California earthquake than
the expiring program but our retention has increased. We consider our effective retention to be approximately $500 million but
this will depend upon the nature of the loss and the interplay between the underlying per risk programs and certain other
coverages purchased by individual business units.

Second, for losses arising outside of the U.S. and effective July 1, 2008, our core program is made up of two layers. We
have protection of $50 million from a single catastrophic event in excess of the retention of $50 million with two reinstate-
ments. In addition, we have another layer that provides $150 million in protection in excess of $100 million with one
reinstatement. There is further protection above this core program for specific geographic regions, being $100 million in excess
of $250 million for Asia Pacific and $150 million in excess of $250 million for Europe. Each of these top layers has a single
reinstatement. In addition, there are various underlying per risk and catastrophe treaties underlying the core program’s
retention of $50 million. In comparison to the prior year, the core program and the specific layers for Asia Pacific and Europe
provide the same amount of coverage.

Crop Insurance

We are, and have been since the 1980s, one of the leading writers of crop insurance in the U.S. and conduct that business
through Rain and Hail L.L.C., a managing general agency (MGA). We provide protection throughout the U.S. and are therefore
geographically diversified, which reduces the risk of exposure to a single event or a heavy accumulation of losses in any one
region.

Our crop insurance book comprises two components – multi-peril crop insurance (MPCI) and hail insurance.
The MPCI program is a partnership with the U.S. Department of Agriculture (USDA). The policies cover crop losses due to

natural causes such as drought, excessive moisture, hail, wind, frost, insects, and disease. Generally, policies have deduc-
tibles ranging from 10 percent to 50 percent of the insured’s risk. The USDA’s Risk Management Agency (RMA) sets the policy
terms and conditions, rates and forms, and is also responsible for setting compliance standards. As a participating company,
we report all details of policies underwritten to the RMA and are party to a Standard Reinsurance Agreement (SRA), which sets
out the relationship between private insurance companies and the federal government concerning the terms and conditions
regarding the risks each will bear. In addition to the pro-rata and excess of loss reinsurance protections inherent in the SRA,
we cede business on a quota-share basis to third-party reinsurers and further protect our net retained position through the
purchase of stop-loss reinsurance in the private market place.

Our hail program is a private offering. We use industry data to develop our own rates and forms for the coverage offered.
The policy primarily protects farmers against yield reduction caused by hail and/or fire, and related costs such as transit to
storage. We offer various deductibles to allow the grower to partially self-insure for a reduced premium cost. We limit our hail
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exposures through the use of township liability limits, quota-share reinsurance cessions, and stop-loss reinsurance on our net
retained hail business.

On the MPCI business, we recognize net premiums written as we receive acreage reports from the policyholders on the
various crops throughout the U.S. The program has specific timeframes as to when producers must report acreage to us.
These reports allow us to determine the actual premium associated with the liability that is being planted. Once the net pre-
mium written has been booked, the premium is then earned over the growing season for the crops. Given the major crops that
are covered in the program, we typically see a substantial written premium impact in the second and third quarter and the
earned premium is also more concentrated in the second and third quarters.

The premium is earned on the hail program over the coverage period of the policy. Given the very short nature of the
growing season, most hail business is typically written in the second and third quarters with the earned premium also more
heavily occurring during this time frame. During the first quarter of each calendar year our MGA reports to us the results from
the previous crop year. Typically, this results in an adjustment to the previously estimated losses and loss expenses and profit
share commission which impacts our policy acquisition costs. For example, for the quarter ended March 31, 2008, the 2007
crop-year settlement reduced our losses and loss expenses by approximately $105 million and gave rise to $44 million in
profit share commission resulting in a net pre-tax benefit to income of approximately $61 million.

Liquidity and Capital Resources

Liquidity

Liquidity is a measure of a company’s ability to generate cash flows sufficient to meet the short-term and long-term cash
requirements of its business operations. As a holding company, ACE Limited possesses assets that consist primarily of the
stock of its subsidiaries and other investments. In addition to net investment income, our cash flows currently depend primarily
on dividends or other statutorily permissible payments. Historically, these dividends and other payments have come from
ACE’s Bermuda-based operating subsidiaries, which we refer to as our Bermuda subsidiaries. Our consolidated sources of
funds consist primarily of net premiums written, fees, net investment income, and proceeds from sales and maturities of
investments. Funds are used at our various companies primarily to pay claims, operating expenses, and dividends and to serv-
ice debt and purchase investments. After satisfying our cash requirements, excess cash flows from these underwriting and
investing activities are invested.

Global market and economic conditions have been severely disrupted over the past year. 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 risks we assume under reinsurance programs covering variable annuity guarantees, and our
investment performance. However, we believe that our present cash flows from operations, investing activities and financing
activities are sufficient to fund our working capital and debt obligation needs. We do not expect this to change in the near term
due in part to factors such as the following:
• ACE’s balance sheet continues to reflect significant liquidity and a strong capital base. Our shareholders’ equity was $14 bil-
lion at December 31, 2008. Cash and AAA rated invested assets were $24 billion at December 31, 2008. Our sub-prime
portfolio represented less than one percent of our investment portfolio at December 31, 2008, and we hold no collateralized
debt obligations or collateralized loan obligations. We provide no credit default protection.
• We do not anticipate changes in our core insurance and reinsurance operations which would significantly impact liquidity,
and we continue to maintain reinsurance contracts which limit the impact of potential catastrophic events.
• Our cash flows from operations have been relatively consistent, averaging over a $1 billion per quarter for the last five years.
We expect our core insurance and reinsurance operations to continue to provide us with consistent cash flows going forward.
Refer to “Cash Flows”, below.
• Financial flexibility at the holding company level remains strong given our operating companies’ dividend capacity.
• We anticipate minimal refinancing needs of existing debt over the next five years. Beyond five years, our current strategy is
to schedule no more than $600 million maturing in any one year. Refer to the “Contractual Obligations and Commitments”
table below.
• We have no main credit facility expiring within the next three years, and unused available credit of $729 million at
December 31, 2008. We are not reliant on a single bank or group of banks and have not experienced unwillingness by our
lenders to permit access to our existing credit facilities. At December 31, 2008, the minimum consolidated net worth require-
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ment under covenants related to our main credit facilities was $11.97 billion and our actual consolidated net worth as calcu-
lated under applicable covenants was $16.2 billion. Refer to “Credit Facilities”, below.
• On December 19, 2008, Standard & Poor's announced that it was revising its outlook on ACE Limited and ACE’s core operat-
ing insurance companies to positive from stable. S&P also reaffirmed all of ACE's counterparty credit and financial strength
ratings, including its A+ Financial Strength rating for the core operating companies. This is important since our customers look
to our financial strength ratings when assessing our claims-paying ability, and certain of our credit facilities include financial
strength covenants. Refer to “Ratings”, below.
• Throughout 2008, we were successful in executing securities repurchase agreements as a low-cost financing alternative to
short-term debt, which allowed us to avoid liquidating higher-yielding or temporarily distressed assets in our investment portfo-
lio.
• We have not recently relied on the securitization markets for liquidity and therefore are not impacted by its current state.
• Minimum funding requirements for our pension obligations are immaterial over the next year.
• We have filed a shelf registration statement, expiring in December 2011, under which we may issue debt or equity
securities.

As an insurance company, one of our principal responsibilities to our clients is to ensure that we have ready access to
funds to settle large unforeseen claims. We expect that positive cash flows from operations (underwriting activities and invest-
ment income) will be sufficient to cover cash outflows under most loss scenarios through 2009. To further ensure the
sufficiency of funds to settle unforeseen claims, we hold a certain amount of invested assets in cash and short-term invest-
ments and maintain available credit facilities (refer to “Credit Facilities” below). In addition, for certain insurance, reinsurance,
or deposit contracts that tend to have relatively large and reasonably predictable cash outflows, we attempt to establish dedi-
cated portfolios of assets that are duration-matched with the related liabilities. With respect to the duration of our overall
investment portfolio, we manage asset durations to both maximize return given current market conditions and provide suffi-
cient liquidity to cover future loss payments. In a low interest rate environment, the overall duration of our fixed maturity
investments tends to be shorter and in a high interest rate environment, such durations tend to be longer. Given the current
low-rate environment, at December 31, 2008, the average duration of our fixed maturity investments (3.6 years) is less than
the average expected duration of our insurance liabilities (3.9 years).

Despite our safeguards, if paid losses accelerated beyond our ability to fund such paid losses from current operating cash
flows, we might need to either liquidate a portion of our investment portfolio or arrange for financing. Potential events causing
such a liquidity strain could include several significant catastrophes occurring in a relatively short period of time or large scale
uncollectible reinsurance recoverables on paid losses (as a result of coverage disputes, reinsurers’ credit problems, decreases
in the value of collateral supporting reinsurance recoverables or increases in collateral postings under our variable annuity
reinsurance business). Because each subsidiary focuses on a more limited number of specific product lines than is collectively
available from the ACE Group of Companies, the mix of business tends to be less diverse at the subsidiary level. As a result,
the probability of a liquidity strain, as described above, may be greater for individual subsidiaries than when liquidity is
assessed on a consolidated basis. If such a liquidity strain were to occur in a subsidiary, we could be required to liquidate a
portion of our investment, potentially at distressed prices, as well as be required to contribute capital to the particular sub-
sidiary and/or curtail dividends from the subsidiary to support holding company operations.

The payments of dividends or other statutorily permissible distributions from our operating companies are subject to the
laws and regulations applicable to each jurisdiction, as well as the need to maintain capital levels adequate to support the
insurance and reinsurance operations, including financial strength ratings issued by independent rating agencies, which are
discussed below. During 2008, we were able to meet all of our obligations, including the payment of dividends declared on
our Ordinary Shares, Common Shares and Preferred Shares, with our net cash flows and dividends received. Should the need
arise, we would expect to have access to the capital markets and other available credit facilities.

We assess which subsidiaries to draw dividends from based on a number of factors. Considerations such as regulatory
and legal restrictions as well as the subsidiary’s financial condition are paramount to the dividend decision. The legal
restrictions on the payment of dividends from retained earnings by our Bermuda subsidiaries are currently satisfied by the
share capital and additional paid-in capital of each of the Bermuda subsidiaries. In 2008, ACE Bermuda declared and paid
dividends of $502 million ($168 million in the prior year period), and ACE Tempest Life Re declared and paid dividends of
$1.2 billion ($nil in the prior year period). A portion of the dividends received were used in connection with the acquisition of
Combined Insurance. We expect that a majority of our cash inflows in 2009 will be from our Bermuda subsidiaries.

The payment of any dividends from ACE Global Markets or its subsidiaries is subject to applicable U.K. insurance laws
and regulations. In addition, the release of funds by Syndicate 2488 to subsidiaries of ACE Global Markets is subject to regu-
lations promulgated by the Society of Lloyd’s. ACE INA’s U.S. insurance subsidiaries may pay dividends, without prior
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regulatory approval, subject to restrictions set out in state law of the subsidiary’s domicile (or, if applicable, “commercial
domicile”). ACE INA’s international subsidiaries are also subject to insurance laws and regulations particular to the countries in
which the subsidiaries operate. These laws and regulations sometimes include restrictions that limit the amount of dividends
payable without prior approval of regulatory insurance authorities.

ACE Limited did not receive any dividends from ACE Global Markets or ACE INA in 2008 and 2007. The debt issued by
ACE INA to provide partial financing for the ACE INA acquisition and for other operating needs is serviced by statutorily
permissible distributions by ACE INA’s insurance subsidiaries to ACE INA as well as other group resources.

Cash Flows
Our insurance and reinsurance operations provide liquidity in that premiums are received in advance, sometimes substantially
in advance, of the time claims are paid. Generally, cash flows are affected by claim payments that, due to the nature of our
operations, may be comprised of large loss payments on a limited number of claims and which can fluctuate significantly from
period to period. The irregular timing of these loss payments can create significant variations in cash flows from operations
between periods. Refer to “Contractual Obligations and Commitments” for our estimate for future claim payments by period.

Sources of liquidity include cash from operations, routine sales of investments, and financing arrangements. The following
is a discussion of our cash flows for the years ended December 31, 2008 and 2007.
• Our consolidated net cash flows from operating activities were $4.1 billion in 2008, compared with $4.7 billion in
2007. These amounts reflect net income for each period, adjusted for non-cash items and changes in working capital. Net
income in 2008 was $1.2 billion compared with $2.6 billion in 2007. For 2008, significant adjustments included net real-
ized gains (losses) of $1.6 billion, unpaid losses and loss expenses of $1.3 billion and accounts payable/accrued expenses of
$638 million. The unpaid losses and loss expenses were significantly impacted by third quarter catastrophes and the first
quarter settlement of the crop/hail business.
• Our consolidated net cash flows used for investing activities were $4.1 billion in 2008, compared with $4.5 billion in 2007.
For the indicated periods, net investing activities were related primarily to net purchases and maturities on the fixed maturities
portfolio and for 2008 included the acquisition of Combined Insurance of $2.56 billion.
• Our consolidated net cash flows from financing activities were $314 million in 2008, compared with net cash flows used for
financing activities of $253 million in 2007. Net cash flows from financing activities in 2008, include $1.2 billion net pro-
ceeds from the issuance of long-term debt, partially offset by $575 million of net cash flows used for financing activities
relating to the redemption of our Preferred Shares and dividends on our Common and Preferred Shares of $386 million.

Both internal and external forces influence our financial condition, results of operations, and cash flows. Claim settle-
ments, premium levels, and investment returns may be impacted by changing rates of inflation and other economic conditions.
In many cases, significant periods of time, ranging up to several years or more, may lapse between the occurrence of an
insured loss, the reporting of the loss to us, and the settlement of the liability for that loss. We believe that our cash balances,
cash flow from operations, routine sales of investments, and the liquidity provided by our credit facilities, as discussed below,
are adequate to meet expected cash requirements.

In addition to cash from operations, routine sales of investments, and financing arrangements, we have entered into
agreements with a bank provider to implement two international multi-currency notional cash pooling programs in order to
enhance cash management efficiency during periods of short-term timing mismatches between expected inflows and outflows
of cash by currency. In each program, participating ACE entities establish deposit accounts in different currencies with the
bank provider and each day the credit or debit balances in every account are notionally translated into a single currency (U.S.
dollars) and then notionally pooled. The bank extends overdraft credit to any participating ACE entity as needed, provided that
the overall notionally-pooled balance of all accounts in each pool at the end of each day is at least zero. Actual cash balances
are not physically converted and are not co-mingled between legal entities. ACE entities may incur overdraft balances as a
means to address short-term timing mismatches, and any overdraft balances incurred under this program by an ACE entity
would be guaranteed by ACE Limited (up to $150 million in the aggregate). Our revolving credit facility allows for same day
drawings to fund a net pool overdraft should participating ACE entities withdraw contributed funds from the pool.

We also utilize reverse securities repurchase agreements as a low-cost alternative for short-term funding needs. We uti-
lized this funding source to fund part of the purchase of Combined Insurance. Refer to “Short-term Debt”.
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Capital Resources

Capital resources consist of funds deployed, or available to be deployed, to support our business operations. The following
table summarizes the components of our capital resources at December 31, 2008 and 2007.

(in millions of U.S. dollars) 2008 2007

Short-term debt $ 471 $ 372
Long-term debt 2,806 1,811

Total debt 3,277 2,183

Trust preferred securities 309 309
Preferred Shares – 557
Common shareholders’ equity 14,446 16,120

Total shareholders’ equity 14,446 16,677

Total capitalization $ 18,032 $ 19,169

Ratio of debt to total capitalization 18.2% 11.4%
Ratio of debt plus trust preferred securities to total capitalization 19.9% 13.0%

We believe our financial strength provides us with the flexibility and capacity to obtain available funds externally through debt
or equity financing on both a short-term and long-term basis. Our ability to access the capital markets is dependent on, among
other things, market conditions and our perceived financial strength. We have accessed both the debt and equity markets from
time to time. As part of our capital management program, in November 2001, our Board of Directors authorized the
repurchase of any ACE issued debt or capital securities, which includes Common Shares, up to $250 million. At
December 31, 2008, this authorization had not been utilized. We generally maintain shelf registration capacity at all times in
order to allow capital market access for refinancing as well as for unforeseen or opportunistic capital needs. Our currently
effective unlimited shelf registration statement expires in December 2011.

Our ratios of debt to total capitalization and debt plus trust preferred securities to total capitalization have increased due to
the decrease in shareholders’ equity and increase in debt.

The following table reports the significant movements in our shareholders’ equity for the year ended December 31, 2008.

(in millions of U.S. dollars)

Total shareholders’ equity, beginning of year $ 16,677

Net income 1,197

Dividends declared on Common Shares (364)

Dividends declared on Preferred Shares (24)

Redemption of Preferred Shares (575)

Proceeds from exercise of stock options 97

Change (depreciation) on investments, net of income tax (2,302)

Cumulative translation adjustment, net of income tax (392)

Other movements, net 132

Total shareholders’ equity, end of year $ 14,446

Total shareholders’ equity decreased $2.2 billion in 2008 due to several factors. Net income of $1.2 billion included realized
losses after-tax of $1 billion on our investment portfolio and net fair value losses of $486 million on GMIBs. The change in net
unrealized deprecation on investments of $2.3 billion was primarily due to the widening of credit spreads and the decline of
the global equity markets. The cumulative translation declined as major currencies declined against the U.S. dollar.
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Short-term Debt
At December 31, 2008, short-term debt included $205 million of 11.2 percent unsecured subordinated notes maturing in
December 2009, and a $16 million term loan maturing in September 2009 (refer to Long-Term debt). In December 1999,
ACE INA issued $300 million of 11.2 percent unsecured subordinated notes that mature December 2009; we repaid $100
million of this outstanding amount during 2002. We have a $200 million credit default swap in place that has the economic
effect of reducing our cost of borrowing associated with this issuance. The minimum collateral in connection with the credit
default swap is $70 million. In the event that we terminate the swap prematurely, we would be liable for certain transaction
costs. The swap counterparty is a highly-rated financial institution and we do not anticipate non-performance. Prior to the
maturity of the 11.2 percent unsecured subordinated notes, we will evaluate the public and private debt markets, and if terms
at the desired tenor are inconsistent with our capital objectives, we may choose to retire the notes with available cash.

We have executed reverse repurchase agreements with certain counterparties whereby we agreed to sell securities and
repurchase them at a date in the future for a predetermined price. During 2008, these included reverse repurchase agree-
ments totaling $1 billion as part of the financing of the Combined Insurance acquisition and the October 2008 repayment of
$250 million of ACE US Holdings senior notes. At December 31, 2008, short-term debt included $250 million of amounts
owed to brokers under reverse repurchase agreements. These agreements expired on February 4, 2009, at which time we
entered into another $250 million reverse repurchase agreement with a 90 day term.

In December 2008, we repaid the Australia Holdings PTY Ltd. AUD $100 million ($87 million at December 31, 2007)
syndicated unsecured term loan.

Long-term Debt
Our total long-term debt of $2.8 billion is described in detail in Note 9 to the Consolidated Financial Statements, under Item 8.

In February 2008, ACE INA issued $300 million of 5.8 percent senior notes due March 2018 and, in April 2008, we
entered into a $450 million unsecured term loan repayable in April 2013. The proceeds of the above-referenced reverse
repurchase agreements, the notes, and the term loan were applied to pay a portion of the purchase price of the acquisition of
Combined Insurance. In connection with the term loan, we simultaneously entered into a $450 million swap transaction that
has the economic effect of fixing the interest rate at 4.15 percent for the term of the loan. The swap counterparty is a highly-
rated financial institution and we do not anticipate non-performance.

In May 2008, ACE INA issued $450 million of 5.6 percent senior notes, due May 2015. The net proceeds plus available
cash were used to redeem all $575 million of the 7.8 percent Preferred Shares and related depository shares in June 2008.
Refer to Note 10 to the Consolidated Financial Statements, under Item 8.

In December 2008, ACE INA Holdings entered into a $66 million dual tranche floating interest rate term loan agree-
ment. The first tranche, a $50 million three-year term loan due December 2011, has a floating interest rate based on
LIBOR. Simultaneously, we entered into a swap transaction that has the economic effect of fixing the interest rate, excluding
fees and expenses, at 5.61 percent for the full term of the loan. The second tranche, a $16 million nine-month term loan, due
September 2009, has a floating interest rate based on LIBOR. Simultaneously, we entered into a swap transaction that has the
economic effect of fixing the interest rate, excluding fees and expenses, at 3.02 percent for the full term of the loan. The swap
counterparty is a highly-rated financial institution and we do not anticipate non-performance. The loan is unsecured and
repayable on maturity and contains customary limitations on lien provisions as well as customary events of default provisions
which, if breached, could result in the accelerated maturity of such debt. The obligation of the borrower under the loan agree-
ment is guaranteed by ACE Limited.

Trust Preferred Securities
The securities outstanding consist of $300 million of trust preferred securities due 2030, issued by a special purpose entity (a
trust) that is wholly owned by us. The sole assets of the special purpose entity are debt instruments issued by one or more of
our subsidiaries. The special purpose entity looks to payments on the debt instruments to make payments on the preferred
securities. We have guaranteed the payments on these debt instruments. The trustees of the trust include one or more of our
officers and at least one independent trustee, such as a trust company. Our officers serving as trustees of the trust do not
receive any compensation or other remuneration for their services in such capacity. The full $309 million of outstanding trust
preferred securities (calculated as $300 million as discussed above plus our equity share of the trust) is shown on our con-
solidated balance sheet as a liability. Additional information with respect to the trust preferred securities is contained in Note 9
f) to the Consolidated Financial Statements, under Item 8.
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Common Shares
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 and increased the par value of Ordinary Shares from $0.041666667 to CHF 33.74. Upon the
effectiveness of the Continuation, our Ordinary Shares became Common Shares. At December 31, 2008, the par value of the
Common Shares was CHF 33.14 following two quarterly par value reductions in the amount of CHF 0.30. Refer to “Effects of
the Continuation on Dividends”, below.

Effects of the Continuation on Dividends
We have paid dividends each quarter since we became a public company in 1993. For information on dividend payment and
timing, refer to Item 5 of this Form 10-K.

Under Swiss law all dividends and distributions through a reduction in par value must be approved in advance by our
shareholders, though the determination of the record and payment dates may be delegated to our Board of Directors. Swiss
law permits distributions to shareholders by way of par value reductions if (a) after the implementation of the par value reduc-
tion the reduced aggregate nominal value of the share capital and the statutory reserves is covered by net assets, (b) they are
approved by shareholders at a general meeting, (c) our Swiss statutory auditor confirms to the general meeting in a written
report that the claims of the creditors are fully covered despite the par value reduction, (d) creditors are informed by way of
public notification in the Swiss Commercial Gazette that they can within two months ask for discharge of or the posting of
security for their claims and (e) the par value reduction is registered in the Swiss commercial register.

We currently intend, subject to the discretion of our Board of Directors and the needs of our business, to propose at each
annual general meeting, beginning with our annual general meeting in 2009, a reduction in par value that will be effected in
four quarterly installments. The amount of a proposed par value reduction will be based on the Board of Directors’ determi-
nation of an appropriate U.S. dollar dividend for the succeeding year and will be converted into Swiss francs for purposes of
obtaining shareholder approval based on the U.S. dollar/Swiss franc exchange rate shortly before the annual general meeting.
At our 2008 annual general meeting, our shareholders approved payments of a dividend in the form of a par value reduction
equal to CHF 0.90 per Common Share in the aggregate (equivalent at the time to U.S. $0.87 per Common Share), to be paid
in three equal quarterly installments of CHF 0.30 (each equivalent at the time to U.S. $0.29 per Common Share).

Dividends, including distributions through a reduction in par value, must be declared by ACE in Swiss francs. However,
we have arranged it such that these distributions are paid to our shareholders in U.S. dollars at the U.S. dollar/Swiss franc
exchange rate shortly before the payment date. As a result, under the current process, shareholders will be exposed to fluctua-
tions in the U.S. dollar/Swiss franc exchange rate between the date a dividend amount is determined and the relevant dividend
payment date. For example, on January 12, 2009, we paid a quarterly dividend (through a reduction in par value) of U.S.
$0.27 per Common Share to shareholders of record as of December 17, 2008. The payment amount was based on the Jan-
uary 5, 2009, U.S. dollar/Swiss Franc exchange rate of 1.083 applied to the quarterly par value reduction installment amount
of CHF 0.30 referenced above.

Should we determine to pay dividends other than by a reduction in par value, under Swiss law, such dividends may be
paid out only if the corporation has sufficient distributable profits from previous business years, or if the reserves of the corpo-
ration are sufficient to allow distribution of a dividend. The board of directors of a Swiss corporation may propose that a
dividend be paid, but cannot itself set the dividend. The Company auditors must confirm that the dividend proposal of the
board of directors conforms with statutory law. Prior to the distribution of dividends, five percent of the annual profits must be
allocated to the general reserve until the amount of general reserves has reached twenty percent of the paid-in nominal share
capital. Our Articles of Association can provide for a higher general reserve or for the creation of further reserves setting forth
their purpose and use. Once this level has been reached and maintained, the shareholders meeting may approve a distribution
of each year’s profit within the framework of applicable legal requirements. Dividends paid from retained earnings are usually
due and payable immediately after the shareholders’ resolution relating to the allocation of profits has been passed. Under
Swiss law, the statute of limitations in respect of claims for dividend payments is five years. As noted above, for the foresee-
able future, we expect to pay dividends as a repayment of share capital in the form of a reduction in par value or qualified
paid-in capital, which would not be subject to Swiss withholding tax.
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Contractual Obligations and Commitments

The table below shows our contractual obligations and commitments including our payments due by period at December 31,
2008.

Payments Due By Period

(in millions of U.S. dollars) Total
Less than

1 Year 1-3 Years 4-5 Years
After

5 Years

Payment amounts determinable from the respective contracts

Deposit liabilities $ 345 $ 44 $ 112 $ 30 $ 159
Purchase obligations 595 108 322 165 –
Limited partnerships – funding commitments 863 334 408 58 63
Operating leases 351 68 108 75 100
Short-term debt 471 471 – – –
Long-term debt 2,806 – 199 450 2,157
Trust preferred securities 309 – – – 309
Interest on debt obligations 2,196 210 369 342 1,275

Total obligations in which payment amounts are determinable
from the respective contracts 7,936 1,235 1,518 1,120 4,063

Payment amounts not determinable from the respective contracts

Estimated gross loss payments under insurance and reinsurance
contracts 37,176 9,445 10,371 5,493 11,867

Estimated payments for future life and annuity policy benefits 4,280 284 461 366 3,169

Total contractual obligations and commitments $49,392 $10,964 $12,350 $6,979 $19,099

The above table excludes the following items:
Pension Obligations: Minimum funding requirements for our pension obligations are immaterial. Subsequent funding

commitments are apt to vary due to many factors and are difficult to estimate at this time. Refer to Note 14 to the Consolidated
Financial Statements, under Item 8, for more information.

Liabilities for unrecognized tax benefits are recorded in accordance with issued FASB Interpretation No. 48, Accounting

for Uncertainty in Income Taxes – an interpretation of FASB Statement No. 109 (FIN 48). The FIN 48 liability for unrecog-
nized tax benefits, including interest, was $150 million at December 31, 2008. We recognize accruals for interest and
penalties, if any, related to unrecognized tax benefits in income tax expense. As of December 31, 2008, we had $14 million
in liabilities for income tax-related interest in our consolidated balance sheet. We are unable to make a reasonably reliable
estimate for the timing of cash settlement with respect to these liabilities. Refer to Note 8 to the Consolidated Financial State-
ments, under Item 8, for more information.

We have no other significant contractual obligations or commitments not reflected in the table above.

Deposit liabilities

Deposit liabilities include reinsurance deposit liabilities of $310 million and contract holder deposit funds of $35 million at
December 31, 2008. The reinsurance deposit liabilities arise from contracts we sold for which there is not a significant trans-
fer of risk. At contract inception, the deposit liability is equal to net cash we received. An accretion rate is established based on
actuarial estimates whereby the deposit liability is increased to the estimated amount payable over the term of the contract.
The deposit accretion rate is the rate of return required to fund expected future payment obligations. We periodically reassess
the estimated ultimate liability and related expected rate of return. Any resulting changes to the amount of the deposit liability
are reflected as an adjustment to earnings to reflect the cumulative effect of the period the contract has been in force, and by
an adjustment to the future accretion rate of the liability over the remaining estimated contract term.

Additional information with respect to deposit liabilities is contained in Note 2 k) to the Consolidated Financial State-
ments, under Item 8.
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Purchase obligations

We are party to enforceable and legally binding agreements to purchase certain services. Purchase obligations in the table
primarily comprise audit fees and agreements with vendors to purchase system software administration and maintenance
services.

Limited partnerships – funding commitments

In connection with our investments in limited partnerships, we have commitments that may require funding of up to $863
million over the next several years. The timing of the payment of these commitments is uncertain and will differ from our esti-
mated timing in the table.

Operating lease commitments

We lease office space in most countries in which we operate under operating leases that expire at various dates through
December 2033. We renew and enter into new leases in the ordinary course of business as required.

Estimated gross loss payments under insurance and reinsurance contracts

We are obligated to pay claims under insurance and reinsurance contracts for specified loss events covered under those con-
tracts. Such loss payments represent our most significant future payment obligation as a P&C insurance and reinsurance
company. In contrast to other contractual obligations, cash payments are not determinable from the terms specified within the
contract. For example, we do not ultimately make a payment to our counterparty for many insurance and reinsurance con-
tracts (i.e., when a loss event has not occurred) and if a payment is to be made, the amount and timing cannot be determined
from the contract. In the table above, we estimate payments by period relating to our gross liability for unpaid losses and loss
expenses included in the consolidated balance sheet at December 31, 2008, and do not take into account reinsurance
recoverable. These estimated loss payments are inherently uncertain and the amount and timing of actual loss payments are
likely to differ from these estimates and the differences could be material. Given the numerous factors and assumptions
involved in both estimates of loss and loss expense reserves and related estimates as to the timing of future loss and loss
expense payments in the table above, differences between actual and estimated loss payments will not necessarily indicate a
commensurate change in ultimate loss estimates.

Estimated payments for future life and annuity policy benefits

We establish reserves for future policy benefits for life and annuity contracts including, but not limited to, GMDBs and
GMIBs. The amounts in the table are gross of fees or premiums due from the underlying contracts. The liability for future
policy benefits for life and annuity contracts presented in our balance sheet is discounted and, with respect to GMIB
reinsurance, reflected net of fees or premiums due from the underlying contracts, and with respect to GMDB reinsurance, does
not consider benefit payments related to future fees or premiums not recognized through the balance sheet date. Accordingly,
the estimated amounts in the table exceed the liability for future policy benefits for life and annuity contracts presented in our
balance sheet. Payment amounts related to these reserves must be estimated and are not determinable from the contract. Due
to the uncertainty with respect to the timing and amount of these payments, actual results could materially differ from the
estimates in the table.

Credit Facilities

As our Bermuda subsidiaries are not admitted insurers and reinsurers in the U.S., the terms of certain U.S. insurance and
reinsurance contracts require them to provide LOCs to clients. In addition, ACE Global Markets is required to satisfy certain
U.S. regulatory trust fund requirements which can be met by the issuance of LOCs. LOCs may also be used for general corpo-
rate purposes and for funds at Lloyd’s.
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The following table shows our main credit facilities by credit line, usage, expiry date, and purpose at December 31, 2008.

(in millions of U.S. dollars)
Credit
Line1 Usage Expiry Date

Unsecured Liquidity Facilities
ACE Limited2 $ 500 $ 142 Nov. 2012
Unsecured Operational LOC Facilities

ACE Limited 1,000 811 Nov. 2012
Unsecured Capital Facilities

ACE Limited3 438 256 Dec. 2013

Total $ 1,938 $ 1,209
(1) Certain facilities are guaranteed by operating subsidiaries and/or ACE Limited.
(2) May also be used for LOCs.
(3) Supports ACE Global Markets underwriting capacity for Lloyd’s Syndicate 2488.

It is anticipated that the commercial facilities will be renewed on expiry but such renewals are subject to the availability of
credit from banks utilized by ACE. In the event that such credit support is insufficient, we could be required to provide alter-
native security to clients. This could take the form of additional insurance trusts supported by our investment portfolio or funds
withheld using our cash resources. The value of letters of credit required is driven by, among other things, loss development of
existing reserves, the payment pattern of such reserves, the expansion of business and loss experience of such business.

The facilities in the table above require that we maintain certain covenants, all of which have been met at December 31,
2008. These covenants include (but are not limited to):
(i)Maintenance of a minimum consolidated net worth in an amount not less than the “Minimum Amount”. For the purpose of

this calculation, the Minimum Amount is an amount equal to the sum of the base amount (currently $11.7 billion) plus 25
percent of consolidated net income for each fiscal quarter, ending after the date on which the current base amount became
effective, plus 50 percent of any increase in consolidated net worth during the same period, attributable to the issuance of
Common and Preferred Shares. The Minimum Amount is subject to an annual reset provision.

(ii) Maintenance of a maximum debt to total capitalization ratio of not greater than 0.35 to 1. Under this covenant, debt does
not include trust preferred securities or mezzanine equity, except where the ratio of the sum of trust preferred securities and
mezzanine equity to total capitalization is greater than 15 percent. In this circumstance, the amount greater than 15 percent
would be included in the debt to total capitalization ratio.

At December 31, 2008, (a) the minimum consolidated net worth requirement under the covenant described in (i) above
was $11.97 billion and our actual consolidated net worth as calculated under that covenant was $16.2 billion and b) our
ratio of debt to total capitalization was 0.182 to 1.

Our failure to comply with the covenants under any credit facility would, subject to grace periods in the case of certain
covenants, result in an event of default. This could require us to repay any outstanding borrowings or to cash collateralize
LOCs under such facility. A failure by ACE Limited (or any of its subsidiaries) to pay an obligation due for an amount exceeding
$50 million would result in an event of default under all of the facilities described above.

Ratings

ACE Limited and its subsidiaries are assigned debt and financial strength (insurance) ratings from internationally recognized
rating agencies, including S&P, A.M. Best, Moody’s Investors Service, and Fitch. The ratings issued on our companies by
these agencies are announced publicly and are available directly from the agencies. Our Internet site, www.acelimited.com,
also contains some information about our ratings, which can be found under the Investor Information tab.

Financial strength ratings reflect the rating agencies’ opinions of a company’s claims paying ability. Independent ratings
are one of the important factors that establish our competitive position in the insurance markets. The rating agencies consider
many factors in determining the financial strength rating of an insurance company, including the relative level of statutory sur-
plus necessary to support the business operations of the company. These ratings are based upon factors relevant to
policyholders, agents, and intermediaries and are not directed toward the protection of investors. Such ratings are not recom-
mendations to buy, sell, or hold securities.

Debt ratings apply to short-term and long-term debt. These ratings are assessments of the likelihood that we will make
timely payments of principal, interest, and preferred stock dividends.
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It is possible that, in the future, one or more of the rating agencies may reduce our existing ratings. If one or more of our
ratings were downgraded, we could incur higher borrowing costs and our ability to access the capital markets could be
impacted. In addition, our insurance and reinsurance operations could be adversely impacted by a downgrade in our financial
strength ratings, including a possible reduction in demand for our products in certain markets. For example, the ACE Global
Markets capital facility requires that collateral be posted if the S&P financial strength rating of ACE falls to BBB+ or lower.
Similarly, we have private debt that would require us to post additional collateral if the S&P financial strength rating of ACE
falls to BBB+ or lower. Also, we have insurance and reinsurance contracts which contain rating triggers. In the event the S&P
financial strength rating of ACE falls to BBB+ or lower, we may be faced with the cancellation of premium or be required to
post collateral on our underlying obligation associated with this premium. We estimate that at December 31, 2008, a
one-notch downgrade of our S&P financial strength rating would result in an immaterial loss of premium or requirement for
collateral to be posted (less than $25 million).

Recent Accounting Pronouncements

Refer to Note 2 r) to the Consolidated Financial Statements, under Item 8, for a discussion of recent accounting pronounce-
ments.

Item 7A. Quantitative and Qualitative Disclosures about Market Risk

Market Sensitive Instruments and Risk Management

Market risk represents the potential for loss due to adverse changes in the fair value of financial instruments. We are exposed
to potential losses from various market risks including changes in interest rates, equity prices and foreign currency exchange
rates. Further, through the writings of certain products such as credit derivatives (through our approximately 21 percent
ownership of Assured Guaranty Ltd.) and GMIB and GMDB products, we are exposed to deterioration in the credit markets,
decreases in interest rates, and declines in the equity markets. Our investment portfolio consists of both fixed income and
equity securities, denominated in both U.S. dollars and foreign currencies, which are sensitive to changes in interest rates,
equity prices, and foreign currency exchange rates.

The majority of our fixed income and all of our equity securities are classified as available for sale and, as such, changes
in interest rates, equity prices, or foreign currency exchange rates will have an immediate effect on comprehensive income and
shareholders’ equity but will not ordinarily have an immediate effect on net income. Nevertheless, changes in interest rates
and equity prices affect consolidated net income when, and if, a security is sold or a determination is made to incur a charge
for impairment. From time to time, we also use investment derivative instruments such as futures, options, swaps, and foreign
currency forward contracts to manage the duration of our investment portfolio and foreign currency exposures and also to
obtain exposure to a particular financial market. At December 31, 2008 and 2007, our notional exposure to investment
derivative instruments was $10.3 billion and $15.8 billion, respectively. In addition, as part of our investing activity, we pur-
chase to be announced mortgage backed securities (TBAs). These instruments are recognized as assets or liabilities in our
Consolidated Financial Statements and are sensitive to changes in interest rates, foreign currency exchange rates, and equity
security prices. Changes in the fair value of TBAs are included in net realized gains (losses) and therefore have an immediate
effect on both our net income and shareholders’ equity.

We seek to mitigate market risk using a number of techniques, including maintaining and managing the assets and
liabilities of our international operations consistent with the foreign currencies of the underlying insurance and reinsurance
businesses, thereby limiting exchange rate risk to net assets denominated in foreign currencies.

The following is a discussion of our primary market risk exposures at December 31, 2008. Our policies to address these
risks in 2008 were not materially different from 2007. We do not currently anticipate significant changes in our primary mar-
ket risk exposures or in how those exposures are managed in future reporting periods based upon what is known or expected
to be in effect in future reporting periods.

Interest rate risk – fixed income portfolio and debt obligations

Our fixed income portfolio and debt obligations have exposure to interest rate risk. Changes in investment values attributable to
interest rate changes are mitigated by corresponding and partially offsetting changes in the economic value of our insurance
reserves and debt obligations. We monitor this exposure through periodic reviews of our asset and liability positions.
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The following table shows the impact on the market value of our fixed income portfolio of a hypothetical increase in inter-
est rates of 100 bps applied instantly across the U.S. yield curve (an immediate time horizon was used as this presents the
worst case scenario) at December 31, 2008 and 2007.

(in millions of U.S. dollars) 2008 2007

Fair value of fixed income portfolio $37,370 $38,830
Pre-tax impact of 100 bps increase in interest rates $ 1,329 $ 1,281
Percentage of total fixed income portfolio at fair value 3.6% 3.3%

Changes in interest rates will have an immediate effect on comprehensive income and shareholders’ equity but will not ordina-
rily have an immediate effect on net income.

Although our debt, Preferred Shares (redeemed in 2008), and trust preferred securities (collectively referred to as debt
obligations) are reported at amortized value and not adjusted for fair value changes, changes in interest rates could have a
material impact on their fair value, albeit there is no immediate impact on our Consolidated Financial Statements. The follow-
ing table shows the impact on the market value of our debt obligations of a hypothetical decrease in interest rates of 100 bps
applied instantly across the U.S. yield curve (an immediate time horizon was used as this presents the worst case scenario) at
December 31, 2008 and 2007.

(in millions of U.S. dollars) 2008 2007

Fair value of debt obligations $3,344 $3,169
Impact of 100 bps decrease in interest rates $ 179 $ 235
Percentage of total debt obligations at fair value 5.3% 7.4%

Variations in market interest rates could produce significant changes in the timing of prepayments due to prepayment options
available. For these reasons, actual results could differ from those reflected in the tables.

Equity price risk – equity portfolio

Our portfolio of equity securities, which we carry on our balance sheet at fair value, has exposure to price risk. This risk is
defined as the potential loss in fair value resulting from adverse changes in stock prices. In addition, we attain exposure to the
equity markets through the use of derivative instruments, which also have exposure to price risk. Our U.S. equity portfolio is
correlated with the S&P 500 index and changes in that index would approximate the impact on our portfolio. Our international
equity portfolio has exposure to a broad range of non-U.S. equity markets. The following table provides more information on
our exposure to equity price risk at December 31, 2008 and 2007.

(in millions of U.S. dollars) 2008 2007

Fair value of equity securities $988 $1,837
Pre-tax impact of 10 percent decline in market prices for equity exposures $ 99 $ 184

Changes in the fair value of our equity portfolio are recorded as unrealized appreciation (depreciation) and are included as a
separate component of accumulated other comprehensive income in shareholders’ equity.
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Foreign currency exchange rate risk

Many of our non-U.S. companies maintain both assets and liabilities in local currencies. Therefore, foreign exchange rate risk
is generally limited to net assets denominated in those foreign currencies. Foreign exchange rate risk is reviewed as part of our
risk management process. Locally required capital levels are invested in home currencies in order to satisfy regulatory require-
ments and to support local insurance operations regardless of currency fluctuations. The principal currencies creating foreign
exchange risk for us are the British pound sterling, the euro, and the Canadian dollar. The following table provides more
information on our exposure to foreign exchange rate risk at December 31, 2008 and 2007.

(in millions of U.S. dollars) 2008 2007

Fair value of net assets denominated in foreign currencies $ 1,127 $ 1,651
Percentage of fair value of total net assets 7.8% 9.9%
Pre-tax impact on equity of hypothetical 10 percent strengthening of the U.S. dollar $ 84 $ 150

Reinsurance of GMDB and GMIB guarantees

Our net income is directly impacted by changes in the reserves calculated in connection with the reinsurance of variable
annuity guarantees, primarily GMDB and GMIB. These reserves are calculated in accordance with SOP 03-1 (SOP reserves)
and changes in these reserves are reflected as life and annuity benefit expense, which is included in life underwriting income.
In addition, our net income is directly impacted by the change in the fair value of the GMIB liability (FVL), which is classified
as a derivative according to FAS 133. The fair value liability established for a GMIB reinsurance contract represents the differ-
ence between the fair value of the contract and the SOP 03-1 reserves. Changes in the fair value of the GMIB liability, net of
associated changes in the calculated SOP 03-1 reserve, are reflected as realized gains or losses.

ACE views our variable annuity reinsurance business as having a similar risk profile to that of catastrophe reinsurance,
with the probability of long-term economic 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 eco-
nomic risk and reward.

The ultimate risk to the variable annuity guaranty reinsurance business is a long-term underperformance of investment
returns, which can be exacerbated by a long-term reduction in interest rates. Following a market downturn, continued market
underperformance over a period of five to seven years would eventually result in a higher level of paid claims as policyholders
accessed their guarantees through death or annuitization. However, if market conditions improved following a downturn, SOP
03-1 reserves and fair value liability would fall reflecting a decreased likelihood of future claims, which would result in an
increase in both life underwriting income and net income.

As of December 31, 2008, management established the SOP 03-1 reserve based on the benefit ratio calculated using
actual market values at December 31, 2008. Management exercises judgment in determining the extent to which short-term
market movements impact the SOP 03-1 reserve. The SOP 03-1 reserve is based on the calculation of a long-term benefit
ratio (or loss ratio) for the variable annuity guarantee reinsurance. Despite the long-term nature of the risk the benefit ratio
calculation is impacted by short-term market movements that may be judged by management to be temporary or transient.
Management will, in keeping with the language in SOP 03-1, regularly examine both quantitative and qualitative analysis and
management will determine if, in its judgment, the change in the calculated benefit ratio is of sufficient magnitude and has
persisted for a sufficient duration to warrant a change in the benefit ratio used to establish the SOP 03-1 reserve. This has no
impact on either premium received or claims paid nor does it impact the long-term profit or loss of the variable annuity guaran-
tee reinsurance.

The SOP 03-1 reserve and fair value liability calculations are directly affected by market factors, including equity levels,
interest rate levels, credit risk and implied volatilities, as well as policyholder behaviors, such as annuitization and lapse rates.
The table below shows the sensitivity, as of December 31, 2008, of the SOP 03-1 reserves and fair value liability associated
with the variable annuity guarantee reinsurance portfolio. In addition, the tables below show the sensitivity of the fair value of
specific derivative instruments held (hedge value), which includes instruments purchased in January 2009, to partially offset
the risk in the variable annuity guarantee reinsurance portfolio. Although these derivatives do not receive hedge accounting
treatment, some portion of the change in value may be used to offset changes in the SOP 03-1 reserve.
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The following table provides more information on our exposure to variable annuity sensitivities to equities and interest
rates at December 31, 2008.

Worldwide Equity Shock

Interest Rate Shock +10% Flat -10% -20%

(in millions of U.S. dollars)

+100 bps (Increase)/decrease in SOP reserve $ 89 $ 25 $ (60) $ (166)
(Increase)/decrease in net FVL 222 135 55 (15)
Increase/(decrease) in hedge value (80) (20) 46 118
Increase/(decrease) in net income $ 231 $ 140 $ 41 $ (63)

Flat (Increase)/decrease in SOP reserve $ 69 $ – $ (91) $ (204)
(Increase)/decrease in net FVL 91 – (89) (168)
Increase/(decrease) in hedge value (61) – 67 140
Increase/(decrease) in net income $ 99 $ – $ (113) $ (232)

-100 bps (Increase)/decrease in SOP reserve $ 33 $ (41) $ (138) $ (258)
(Increase)/decrease in net FVL (87) (189) (281) (356)
Increase/(decrease) in hedge value (40) 22 90 163
Increase/(decrease) in net income $ (94) $ (208) $ (329) $ (451)

A-rated Credit Spreads Interest Rate Volatility Equity Volatility

Sensitivities to Other Economic Variables
(in millions of U.S. dollars) +100 -100 +2% -2% +2% -2%

(Increase)/decrease in SOP reserve $ – $ – $ – $ – $ – $ –
(Increase)/decrease in net FVL 65 (104) (6) 7 (6) 2
Increase/(decrease) in hedge value – – – – 5 (5)
Increase/(decrease) in net income $ 65 $ (104) $ (6) $ 7 $ (1) $ (3)

Mortality Lapses Annuitization

Sensitivities to Actuarial Assumptions
(in millions of U.S. dollars) +10% -10% +25% -25% +25% -25%

(Increase)/decrease in SOP reserve $ (26) $ 27 $ 20 $ (23) $ (11) $ 14
(Increase)/decrease in net FVL 11 (11) 135 (166) (97) 105
Increase/(decrease) in hedge value – – – – – –
Increase/(decrease) in net income $ (15) $ 16 $ 155 $ (189) $ (108) $ 119

The above table assumes equity shocks impact all global equity markets equally and that the interest rate shock is a parallel
shift in the U.S. yield curve. Although our liabilities have sensitivity to global equity markets we would suggest using the S&P
500 as a proxy and although our liabilities have sensitivity to global interest rates at various points on the yield curve we
would suggest using the 10-year U.S. Treasury yield as a proxy. A change in A-rated credit spreads impacts the rate used to
discount cash flows in the fair value model. The table above demonstrates, for example, that a 10 percent decrease in world-
wide equities, all else equal, would increase our SOP 03-1 reserves by $91 million (subject to management judgment as
described above) and cause a net realized loss of $89 million, offset by an increase in hedge value of $67 million, for a total
reduction in net income of $113 million. The hedge sensitivity is from December 31, 2008 market levels, but includes hedges
entered into in January 2009. Because the new hedges were purchased after December 31, 2008, the increase (decrease) in
hedge value for each of the above scenarios relative to December 31, 2008 market conditions, would be $25 million lower
(higher).

The above sensitivities are not directly additive, because changes in one factor will affect the sensitivity to changes in other
factors. Also, the sensitivities do not scale linearly and may be proportionally greater for larger movements in the market factors. The
calculation of the SOP 03-1 reserve and fair value liability is based on internal models that include assumptions regarding future
policyholder behavior, including lapse, annuitization, and asset allocation. These assumptions impact both the absolute level of the
SOP 03-1 reserve and fair value liability as well as the sensitivities to changes in market factors shown above.
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If the global equity market were to experience a 20 percent decrease from levels at December 31, 2008, all else being
equal, any additional incremental capital required over the increase in SOP 03-1 reserves, would be approximately offset by
the increase in value of currently held hedge assets. Changes in other market factors have a minor impact on required capital.
However, we would be required to post additional collateral.

From inception (July 2000) to December 31, 2008, the variable annuity guarantee reinsurance portfolio has produced
the following cumulative results. Any increase in SOP 03-1 reserves and fair value liability should be taken in context of these
results:

Net premiums earned $1.06 billion
Claims paid $104 million
SOP 03-1 reserves held at December 31, 2008 $347 million
Fair value GMIB liability held at December 31, 2008 $811 million
Life underwriting income $685 million
Net loss $11 million

ITEM 8. Financial Statements and Supplementary Data

The financial statements and supplementary data required by Regulation S-X are included in this report on Form 10-K com-
mencing on page F-1.

ITEM 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

There have been no changes in, or any disagreements with, accountants on accounting and financial disclosure within the two
years ended December 31, 2008.

ITEM 9A. Controls and Procedures

The Company’s management, with the participation of the Company’s Chief Executive Officer and Chief Financial Officer, eval-
uated the effectiveness of the Company’s disclosure controls and procedures as defined in Rule 13(a) -15(e) and Rule 15(d)
-15(e) under the Securities Exchange Act of 1934 as of December 31, 2008. Based upon that evaluation, the Company’s
Chief Executive Officer and Chief Financial Officer concluded that the Company’s disclosure controls and procedures are effec-
tive in allowing information required to be disclosed in reports filed under the Securities and Exchange Act of 1934 to be
recorded, processed, summarized, and reported within time periods specified in the rules and forms of the SEC, and that such
information is accumulated and communicated to the Company’s management, including its Chief Executive Officer and Chief
Financial Officer, as appropriate to allow timely decisions regarding required disclosure.

There has been no change in the Company’s internal controls over financial reporting during the Company’s quarter ended
December 31, 2008, that has materially affected, or is reasonably likely to materially affect, the Company’s internal controls
over financial reporting. The Company’s management report on internal control over financial reporting is included on page F-3
and PricewaterhouseCoopers LLP’s audit report is included on page F-4.

ITEM 9A(T). Controls and Procedures

Item not applicable.

ITEM 9B. Other Information

Item not applicable.

102



PART III

ITEM 10. Directors, Executive Officers and Corporate Governance

Information pertaining to this item is incorporated by reference to the sections entitled “Election of Directors”, “Corporate
Governance – Did our Officers and Directors Comply with Section 16(a) Beneficial Ownership Reporting in 2007?”, “Corporate
Governance – How are Directors Nominated?”, and “Corporate Governance – The Committees of the Board – The Audit Com-
mittee” of the definitive proxy statement for the 2009 Annual General Meeting of Shareholders which will be filed with the SEC
not later than 120 days after the close of the fiscal year pursuant to regulation 14A.

Code of Ethics

The Company has adopted a Code of Conduct, which sets forth standards by which all ACE employees, officers, and directors
must abide as they work for the Company. The Company has posted this Code of Conduct on its Internet site
(www.acelimited.com, under Investor Information / Corporate Governance / Code of Conduct). The Company intends to dis-
close on its Internet site any amendments to, or waivers from, its Code of Conduct that are required to be publicly disclosed
pursuant to the rules of the SEC or the New York Stock Exchange.

ITEM 11. Executive Compensation

This item is incorporated by reference to the sections entitled “Executive Compensation” of the definitive proxy statement for
the 2009 Annual General Meeting of Shareholders which will be filed with the SEC not later than 120 days after the close of
the fiscal year pursuant to regulation 14A.

ITEM 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters

The following table presents securities authorized for issuance under equity compensation plans at December 31, 2008:

Plan Category

Number of securities to
be issued upon exercise
of outstanding options,

warrants, and rights

Weighted-average
exercise price of

outstanding
options, warrants,

and rights

Number of securities
remaining available for
future issuance under
equity compensation

plans(1)

Equity compensation plans approved by security holders(2) 9,897,977 $ 46.32 11,580,902
Equity compensation plans not approved by security

holders(3) 25,586 $ 16.19 –

Total 9,923,563 $ 46.24 11,580,902

(1) These totals include securities available for future issuance under the following plans:

i. ACE Limited 2004 Long-Term Incentive Plan. (the “2004 LTIP”) A total of 19,000,000 Common Shares of the Company are authorized to be issued pursuant to
awards made as options, stock appreciation rights, stock units, performance shares, performance units, restricted stock, and restricted stock units. The maximum
number of shares that may be delivered to participants and their beneficiaries under the 2004 LTIP shall be equal to the sum of: (i) 19,000,000 shares; and (ii) any
shares that are represented by awards granted under the ACE Limited 1995 Long-Term Incentive Plan, the ACE Limited 1995 Outside Directors Plan, the ACE Lim-
ited 1998 Long-Term Incentive Plan, and the ACE Limited 1999 Replacement Long-Term Incentive Plan (the “Prior Plans”) that are forfeited, expired, or are
canceled after the effective date of the 2004 LTIP of February 25, 2004, without delivery of shares or which result in the forfeiture of the shares back to the Com-
pany to the extent that such shares would have been added back to the reserve under the terms of the applicable Prior Plan. As of December 31, 2008, a total of
10,591,090 shares remain available for future issuance under this plan.

ii. ACE Limited 1998 Long-Term Incentive Plan. A total of 21,252,007 shares were authorized to be issued pursuant to awards made as options, stock appreciation
rights, stock units, performance shares, performance units, restricted stock, and restricted stock units; the number of shares available for awards other than options
and stock appreciation rights was 3,232,485 shares. This plan only remains in effect with respect to outstanding awards made pursuant to this plan. Future awards
will be made pursuant to the 2004 LTIP.

iii. ACE Limited 1995 Long-Term Incentive Plan. Shares were authorized to be issued in an amount determined by a formula described in footnote (2) below pursuant
to awards to be made as options, stock appreciation rights, and restricted stock. This plan only remains in effect with respect to outstanding awards made pursuant
to this plan. Future awards will be made pursuant to the 2004 LTIP.

iv. ACE Limited 1999 Replacement Long Term Incentive Plan. A total of 4,770,555 shares were authorized to be issued pursuant to awards to be made as options,
stock appreciation rights, stock units, performance shares, performance units, restricted stock, and restricted stock units. This plan only remains in effect with
respect to outstanding awards made pursuant to this plan.

v. ACE Limited 1995 Outside Directors Plan. Shares were authorized to be issued in an amount determined by a formula described in footnote (2) below pursuant to
awards made as options, restricted stock, and unrestricted stock. This plan only remains in effect with respect to outstanding awards made pursuant to this plan.
Future awards will be made pursuant to the 2004 LTIP.
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vi. Employee Stock Purchase Plan. A total of 3,000,000 shares are authorized for purchase at a discount. As of December 31, 2008, 989,812 shares remain avail-
able for future issuance under this plan.

(2) This plan category includes shares issuable pursuant to the following plans that authorize shares based on a formula:

i. ACE Limited 1995 Long-Term Incentive Plan. The total number of shares available for awards under this plan in any fiscal year was five percent of the adjusted
average of the outstanding Ordinary Shares of the Company, as that number is determined by the Company, to calculate fully diluted earnings per share for the pre-
ceding fiscal year, reduced by any shares of stock granted pursuant to awards under this plan and any shares of stock subject to any outstanding award under this
plan. This plan only remains in effect with respect to outstanding awards made pursuant to this plan. Future awards will be made pursuant to the 2004 LTIP.

ii. ACE Limited 1995 Outside Directors Plan. The total number of shares available for awards under this plan in any fiscal year was 0.5 percent of the adjusted aver-
age of the outstanding Common Shares of the Company, as that number was determined by the Company, to calculate fully diluted earnings per share for the
preceding fiscal year, reduced by any shares of stock granted pursuant to awards under the plan and any shares of stock subject to any outstanding award under the
plan. This plan only remains in effect with respect to outstanding awards made pursuant to this plan. Future awards will be made pursuant to the 2004 LTIP.

(3) This plan category consists of the following plan:

ACE Limited 1999 Replacement Stock Plan. This plan authorized awards to persons employed by the Company in conjunction with the Company’s acquisition of
Capital Re Corporation as replacement for Capital Re Corporation awards. A total of 25,586 options with a weighted average exercise price of $16.19 are outstanding
as replacement awards under this plan. This plan also permitted awards to employees or other persons providing services to the Company or its subsidiaries. A total of
25,000 options with a weighted average exercise price of $36.30 are outstanding as new awards made to employees of the Company or its subsidiaries under this
plan. This plan only remains in effect with respect to outstanding awards made pursuant to this plan.

Additional information is incorporated by reference to the section entitled “Information About our Common Share Ownership”
of the definitive proxy statement for the 2009 Annual General Meeting of Shareholders which will be filed with the SEC not
later than 120 days after the close of the fiscal year pursuant to regulation 14A.
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ITEM 13. Certain Relationships and Related Transactions and Director Independence

This item is incorporated by reference to the sections entitled “Corporate Governance – What Is Our Related Party Transactions
Approval Policy and What Procedures Do We Use to Implement It?”, “Corporate Governance – What Related Person Trans-
actions Do We Have?”, and “Corporate Governance – Director Independence and Other Information” of the definitive proxy
statement for the 2009 Annual General Meeting of Shareholders which will be filed with the SEC not later than 120 days after
the close of the fiscal year pursuant to regulation 14A.

ITEM 14. Principal Accounting Fees and Services

This item is incorporated by reference to the section entitled “Election of Auditors – Ratification of appointment of Pricewa-
terhouseCoopers LLP (United States) as independent registered public accounting firm for purposes of United States securities
law reporting for the year ending December 31, 2009” of the definitive proxy statement for the 2009 Annual General Meeting
of Shareholders which will be filed with the SEC not later than 120 days after the close of the fiscal year pursuant to regulation
14A.
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PART IV

ITEM 15. Exhibits, Financial Statement Schedules

(a) Financial Statements, Schedules, and Exhibits

1. Consolidated Financial Statements Page

– Management’s Responsibility for Financial Statements and Internal Control over Financial Reporting F-3
– Report of Independent Registered Public Accounting Firm F-4
– Consolidated Balance Sheets at December 31, 2008 and 2007 F-5
– Consolidated Statements of Operations and Comprehensive Income for the years ended December 31, 2008,

2007, and 2006 F-6
– Consolidated Statements of Shareholders’ Equity for the years ended December 31, 2008, 2007, and 2006 F-7
– Consolidated Statements of Cash Flows for the years ended December 31, 2008, 2007, and 2006 F-9
– Notes to Consolidated Financial Statements F-10

2. Financial Statement Schedules

– Schedule I – Summary of Investments – Other Than Investments in Related Parties F-80
– Schedule II – Condensed Financial Information of Registrant (Parent Company Only) F-81
– Schedule IV – Supplemental Information Concerning Reinsurance F-84
– Schedule VI – Supplementary Information Concerning Property and Casualty Operations F-85

Other schedules have been omitted as they are not applicable to ACE, or the required information has been included in the
Consolidated Financial Statements and related notes.

3. Exhibits

Incorporated by Reference

Exhibit
Number Exhibit Description Form

Original
Number Date Filed

SEC File
Reference

Number
Filed

Herewith

3.1 Articles of Association of the Company, as
amended and restated

8-K 4 December 17, 2008 001-11778

3.2 Organizational Regulations of the Company 8-K 4.2 July 18, 2008 001-11778

4.1 Articles of Association of the Company, as
amended and restated

8-K 4 December 17, 2008 001-11778

4.2 Organizational Regulations of the Company 8-K 4.2 July 18, 2008 001-11778

4.3 Specimen share certificate representing Com-
mon Shares

8-K 4.3 July 18, 2008 000-11778

4.4 Indenture, dated March 15, 2002, between
ACE Limited and Bank One Trust Company,
N.A.

8-K 4.1 March 22, 2002 001-11778

4.5 Senior Indenture, dated August 1, 1999, among
ACE INA Holdings, Inc., ACE Limited and Bank
One, N.A. (formerly The First National Bank of
Chicago), as trustee

S-3 4.5 August 12, 1999 333-78841

4.6 Indenture, dated November 30, 1999, among
ACE INA Holdings, Inc. and Bank One Trust
Company, N.A., as trustee

10-K 10.38 March 29, 2000 001-11778

4.7 Supplemental Indenture No. 1, dated
December 6, 1999, among ACE INA Holdings,
Inc. and Bank One Trust Company, N.A., as
trustee

10-K 10.39 March 29, 2000 001-11778
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Incorporated by Reference

Exhibit
Number Exhibit Description Form

Original
Number Date Filed

SEC File
Reference

Number
Filed

Herewith

4.8 Supplemental Indenture No. 2 and waiver,
dated February 16, 2000, among ACE INA
Holdings, Inc. and Bank One Trust Company,
N.A., as trustee

10-K 4.11 March 16, 2006 011-11778

4.9 Supplemental Indenture No. 3, dated December
21, 2007, by and between ACE INA Holdings
Inc., and The Bank of New York

10-K 4.12 February 29, 2008 001-11778

4.10 Indenture, dated December 1, 1999, among
ACE INA Holdings, Inc., ACE Limited and Bank
One Trust Company, National Association, as
trustee

10-K 10.41 March 29, 2000 001-11778

4.11 Supplemental indenture and waiver, dated
February 16, 2000, between ACE US Holdings,
Inc. and The Bank of New York, as successor
trustee

10-K 4.14 March 16, 2006 011-11778

4.12 Supplemental indenture No. 2, dated June 1,
2003, between ACE US Holdings, Inc. and The
Bank of New York, as successor trustee

10-K 4.15 March 16, 2006 011-11778

4.13 Supplemental indenture No. 3, dated September
1, 2004, between ACE US Holdings, Inc. and
The Bank of New York, as successor trustee

10-K 4.16 March 16, 2006 011-11778

4.14 Supplemental indenture No. 4, dated December
21, 2007, made by and between ACE US Hold-
ings, Inc., and The Bank of New York

10-K 4.18 February 29, 2008 001-11778

4.15 Amended and Restated Trust Agreement, dated
March 31, 2000, among ACE INA Holdings,
Inc., Bank One Trust Company, National
Association, as property trustee, Bank One
Delaware Inc., as Delaware trustee and the
administrative trustees named therein

10-K 4.17 March 16, 2006 011-11778

4.16 Common Securities Guarantee Agreement, dated
March 31, 2000

10-K 4.18 March 16, 2006 011-11778

4.17 Capital Securities Guarantee Agreement, dated
March 31, 2000

10-K 4.19 March 16, 2006 011-11778

10.1* Second Amended and Restated Indemnification
Agreement in the form executed between the
Company and directors (except for Olivier
Steimer) and/or officers

10-Q 10.1 August 7, 2007 011-11778

10.2* Indemnification agreement between the Com-
pany and Olivier Steimer, dated November 20,
2008

X
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Incorporated by Reference

Exhibit
Number Exhibit Description Form

Original
Number Date Filed

SEC File
Reference

Number
Filed

Herewith

10.3 Amendment and waiver to the Stock Purchase
Agreement dated January 26, 2006, among
Century Indemnity Company, ACE INA Interna-
tional Holdings, Ltd. and Randall & Quilter
Investment Holdings Limited

10-K 10.5 March 16, 2006 001-11778

10.4 Stock Purchase Agreement dated December 14,
2007, between ACE Limited and Aon Corpo-
ration

10-K 10.4 February 29, 2008 001-11778

10.5 Assurance of Discontinuance and Voluntary
Compliance with the Office of the New York
Attorney General, the Office of the Attorney
General of the State of Illinois and the Attorney
General of the State of Connecticut

8-K 10.1 April 28, 2006 001-11778

10.6 Stipulation with the New York State Department
of Insurance

8-K 10.2 April 28, 2006 001-11778

10.7 Settlement Agreement dated May 9, 2007,
between ACE Group Holdings, Inc., and certain
of its subsidiaries, and the Pennsylvania
Insurance Department and the Pennsylvania
Office of the Attorney General.

8-K 10.1 May 14, 2007 001-11778

10.8 Ninth Amendment Agreement dated as of
10 July, 2008 to Letter of Credit Facility Agree-
ment originally dated as of 19 November, 1999
(as most recently amended pursuant to the
Seventh Amendment and Restatement Agree-
ment dated 17 November, 2006 and the Eighth
Amendment Agreement dated as of
16 November, 2007) between, among others,
the Company, as account party, certain sub-
sidiaries thereof, as guarantors, various banks
and Citibank International plc, as agent and
security trustee for the banks.

8-K 10.5 July 16, 2008 001-11778

10.9 Credit Agreement for £100,000,000 dated
December 13, 2005, among ACE European
Holdings NO.2 Limited, ACE Limited, and The
Royal Bank of Scotland plc and HSBC Securities
(USA) Inc. as lead arrangers and certain other
financial institutions

10-K 10.8 March 16, 2006 001-11778

10.10 First amendment dated June 22, 2007, amend-
ing the Credit Agreement dated December 13,
2005, among ACE European Holdings NO.2
Limited, ACE Limited, various financial
institutions and The Royal Bank of Scotland plc
as agent

10-Q 10.5 August 7, 2007 001-11778
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Incorporated by Reference

Exhibit
Number Exhibit Description Form

Original
Number Date Filed

SEC File
Reference

Number
Filed

Herewith

10.11 Second Amendment and Waiver dated as of
July 10, 2008, to the Credit Agreement for
£100,000,000 dated December 13, 2005,
among ACE European Holdings NO.2 Limited,
ACE Limited, and The Royal Bank of Scotland
plc and HSBC Securities (USA) Inc. as lead
arrangers and certain other financial institutions

8-K 10.4 July 16, 2008 001-11778

10.13 Amended and Restated Credit Agreement for
$600,000,000 dated December 15, 2005,
among ACE Limited, certain subsidiaries, vari-
ous lenders and J.P. Morgan Securities and
Barclays Capital as joint lead arrangers and joint
bookrunners

10-K 10.9 March 16, 2006 001-11778

10.14 First amendment dated June 22, 2007, amend-
ing the Amended and Restated Credit Agreement
dated December 15, 2005, among ACE Lim-
ited, certain subsidiaries thereof, various lenders
and JPMorgan Chase Bank, N.A., as Admin-
istrative Agent

10-Q 10.6 August 7, 2007 001-11778

10.15 Second Amended and Restated Reimbursement
Agreement for $1,000,000,000 Unsecured
Letter of Credit Facility, dated as of November 8,
2007, among ACE Limited, certain subsidiaries,
various lenders and Wachovia Capital Markets,
LLC and Banc of America Securities LLC as joint
lead arrangers and joint bookrunners

8-K 10.1 November 14, 2007 001-11778

10.16 First Amendment and Waiver dated as of
July 10, 2008, to the Second Amended and
Restated Reimbursement Agreement for
$1,000,000,000 Unsecured Letter of Credit
Facility, dated as of November 8, 2007, among
ACE Limited, certain subsidiaries, various lend-
ers and Wachovia Capital Markets, LLC and
Banc of America Securities LLC as joint lead
arrangers and joint bookrunners

8-K 10.7 July 18, 2008 001-11778

10.17 First amendment dated June 22, 2007, amend-
ing the unsecured Amended and Restated
Reimbursement Agreement dated July 1, 2005,
among ACE Limited, certain subsidiaries thereof,
various lenders and Wachovia Bank, National
Association, as administrative agent

10-Q 10.3 August 7, 2007 001-11778

10.18 Second Amended and Restated Credit Agree-
ment for $500,000,000 dated as of
November 8, 2007, among ACE Limited, cer-
tain subsidiaries, various lenders and J.P.
Morgan Securities Inc. and Barclays Capital as
joint lead arrangers and joint bookrunners

8-K 10.2 November 14, 2007 001-11778
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Incorporated by Reference

Exhibit
Number Exhibit Description Form

Original
Number Date Filed

SEC File
Reference

Number
Filed

Herewith

10.19 First Amendment and Waiver dated July 10,
2008, to the Second Amended and Restated
Credit Agreement for $500,000,000 dated as of
November 8, 2007, among ACE Limited, cer-
tain subsidiaries, various lenders and J.P.
Morgan Securities Inc. and Barclays Capital as
joint lead arrangers and joint bookrunners

8-K 10.6 July 16, 2008 001-11778

10.20 First amendment dated June 22, 2007, amend-
ing the secured Amended and Restated
Reimbursement Agreement dated July 1, 2005,
among ACE Limited, certain subsidiaries thereof,
various lenders and Wachovia Bank, National
Association, as administrative agent

10-Q 10.4 August 7, 2007 001-11778

10.21 Term loan agreement dated April 1, 2008,
among ACE Limited, certain subsidiaries, vari-
ous lenders and Bank of America, N.A., as
administrative agent.

10-Q 10.5 May 8, 2008 001-11778

10.22 First Amendment and Waiver dated July 10,
2008, to the Term loan agreement dated
April 1, 2008, among ACE Limited, certain
subsidiaries, various lenders and Bank of Amer-
ica, N.A., as administrative agent.

8-K 10.8 July 16, 2008 001-11778

10.23* Employment Terms dated October 29, 2001,
between ACE Limited and Evan Greenberg

10-K 10.64 March 27, 2003 001-11778

10.24* Employment Terms dated November 2, 2001,
between ACE Limited and Philip V. Bancroft

10-K 10.65 March 27, 2003 001-11778

10.25* Executive Severance Agreement between ACE
Limited and Philip Bancroft, effective January 2,
2002

10-Q 10. 1 May 10, 2004 001-11778

10.26* Employment Terms dated February 25, 2005,
between ACE Limited and Robert Cusumano

10-K 10.21 March 1, 2007 001-11778

10.27* Employment Terms dated April 10, 2006,
between ACE and John Keogh

10-K 10.29 February 29, 2008 001-11778

10.28* Executive Severance Agreement between ACE
and John Keogh

10-K 10.30 February 29, 2008 001-11778

10.29* ACE Limited Executive Severance Plan as
amended and restated, effective January 1,
2009

X

10.30* Form of employment agreement between the
Company (or subsidiaries of the Company) and
executive officers of the Company to allocate a
percentage of aggregate salary to the Company
(or subsidiaries of the Company)

8-K 10.1 July 16, 2008 001-11778
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Incorporated by Reference

Exhibit
Number Exhibit Description Form

Original
Number Date Filed

SEC File
Reference

Number
Filed

Herewith

10.31* Description of Executive Officer cash compensa-
tion for 2008

X

10.32* Director compensation under the ACE Limited
2004 Long-Term Incentive Plan

10-K 10.25 March 1, 2007 001-11778

10.33* ACE Limited Annual Performance Incentive Plan S-1 10.13 January 21, 1993 33-57206

10.34* ACE Limited Elective Deferred Compensation
Plan (as amended and restated effective Jan-
uary 1, 2005)

10-K 10.24 March 16, 2006 001-11778

10.35* ACE USA Officer Deferred Compensation Plan
(as amended through January 1, 2001)

10-K 10.25 March 16, 2006 001-11778

10.36* ACE USA Officer Deferred Compensation Plan
(as amended and restated effective January 1,
2009)

X

10.37* ACE Limited Supplemental Retirement Plan (as
amended and restated effective July 1, 2001)

10-Q 10.1 November 14, 2001 001-11778

10.38* Amendments to the ACE Limited Supplemental
Retirement Plan and the ACE Limited Elective
Deferred Compensation Plan

10-K 10.38 February 29, 2008 001-11778

10.39* ACE Limited Elective Deferred Compensation
Plan (as amended and restated effective Jan-
uary 1, 2009)

X

10.40* Deferred Compensation Plan Amendments, effec-
tive January 1, 2009

X

10.41* Amendment to the ACE Limited Supplemental
Retirement Plan

10-K 10.39 February 29, 2008 001-11778

10.42* Amendment and restated ACE Limited Supple-
mental Retirement Plan, effective January 1,
2009

X

10.43* ACE USA Supplemental Employee Retirement
Savings Plan

10-Q 10.6 May 15, 2000 001-11778

10.44* ACE USA Supplemental Employee Retirement
Savings Plan (as amended through the Second
Amendment)

10-K 10.30 March 1, 2007 001-11778

10.45* ACE USA Supplemental Employee Retirement
Savings Plan (as amended through the Third
Amendment)

10-K 10.31 March 1, 2007 001-11778

10.46 ACE USA Supplemental Employee Retirement
Savings Plan (as amended through the Fourth
Amendment)

X

10.47* The ACE Limited 1995 Outside Directors Plan
(as amended through the Seventh Amendment)

10-Q 10.1 August 14, 2003 001-11778
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Incorporated by Reference

Exhibit
Number Exhibit Description Form

Original
Number Date Filed

SEC File
Reference

Number
Filed

Herewith

10.48* ACE Limited 1995 Long-Term Incentive Plan (as
amended through the Third Amendment)

10-K 10.33 March 1, 2007 001-11778

10.49* ACE Limited 1998 Long-Term Incentive Plan (as
amended through the Fourth Amendment)

10-K 10.34 March 1, 2007 001-11778

10.50* ACE Limited 1999 Replacement Long-Term
Incentive Plan

10-Q 10.1 November 15, 1999 001-11778

10.51* ACE Limited Rules of the Approved U.K. Stock
Option Program

10-Q 10.2 February 13, 1998 001-11778

10.52* ACE Limited 2004 Long-Term Incentive Plan (as
amended through the Fourth Amendment)

8-K 10.2 July 16, 2008 001-11778

10.53* Revised Form of Restricted Stock Award Terms
under the ACE Limited 2004 Long-Term
Incentive Plan.

10-Q 10.3 November 8, 2006 001-11778

10.54* Form of Restricted Stock Award Terms under the
ACE Limited 2004 Long-Term Incentive Plan.

X

10.55* Form of Restricted Stock Award Terms under the
ACE Limited 2004 Long-Term Incentive Plan.

X

10.56* Form of Restricted Stock Unit Award Terms
under the ACE Limited 2004 Long-Term
Incentive Plan

8-K 10.3 September 13, 2004 001-11778

10.57* Form of Restricted Stock Unit Award Terms
under the ACE Limited 2004 Long-Term
Incentive Plan.

10-Q 10.4 November 8, 2006 001-11778

10.58* Form of Restricted Stock Unit Award Terms
under the ACE Limited 2004 Long-Term
Incentive Plan.

10-Q 10.1 May 8, 2008 001-11778

10.59* Form of Restricted Stock Unit Award Terms
under the ACE Limited 2004 Long-Term
Incentive Plan.

10-Q 10.2 May 8, 2008 001-11778

10.60* Form of Restricted Stock Unit Award Terms
under the ACE Limited 2004 Long-Term
Incentive Plan.

X

10.61* Form of Incentive Stock Option Terms under the
ACE Limited 2004 Long-Term Incentive Plan

8-K 10.4 September 13, 2004 001-11778

10.62* Form of Incentive Stock Option Terms under the
ACE Limited 2004 Long-Term Incentive Plan

10-Q 10.4 May 8, 2008 001-11778

10.63* Form of Incentive Stock Option Terms under the
ACE Limited 2004 Long-Term Incentive Plan

X

10.64* Form of Non-Qualified Stock Option Terms
under the ACE Limited 2004 Long-Term
Incentive Plan

8-K 10.5 September 13, 2004 001-11778
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Incorporated by Reference

Exhibit
Number Exhibit Description Form

Original
Number Date Filed

SEC File
Reference

Number
Filed

Herewith

10.65* Form of Non-Qualified Stock Option Terms
under the ACE Limited 2004 Long-Term
Incentive Plan

10-Q 10.3 May 8, 2008 001-11778

10.66* Form of Performance Based Restricted Stock
Award Terms under the ACE Limited 2004
Long-Term Incentive Plan, as updated through
May 4, 2006

10-Q 10.3 May 5, 2006 001-11778

10.67* Revised Form of Performance Based Restricted
Stock Award Terms under the ACE Limited
2004 Long-Term Incentive Plan

10-Q 10.2 November 8, 2006 001-11778

10.68* Form of Restricted Stock Unit Award Terms (for
outside directors) under the ACE Limited 2004
Long-Term Incentive Plan

10-Q 10.2 November 7, 2007 001-11778

10.69* ACE Limited Employee Stock Purchase Plan (as
amended effective March 1, 2007)

X

12.1 Ratio of earnings to fixed charges and preferred
share dividends calculation

X

21.1 Subsidiaries of the Company X

23.1 Consent of PricewaterhouseCoopers LLP X

31.1 Certification Pursuant to Section 302 of The
Sarbanes-Oxley Act of 2002

X

31.2 Certification Pursuant to Section 302 of The
Sarbanes-Oxley Act of 2002

X

32.1 Certification Pursuant to 18 U.S.C. Section
1350, As Adopted Pursuant to Section 906 of
The Sarbanes-Oxley Act of 2002

X

32.2 Certification Pursuant to 18 U.S.C. Section
1350, As Adopted Pursuant to Section 906 of
The Sarbanes-Oxley Act of 2002

X

* Management Contract or Compensation Plan
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Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused
this report to be signed on its behalf by the undersigned, thereunto duly authorized.

ACE Limited

By: /S/ PHILIP V. BANCROFT

Philip V. Bancroft

Chief Financial Officer

February 26, 2009

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following per-
sons on behalf of the registrant and in the capacities and on the dates indicated.

Signature Title Date

/S/ EVAN G. GREENBERG

Evan G. Greenberg

Chairman, President, Chief Executive
Officer; Director

February 26, 2009

/S/ PHILIP V. BANCROFT

Philip V. Bancroft

Chief Financial Officer
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February 26, 2009

/S/ PAUL B. MEDINI

Paul B. Medini

Chief Accounting Officer
(Principal Accounting Officer)

February 26, 2009

/S/ MICHAEL G. ATIEH

Michael G. Atieh

Director February 26, 2009

/S/ MARY A. CIRILLO

Mary A. Cirillo

Director February 26, 2009

/S/ BRUCE L. CROCKETT

Bruce L. Crockett

Director February 26, 2009

/S/ ROBERT M. HERNANDEZ

Robert M. Hernandez

Director February 26, 2009

/S/ JOHN A. KROL

John A. Krol

Director February 26, 2009

/S/ PETER MENIKOFF

Peter Menikoff

Director February 26, 2009

/S/ LEO F. MULLIN

Leo F. Mullin

Director February 26, 2009

/S/ THOMAS J. NEFF

Thomas J. Neff

Director February 26, 2009
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M A N A G E M E N T ’ S R E S P O N S I B I L I T Y F O R F I N A N C I A L S T A T E M E N T S A N D

I N T E R N A L C O N T R O L O V E R F I N A N C I A L R E P O R T I N G

Financial Statements

The consolidated financial statements of ACE Limited were prepared by management, who are responsible for their reliability
and objectivity. The statements have been prepared in conformity with accounting principles generally accepted in the United
States of America and, as such, include amounts based on informed estimates and judgments of management. Financial
information elsewhere in this annual report is consistent with that in the consolidated financial statements.

The Board of Directors, operating through its Audit Committee, which is composed entirely of directors who are not offi-
cers or employees of the Company, provides oversight of the financial reporting process and safeguarding of assets against
unauthorized acquisition, use or disposition. The Audit Committee annually recommends the appointment of an independent
registered public accounting firm and submits its recommendation to the Board of Directors for approval.

The Audit Committee meets with management, the independent registered public accountants and the internal auditor;
approves the overall scope of audit work and related fee arrangements; and reviews audit reports and findings. In addition, the
independent registered public accountants and the internal auditor meet separately with the Audit Committee, without
management representatives present, to discuss the results of their audits; the adequacy of the Company’s internal control; the
quality of its financial reporting; and the safeguarding of assets against unauthorized acquisition, use or disposition.

The consolidated financial statements have been audited by an independent registered public accounting firm, Pricewa-
terhouseCoopers LLP, who were given unrestricted access to all financial records and related data, including minutes of all
meetings of the Board of Directors and committees of the Board. The Company believes that all representations made to our
independent registered public accountants during their audits were valid and appropriate.

Internal Control Over Financial Reporting

The management of ACE Limited (ACE) is responsible for establishing and maintaining adequate internal control over financial
reporting. Pursuant to the rules and regulations of the Securities and Exchange Commission, internal control over financial
reporting is a process designed by, or under the supervision of our Chief Executive Officer and Chief Financial Officer to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of our consolidated financial statements
for external purposes in accordance with accounting principles generally accepted in the United States of America.

As of December 31, 2008, management has evaluated the effectiveness of ACE’s internal control over financial reporting
based on the criteria for effective internal control over financial reporting established in “Internal Control – Integrated
Framework,” issued by the Committee of Sponsoring Organizations of the Treadway Commission. Based on this evaluation, we
have concluded that ACE’s internal control over financial reporting was effective as of December 31, 2008.

PricewaterhouseCoopers LLP, the independent registered public accounting firm that audited the consolidated financial
statements of ACE included in this Annual Report, has issued a report on the effectiveness of the Company’s internal controls
over financial reporting as of December 31, 2008. The report, which expresses an unqualified opinion on the effectiveness of
ACE’s internal control over financial reporting as of December 31, 2008, is included in this Item under “Report of Independent
Registered Public Accounting Firm” and follows this statement.

/S/ EVAN G. GREENBERG

Evan G. Greenberg
Chairman and Chief Executive Officer

/S/ PHILIP V. BANCROFT

Philip V. Bancroft
Chief Financial Officer
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R E P O R T O F I N D E P E N D E N T R E G I S T E R E D P U B L I C A C C O U N T I N G F I R M

To the Board of Directors and Shareholders of ACE Limited:

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of operations and
comprehensive income, of shareholders’ equity, and of cash flows present fairly, in all material respects, the financial position
of ACE Limited and its subsidiaries (the “Company”) at December 31, 2008 and December 31, 2007, and the results of their
operations and their cash flows for each of the three years in the period ended December 31, 2008 in conformity with
accounting principles generally accepted in the United States of America. In addition, in our opinion, the financial statement
schedules listed in the index appearing under Item 15 (2) present fairly, in all material respects, the information set forth
therein when read in conjunction with the related consolidated financial statements. Also in our opinion, the Company main-
tained, in all material respects, effective internal control over financial reporting as of December 31, 2008, based on criteria
established in Internal Control – Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission (COSO). The Company’s management is responsible for these financial statements and financial statement
schedules, for maintaining effective internal control over financial reporting and for its assessment of the effectiveness of
internal control over financial reporting, included in Management’s Responsibility for Financial Statements and Internal Con-
trols Over Financial Reporting appearing under Item 15 (1). Our responsibility is to express opinions on these financial
statements, on the financial statement schedules, and on the Company’s internal control over financial reporting based on our
integrated audits. We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audits to obtain reasonable assurance about
whether the financial statements are free of material misstatement and whether effective internal control over financial report-
ing was maintained in all material respects. Our audits of the financial statements included examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and
significant estimates made by management, and evaluating the overall financial statement presentation. Our audit of internal
control over financial reporting included obtaining an understanding of internal control over financial reporting, assessing the
risk that a material weakness exists, and testing and evaluating the design and operating effectiveness of internal control based
on the assessed risk. Our audits also included performing such other procedures as we considered necessary in the circum-
stances. We believe that our audits provide a reasonable basis for our opinions.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the reli-
ability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles. A company’s internal control over financial reporting includes those policies and procedures
that (i) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dis-
positions of the assets of the company; (ii) provide reasonable assurance that transactions are recorded as necessary to permit
preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and
expenditures of the company are being made only in accordance with authorizations of management and directors of the
company; and (iii) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of the company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

PricewaterhouseCoopers LLP
Philadelphia, Pennsylvania
February 27, 2009
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C O N S O L I D A T E D B A L A N C E S H E E T S

ACE Limited and Subsidiaries

December 31, 2008 and 2007
(in millions of U.S. dollars, except share and per share data)

December 31
2008

December 31
2007

Assets

Investments
Fixed maturities available for sale, at fair value (amortized cost – $33,109 and $32,994)

(includes hybrid financial instruments of $239 and $282) $ 31,155 $ 33,184
Fixed maturities held to maturity, at amortized cost (fair value – $2,865 and $3,015) 2,860 2,987
Equity securities, at fair value (cost – $1,132 and $1,618) 988 1,837
Short-term investments, at fair value and amortized cost 3,350 2,631
Other investments (cost – $1,368 and $880) 1,362 1,140

Total investments 39,715 41,779
Cash 867 510
Securities lending collateral 1,230 2,109
Accrued investment income 443 416
Insurance and reinsurance balances receivable 3,453 3,540
Reinsurance recoverable on losses and loss expenses 13,917 14,354
Reinsurance recoverable on future policy benefits 259 8
Deferred policy acquisition costs 1,214 1,121
Value of business acquired 823 –
Prepaid reinsurance premiums 1,539 1,600
Goodwill and other intangible assets 3,747 2,838
Deferred tax assets 1,835 1,087
Investments in partially-owned insurance companies (cost – $737 and $686) 832 773
Other assets 2,183 1,955

Total assets $ 72,057 $ 72,090

Liabilities

Unpaid losses and loss expenses $ 37,176 $ 37,112
Unearned premiums 5,950 6,227
Future policy benefits 2,904 545
Insurance and reinsurance balances payable 2,841 2,843
Deposit liabilities 345 351
Securities lending payable 1,296 2,109
Payable for securities purchased 740 1,798
Accounts payable, accrued expenses, and other liabilities 2,635 1,825
Income taxes payable 138 111
Short-term debt 471 372
Long-term debt 2,806 1,811
Trust preferred securities 309 309

Total liabilities 57,611 55,413

Commitments and contingencies

Shareholders’ equity

Preferred Shares – 2
Common Shares (CHF 33.14 and $0.041666667 par value, 335,413,501 and 329,704,531

shares issued, 333,645,471 and 329,704,531 shares outstanding) 10,827 14
Common Shares in treasury (1,768,030 and nil shares) (3) –
Additional paid-in capital 5,464 6,812
Retained earnings 74 9,080
Deferred compensation obligation 3 3
Accumulated other comprehensive (loss) income (1,916) 769
Common Shares issued to employee trust (3) (3)

Total shareholders’ equity 14,446 16,677

Total liabilities and shareholders’ equity $ 72,057 $ 72,090

See accompanying notes to consolidated financial statements
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C O N S O L I D A T E D S T A T E M E N T S O F O P E R A T I O N S A N D C O M P R E H E N S I V E I N C O M E

ACE Limited and Subsidiaries

For the years ended December 31, 2008, 2007, and 2006
(in millions of U.S. dollars, except per share data) 2008 2007 2006

Revenues

Gross premiums written $ 19,242 $ 17,740 $ 17,401
Reinsurance premiums ceded (6,162) (5,761) (5,371)

Net premiums written 13,080 11,979 12,030
Change in unearned premiums 123 318 (205)

Net premiums earned 13,203 12,297 11,825
Net investment income 2,062 1,918 1,601
Net realized gains (losses) (1,633) (61) (98)

Total revenues 13,632 14,154 13,328

Expenses

Losses and loss expenses 7,603 7,351 7,070
Future policy benefits 399 168 123
Policy acquisition costs 2,135 1,771 1,715
Administrative expenses 1,737 1,455 1,456
Interest expense 230 175 176
Other (income) expense (39) 81 (35)

Total expenses 12,065 11,001 10,505

Income before income tax and cumulative effect of a change in accounting
principle 1,567 3,153 2,823

Income tax expense 370 575 522

Income before cumulative effect of a change in accounting principle 1,197 2,578 2,301
Cumulative effect of a change in accounting principle – – 4

Net income $ 1,197 $ 2,578 $ 2,305

Other comprehensive (loss) income

Unrealized appreciation (depreciation) arising during the year (3,948) (3) 289
Reclassification adjustment for net realized (gains) losses included in net income 1,189 27 64

(2,759) 24 353
Change in:

Cumulative translation adjustment (590) 105 135
Pension liability 23 (4) 20

Other comprehensive (loss) income, before income tax (3,326) 125 508
Income tax (expense) benefit related to other comprehensive income items 647 (60) (113)

Other comprehensive (loss) income (2,679) 65 395

Comprehensive (loss) income $ (1,482) $ 2,643 $ 2,700

Basic earnings per share before cumulative effect of a change in accounting
principle $ 3.57 $ 7.79 $ 7.01

Cumulative effect of a change in accounting principle – – 0.01

Basic earnings per share $ 3.57 $ 7.79 $ 7.02

Diluted earnings per share before cumulative effect of a change in accounting
principle $ 3.53 $ 7.66 $ 6.90

Cumulative effect of a change in accounting principle – – 0.01

Diluted earnings per share $ 3.53 $ 7.66 $ 6.91

See accompanying notes to consolidated financial statements
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C O N S O L I D A T E D S T A T E M E N T S O F S H A R E H O L D E R S ’ E Q U I T Y

ACE Limited and Subsidiaries

For the years ended December 31, 2008, 2007, and 2006
(in millions of U.S. dollars) 2008 2007 2006

Preferred Shares

Balance – beginning year $ 2 $ 2 $ 2
Preferred Shares redeemed (2) – –

Balance – end of year – 2 2

Common Shares

Balance – beginning of year 14 14 13
Exercise of stock options 6 – –
Common Shares stock dividend 10,985 – –
Dividends declared on Common Shares-par value reduction (178) – –
Shares issued – – 1

Balance – end of year 10,827 14 14

Common Shares in treasury

Balance – beginning of year – – –
Common Shares issued in treasury, net of net shares redeemed under employee

share-based compensation plans (3) – –

Balance – end of year (3) – –

Additional paid-in capital

Balance – beginning of year 6,812 6,640 6,569
Preferred Shares redeemed (573) – –
Net shares redeemed under employee share- based compensation plans (14) (17) (14)
Exercise of stock options 91 65 67
Share-based compensation expense 126 100 88
Tax benefit on share-based compensation expense 12 24 4
Common Shares stock dividend (990) – –
Reclassification of unearned stock grant compensation – – (69)
Cumulative effect of a change in accounting principle – – (5)

Balance – end of year 5,464 6,812 6,640

Unearned stock grant compensation

Balance – beginning of year – – (69)
Reclassification of unearned stock grant compensation – – 69

Balance – end of year – – –

Retained earnings

Balance – beginning of year 9,080 6,906 4,965
Effect of partial adoption of FAS 157 (4) – –
Effect of adoption of FAS 159 6 – –
Effect of adoption of FIN 48 – (22) –
Effect of adoption of FAS 155 – 12 –

Balance – beginning of year, adjusted for effect of adoption of new accounting
principles 9,082 6,896 4,965

Net income 1,197 2,578 2,305
Dividends declared on Common Shares (186) (349) (319)
Dividends declared on Preferred Shares (24) (45) (45)
Common Shares stock dividend (9,995) – –

Balance – end of year 74 9,080 6,906

Deferred compensation obligation

Balance – beginning of year 3 4 6
Decrease to obligation – (1) (2)

Balance – end of year $ 3 $ 3 $ 4

See accompanying notes to consolidated financial statements
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C O N S O L I D A T E D S T A T E M E N T S O F S H A R E H O L D E R S ’ E Q U I T Y ( c o n t i n u e d )

ACE Limited and Subsidiaries

For the years ended December 31, 2008, 2007, and 2006
(in millions of U.S. dollars) 2008 2007 2006

Accumulated other comprehensive (loss) income

Net unrealized appreciation (depreciation) on investments
Balance – beginning of year $ 596 $ 607 $ 317
Effect of adoption of FAS 159 (6) – –
Effect of adoption of FAS 155 – (12) –

Balance – beginning of year, adjusted for effect of adoption of new accounting
principles 590 595 317

Change in year, net of income tax (expense) benefit of $457, $(23), and $(63) (2,302) 1 290

Balance – end of year (1,712) 596 607

Cumulative translation adjustment
Balance – beginning of year 231 165 73
Change in year, net of income tax (expense) benefit of $198, $(39), and $(43) (392) 66 92

Balance – end of year (161) 231 165

Pension liability adjustment
Balance – beginning of year (58) (56) (58)
Change in year, net of income tax (expense) benefit of $(8), $2, and $(7) 15 (2) 13
Minimum pension liability due to adoption of FAS 158, net of income tax

(expense) benefit of $(25) in 2006 – – 45
Pension liability adjustment due to adoption of FAS 158, net of income tax

(expense) benefit of $30 in 2006 – – (56)

Balance – end of year (43) (58) (56)

Accumulated other comprehensive (loss) income (1,916) 769 716

Common Shares issued to employee trust

Balance – beginning of year (3) (4) (6)
Decrease in Common Shares – 1 2

Balance – end of year (3) (3) (4)

Total shareholders’ equity $ 14,446 $ 16,677 $ 14,278

See accompanying notes to consolidated financial statements
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C O N S O L I D A T E D S T A T E M E N T S O F C A S H F L O W S

ACE Limited and Subsidiaries

For the years ended December 31, 2008, 2007, and 2006
(in millions of U.S. dollars) 2008 2007 2006

Cash flows from operating activities

Net income $ 1,197 $ 2,578 $ 2,305
Adjustments to reconcile net income to net cash flows from operating activities:

Net realized (gains) losses 1,633 61 98
Amortization of premium/discount on fixed maturities (1) (6) 10
Deferred income taxes (141) 25 57
Unpaid losses and loss expenses 1,300 1,194 700
Unearned premiums (128) (356) 343
Future policy benefits 212 27 (3)
Insurance and reinsurance balances payable (26) 298 41
Accounts payable, accrued expenses, and other liabilities 638 242 66
Income taxes payable/receivable 46 (72) (18)
Insurance and reinsurance balances receivable (6) 155 (226)
Reinsurance recoverable on losses and loss expenses (224) 341 765
Reinsurance recoverable on future policy benefits (9) 2 1
Deferred policy acquisition costs (185) (10) (114)
Prepaid reinsurance premiums (15) 35 (137)
Other (190) 187 217

Net cash flows from operating activities 4,101 4,701 4,105

Cash flows used for investing activities

Purchases of fixed maturities available for sale (24,537) (25,195) (23,281)
Purchases of to be announced mortgage-backed securities (18,969) (22,923) (17,914)
Purchases of fixed maturities held to maturity (366) (324) (533)
Purchases of equity securities (971) (929) (841)
Sales of fixed maturities available for sale 21,087 19,266 17,057
Sales of to be announced mortgage-backed securities 18,340 21,550 16,882
Sales of equity securities 1,164 863 927
Maturities and redemptions of fixed maturities available for sale 2,780 3,232 3,409
Maturities and redemptions of fixed maturities held to maturity 445 365 543
Net proceeds from (payments made on) the settlement of investment derivatives 32 (16) (40)
Acquisition of subsidiary (net of cash acquired of $19) (2,521) – –
Other (608) (419) 21

Net cash flows used for investing activities (4,124) (4,530) (3,770)

Cash flows from (used for) financing activities

Dividends paid on Common Shares (362) (341) (312)
Dividends paid on Preferred Shares (24) (45) (45)
Net repayment of short-term debt (89) (465) (300)
Net proceeds from issuance of long-term debt 1,245 500 298
Redemption of Preferred Shares (575) – –
Proceeds from exercise of stock options for Common Shares 97 65 67
Proceeds from Common Shares issued under ESPP 10 9 8
Tax benefit on share-based compensation expense 12 24 –

Net cash flows from (used for) financing activities 314 (253) (284)

Effect of foreign currency rate changes on cash and cash equivalents 66 27 2

Net increase (decrease) in cash 357 (55) 53
Cash – beginning of year 510 565 512

Cash – end of year $ 867 $ 510 $ 565

Supplemental cash flow information
Taxes paid $ 403 $ 561 $ 477
Interest paid $ 226 $ 177 $ 186

See accompanying notes to consolidated financial statements
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N O T E S T O C O N S O L I D A T E D F I N A N C I A L S T A T E M E N T S

ACE Limited and Subsidiaries

1. General

ACE Limited (ACE or the Company) is a holding company which, until July 18, 2008, was incorporated with limited liability
under the Cayman Islands Companies Law. On March 19, 2008, the Company announced that its Board of Directors (the
Board) approved a proposal to move the Company’s jurisdiction of incorporation from the Cayman Islands to Zurich, Switzer-
land (the Continuation). On July 10, 2008, and July 14, 2008, during ACE’s annual general meeting, the Company’s
shareholders approved the Continuation and ACE became a Swiss company effective July 18, 2008.

The Company, through its various subsidiaries, provides a broad range of insurance and reinsurance products to insureds
worldwide. ACE operates through the following business segments: Insurance – North American, Insurance – Overseas Gen-
eral, Global Reinsurance, and Life Insurance and Reinsurance. Refer to Note 17.

On April 1, 2008, ACE acquired all outstanding shares of Combined Insurance Company of America (Combined
Insurance) and certain of its subsidiaries from Aon Corporation (Aon) for $2.56 billion. Combined Insurance 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. ACE recorded the acquisition using the purchase method of
accounting. The consolidated financial statements include the results of Combined Insurance from April 1, 2008. Based on
ACE’s purchase price allocation, $883 million of goodwill and $45 million of other intangible assets were generated as a result
of the acquisition. Refer to Note 3.

2. Significant accounting policies

a) Basis of presentation

The accompanying consolidated financial statements, which include the accounts of the Company and its subsidiaries, have
been prepared in accordance with accounting principles generally accepted in the United States of America (GAAP) and, in the
opinion of management, reflect all adjustments (consisting of normally recurring accruals) necessary for a fair statement of the
results and financial position for such periods. All significant intercompany accounts and transactions have been eliminated.
Certain items in the prior year financial statements have been reclassified to conform to the current year presentation.

The preparation of financial statements in conformity with GAAP requires management to make estimates and assump-
tions that affect the reported amounts of assets and liabilities, disclosure of contingent assets and liabilities at the date of the
financial statements, and the reported amounts of revenues and expenses during the reporting period. The Company’s princi-
pal estimates include:
• unpaid losses and loss expense reserves, including asbestos and environmental (A&E) reserves;
• future policy benefits reserves;
• the valuation of value of business acquired (VOBA) and amortization of deferred policy acquisition costs and VOBA;
• reinsurance recoverable, including a provision for uncollectible reinsurance;
• the assessment of risk transfer for certain structured insurance and reinsurance contracts;
• other-than-temporary impairments to the carrying value of the investment portfolio;
• the valuation of deferred tax assets;
• the valuation of derivative instruments related to guaranteed minimum income benefits (GMIB); and
• the valuation of goodwill and other intangible assets.

While the amounts included in the consolidated financial statements reflect the Company’s best estimates and assump-
tions, these amounts could ultimately be materially different from the amounts currently recorded in the consolidated financial
statements.

b) Premiums

Premiums are generally recognized as written upon inception of the policy. For multi-year policies for which premiums written
are payable in annual installments, only the current annual premium is included as written at policy inception due to the abil-
ity of the insured/reinsured to commute or cancel coverage within the term of the policy. The remaining annual premiums are
included as written at each successive anniversary date within the multi-year term.

For property and casualty (P&C) insurance and reinsurance products, premiums written are primarily earned on a pro-rata
basis over the terms of the policies to which they relate. Unearned premiums represent the portion of premiums written appli-
cable to the unexpired portion of the policies in force. For retrospectively-rated policies, written premiums are adjusted to
reflect expected ultimate premiums consistent with changes to reported losses, or other measures of exposure as stated in the
policy, and earned over the coverage period of the policy. For retrospectively-rated multi-year policies, the amount of premiums
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N O T E S T O C O N S O L I D A T E D F I N A N C I A L S T A T E M E N T S (continued)

ACE Limited and Subsidiaries

recognized in the current period is computed, using a with-and-without method, as the difference between the ceding enter-
prise’s total contract costs before and after the experience under the contract as of the reporting date. Accordingly, for
retrospectively-rated multi-year policies, additional premiums are generally written and earned when losses are incurred.

Mandatory reinstatement premiums assessed on reinsurance policies are earned over the remaining coverage period begin-
ning in the period of the loss event that gave rise to the reinstatement premiums. If coverage under the original policy is
exhausted, all remaining unearned premium is recognized in that same period.

Premiums from long duration contracts such as certain term life, whole life, endowment, and certain long duration
personal accident and health (A&H) policies are generally recognized as revenue when due from policyholders. Traditional life
policies include those contracts with fixed and guaranteed premiums and benefits. Benefits and expenses are matched with
such income to result in the recognition of profit over the life of the contracts.

The Company underwrites retroactive loss portfolio transfer (LPT) contracts in which the insured loss events occurred prior
to the inception of the contract. These contracts are evaluated to determine whether they meet the established criteria for
reinsurance accounting. If reinsurance accounting is appropriate, written premiums are fully earned and corresponding losses
and loss expenses recognized at the inception of the contract. The contracts can cause significant variances in gross premiums
written, net premiums written, net premiums earned, and net incurred losses in the years in which they are written.
Reinsurance contracts sold not meeting the established criteria for reinsurance accounting are recorded using the deposit
method.

Reinsurance premiums assumed are based on information provided by ceding companies supplemented by the Compa-
ny’s own estimates of premium when the Company has not received ceding company reports. The information used in
establishing these estimates is reviewed and subsequent adjustments are recorded in the period in which they are determined.
These premiums are earned over the coverage terms of the related reinsurance contracts and can range from one to three
years.

c) Policy acquisition costs

Policy acquisition costs consist of commissions, premium taxes, and underwriting and other costs that vary with, and are primar-
ily related to, the production of premium. A VOBA intangible asset is established upon the acquisition of blocks of long duration
contracts and represents the present value of estimated net cash flows for the contracts in force at the time of the acquisition.
Acquisition costs and VOBA, collectively policy acquisition costs, are deferred and amortized over the period in which the related
premiums are earned. For P&C contracts, this is generally ratably over the period in which premiums are earned. For long dura-
tion contracts, the Company amortizes policy acquisition costs over the estimated life of the contracts in proportion to premium
revenue recognized. Policy acquisition costs are reviewed to determine if they are recoverable from future income, including
investment income. If such costs are unrecoverable, they are expensed in the period this determination is made.

Advertising costs are expensed as incurred except for direct-response campaigns, principally related to A&H business pro-
duced by the Insurance – Overseas General segment, which are deferred and recognized over the expected future benefit period
in accordance with Statement of Position 93-7, Reporting on Advertising Costs. For individual direct-response marketing cam-
paigns that the Company can demonstrate have specifically resulted in incremental sales to customers and such sales have
probable future economic benefits, incremental costs directly related to the marketing campaigns are capitalized. Deferred mar-
keting costs are reviewed regularly for recoverability and amortized over five years, the expected economic future benefit period.
The expected future benefit period is evaluated periodically based on historical results and adjusted prospectively. The amount
of deferred marketing costs reported in deferred policy acquisition costs was $300 million, $282 million, and $216 million at
December 31, 2008, 2007, and 2006, respectively. The amortization expense for deferred marketing costs was $124 million,
$91 million, and $52 million for the years ended December 31, 2008, 2007, and 2006, respectively.

d) Reinsurance

The Company assumes and cedes reinsurance with other insurance companies to provide greater diversification of business and
minimize the net loss potential arising from large risks. Ceded reinsurance contracts do not relieve the Company of its primary
obligation to its policyholders.

For both ceded and assumed reinsurance, risk transfer requirements must be met in order to obtain reinsurance status for
accounting purposes, principally resulting in the recognition of cash flows under the contract as premiums and losses. To meet
risk transfer requirements, a reinsurance contract must include insurance risk, consisting of both underwriting and timing risk,
and a reasonable possibility of a significant loss for the assuming entity. To assess risk transfer for certain contracts, ACE gen-
erally develops expected discounted cash flow analyses at contract inception. If risk transfer requirements are not met, a
contract is accounted for using the deposit method. Deposit accounting requires that consideration received or paid be recorded

F-11



N O T E S T O C O N S O L I D A T E D F I N A N C I A L S T A T E M E N T S (continued)

ACE Limited and Subsidiaries

in the balance sheet as opposed to premiums written or losses incurred in the statement of operations and any non-refundable
fees earned based on the terms of the contract. Refer to Note 2 k).

Reinsurance recoverable includes the balances due from reinsurance companies for paid and unpaid losses and loss
expenses and future policy benefits that will be recovered from reinsurers, based on contracts in force, and is presented net of a
provision for uncollectible reinsurance determined based upon a review of the financial condition of the reinsurers and other
factors. The method for determining the reinsurance recoverable on unpaid losses and loss expenses incurred but not reported
(IBNR) involves actuarial estimates consistent with those used to establish the associated liability for unpaid loss and loss
expenses as well as a determination of the Company’s ability to cede unpaid losses and loss expenses under its existing
reinsurance contracts. The provision for uncollectible reinsurance is based on an estimate of the amount of the reinsurance
recoverable balance that the Company will ultimately be unable to recover due to reinsurer insolvency, a contractual dispute, or
any other reason. The valuation of this provision includes several judgments including certain aspects of the allocation of
reinsurance recoverable on IBNR claims by reinsurer and a default analysis to estimate uncollectible reinsurance. The primary
components of the default analysis are reinsurance recoverable balances by reinsurer, net of collateral, and default factors used
to determine the portion of a reinsurer’s balance deemed uncollectible. The definition of collateral for this purpose requires some
judgment and is generally limited to assets held in an ACE-only beneficiary trust, letters of credit, and liabilities held with the
same legal entity for which ACE believes there is a right of offset. The determination of the default factor is principally based on
the financial strength rating of the reinsurer. Default factors require considerable judgment and are determined using the current
financial strength rating, or rating equivalent, of each reinsurer as well as other key considerations and assumptions. The more
significant considerations include, but are not necessarily limited to, the following:
• For reinsurers that maintain a financial strength rating from a major rating agency, and for which recoverable balances are
considered representative of the larger population (i.e., default probabilities are consistent with similarly rated reinsurers and
payment durations conform to averages), the financial rating is based on a published source and the default factor is based on
published default statistics of a major rating agency applicable to the reinsurer’s particular rating class. When a recoverable is
expected to be paid in a brief period of time by a highly rated reinsurer, such as certain property catastrophe claims, a default
factor may not be applied;
• For balances recoverable from reinsurers that are both unrated by a major rating agency and for which management is
unable to determine a credible rating equivalent based on a parent, affiliate, or peer company, the Company determines a rat-
ing equivalent based on an analysis of the reinsurer that considers an assessment of the creditworthiness of the particular
entity, industry benchmarks, or other factors as considered appropriate. The Company then applies the applicable default fac-
tor for that rating class. For balances recoverable from unrated reinsurers for which the ceded reserve is below a certain
threshold, the Company generally applies a default factor of 25 percent;
• For balances recoverable from reinsurers that are either insolvent or under regulatory supervision, the Company establishes a
default factor and resulting provision for uncollectible reinsurance based on specific facts and circumstances surrounding each
company. Upon initial notification of an insolvency, the Company generally recognizes expense for a substantial portion of all
balances outstanding, net of collateral, through a combination of write-offs of recoverable balances and increases to the provi-
sion for uncollectible reinsurance. When regulatory action is taken on a reinsurer, the Company generally recognizes a default
factor by estimating an expected recovery on all balances outstanding, net of collateral. When sufficient credible information
becomes available, the Company adjusts the provision for uncollectible reinsurance by establishing a default factor pursuant to
information received; and
• For other recoverables, management determines the provision for uncollectible reinsurance based on the specific facts and
circumstances of that dispute.

The methods used to determine the reinsurance recoverable balance and related provision for uncollectible reinsurance
are regularly reviewed and updated and any resulting adjustments are reflected in earnings in the period identified.

Prepaid reinsurance premiums represent the portion of premiums ceded to reinsurers applicable to the unexpired cover-
age terms of the reinsurance contracts in force.

The value of reinsurance business assumed of $123 million and $137 million at December 31, 2008 and 2007,
respectively, included in Other assets in the accompanying consolidated balance sheets, represents the excess of estimated
ultimate value of the liabilities assumed under retroactive reinsurance contracts over consideration received. The value of
reinsurance business assumed is amortized and recorded to losses and loss expenses based on the payment pattern of the
losses assumed and ranges between 3 and 40 years. The unamortized value is reviewed regularly to determine if it is recover-
able based upon the terms of the contract, estimated losses and loss expenses, and anticipated investment income. Amounts
the Company deems unrecoverable are expensed in the period identified.
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e) Investments

Fixed maturity investments are classified as either available for sale or held to maturity. The available for sale portfolio is
reported at fair value. The held to maturity portfolio includes securities for which the Company has the ability and intent to
hold to maturity or redemption and is reported at amortized cost. Equity securities are classified as available for sale and are
recorded at fair value. Short-term investments comprise securities due to mature within one year of the date of purchase.
Short-term investments include certain cash and cash equivalents, which are part of investment portfolios under the manage-
ment of external investment managers.

Other investments principally comprise other direct equity investments, investment funds, limited partnerships, life
insurance policies, policy loans, and trading securities. Except for trading securities, other investments over which the Com-
pany cannot exercise significant influence are carried at fair value with changes in fair value recognized through accumulated
other comprehensive income. For these investments, investment income and realized gains are recognized as related dis-
tributions are received. Life insurance policies are carried at policy cash surrender value. Policy loans are carried at
outstanding balance. Trading securities are recorded on a trade date basis and carried at fair value. Unrealized gains and
losses on trading securities are reflected in net income.

Upon adopting Financial Accounting Standard (FAS) 155, Accounting for Certain Hybrid Financial Instruments – an

amendment of FASB Statements No. 133 and 140 (FAS 155) on January 1, 2007, ACE elected to apply the option provided
in FAS 155 related to hybrid financial instruments to $277 million of convertible bond investments that contain embedded
derivatives within ACE’s available for sale portfolio. Since the convertible bonds were previously carried at fair value, the elec-
tion did not have an effect on shareholders’ equity. However, the election resulted in a reduction of accumulated other
comprehensive income and an increase in retained earnings of $12 million as of January 1, 2007. The Company recognizes
these hybrid financial instruments at fair value with changes in fair value reflected in Net realized gains (losses).

Investments in partially-owned insurance companies primarily represent direct investments in which the Company has
significant influence and, as such, meet the requirements for equity accounting. The Company reports its share of the net
income or loss of the partially-owned insurance companies in Other (income) expense. Investments in partially-owned
insurance companies over which the Company does not exert significant influence are carried at fair value.

Realized gains or losses on sales of investments are determined on a first-in, first-out basis. Unrealized appreciation
(depreciation) on investments is included as a separate component of accumulated other comprehensive income in share-
holders’ equity. The Company regularly reviews its investments for other-than-temporary impairment based on: i) certain
indicators of an impairment, including the amount of time a security has been in a loss position, the magnitude of the loss
position, and whether the security is rated below an investment grade level; ii) the period in which cost is expected to be
recovered, if at all, based on various criteria including economic conditions, credit loss experience, and other issuer-specific
developments; and iii) the Company’s ability and intent to hold the security to the expected recovery period. If there is a
decline in a security’s net realizable value, a determination is made as to whether that decline is temporary or other-than-
temporary. If it is believed that a decline in value of a particular investment in the available for sale portfolio is temporary, the
decline is recorded as an unrealized loss in shareholders’ equity. If it is believed the decline is other-than-temporary, the
Company writes down the book value of the investment and records a realized loss in the consolidated statement of oper-
ations. For fixed maturity investments, the new cost basis is then accreted up to the amount recoverable based on anticipated
future cash flow through Net investment income.

With respect to securities where the decline in value is determined to be temporary and the security’s value is not written
down, a subsequent decision may be made to sell that security and realize a loss. Subsequent decisions on security sales are
the result of changing or unforeseen facts and circumstances (e.g., arising from a large insured loss such as a catastrophe),
deterioration of the credit-worthiness of the issuer or its industry, or changes in regulatory requirements. The Company believes
that subsequent decisions to sell such securities are consistent with the classification of the majority of the portfolio as avail-
able for sale.

The Company utilizes derivative instruments including futures, options, swaps, and foreign currency forward contracts for
the purpose of managing certain investment portfolio risk and exposures. Refer to Note 10. Derivatives are reported at fair
value and recorded in the accompanying consolidated balance sheets in Accounts payable, accrued expenses, and other
liabilities with changes in fair value included in Net realized gains (losses) in the consolidated statements of operations. Collat-
eral held by brokers equal to a percentage of the total value of open futures contracts is included in Short-term investments.

Net investment income includes interest and dividend income and amortization of fixed maturity market premiums and dis-
counts and is net of investment management and custody fees. For mortgage-backed securities, and any other holdings for which
there is a prepayment risk, prepayment assumptions are evaluated and revised as necessary. Any adjustments required due to the
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resultant change in effective yields and maturities are recognized prospectively. Prepayment fees or call premiums that are only
payable when a security is called prior to its maturity are earned when received and reflected in Net investment income.

The Company participates in a securities lending program operated by a third party banking institution whereby certain
assets are loaned out to qualified borrowers and from which the Company earns an incremental return. Borrowers of these
securities provide collateral, in the form of either cash or approved securities, of 102% of the fair value of the loaned secu-
rities. Each security loan is deemed to be an overnight transaction. Cash collateral is invested in a collateral pool which is
managed by the banking institution. The collateral pool is subject to written investment guidelines with key objectives which
include the safeguard of principal and adequate liquidity to meet anticipated redemptions. The fair value of the loaned secu-
rities is monitored on a daily basis, with additional collateral obtained or refunded as the fair value of the loaned securities
changes. The collateral is held by the third party banking institution, and the collateral can only be accessed in the event that
the institution borrowing the securities is in default under the lending agreement. As a result of these restrictions, the Company
considers its securities lending activities to be non-cash investing and financing activities. An indemnification agreement with
the lending agent protects the Company in the event a borrower becomes insolvent or fails to return any of the securities on
loan. The fair value of the securities on loan is included in fixed maturities and equity securities. The securities lending
collateral is reported as a separate line in total assets with a corresponding liability related to the Company’s obligation to
return the collateral plus interest.

Similar to securities lending arrangements, securities sold under reverse repurchase agreements are accounted for as col-
lateralized investments and borrowings and are recorded at the contractual repurchase amounts plus accrued interest. Assets
to be repurchased are the same, or substantially the same, as the assets transferred and the transferor, through right of sub-
stitution, maintains the right and ability to redeem the collateral on short notice. The fair value of the underlying securities is
included in fixed maturities and equity securities. In contrast to securities lending programs, the use of cash received is not
restricted. The Company reports its obligation to return the cash as short-term debt. Refer to Note 9.

Refer to Note 15 for a discussion on the determination of fair value for the Company’s various investment securities.

f) Cash

Cash includes cash on hand and deposits with an original maturity of three months or less at time of purchase. Cash held by
external money managers is included in Short-term investments.

g) Goodwill and other intangible assets

Goodwill represents the excess of the cost of acquisitions over the fair value of net assets acquired and is not amortized.
Goodwill is assigned at acquisition to the applicable reporting unit of the acquired entities giving rise to the goodwill. Goodwill
impairment tests are performed annually, or more frequently if circumstances indicate a possible impairment. The Company
estimates a reporting unit’s fair value using a consistently applied combination of the following models: an earnings multiple, a
book value multiple, a discounted cash flow or an allocated market capitalization model. The Company’s earnings and book
value models apply multiples of comparable publicly traded companies to forecasted earnings or book value of each reporting
unit and consider current market transactions. The discounted cash flow model applies a discount to estimated cash flows
including a terminal value calculation. The market capitalization model utilized allocates the Company’s market capitalization
to each reporting unit. Where appropriate, the Company considers the impact of a control premium. Goodwill recorded in
connection with investments in partially-owned insurance companies is recorded in Investments in partially-owned insurance
companies and is also measured for impairment annually.

Indefinite lived intangible assets are not subject to amortization. Finite lived intangible assets are amortized over their
useful lives, generally ranging from 5 to 15 years. The carrying amounts of intangible assets are regularly reviewed for
indicators of impairment. Impairment is recognized if the carrying amount is not recoverable from its undiscounted cash flows
and is measured as the difference between the carrying amount and fair value.

h) Unpaid losses and loss expenses

A liability is established for the estimated unpaid losses and loss expenses under the terms of, and with respect to, the Compa-
ny’s policies and agreements. These amounts include provision for both reported claims (case reserves) and IBNR claims. The
methods of determining such estimates and establishing the resulting liability are reviewed regularly and any adjustments are
reflected in operations in the period in which they become known. Future developments may result in losses and loss
expenses materially greater or less than recorded amounts.

Except for net loss and loss expense reserves of $106 million net of discount held at December 31, 2008, representing
structured settlements for which the timing and amount of future claim payments are reliably determinable, the Company does
not discount its P&C loss reserves. Structured settlements represent contracts purchased from life insurance companies primar-
ily to settle workers’ compensation claims, where payments to the claimant by the life insurance company are expected to be
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made in the form of an annuity. The Company retains the liability to the claimant in the event that the life insurance company
fails to pay. At December 31, 2008, the Company has a gross liability of $668 million for the amount due to claimants and
reinsurance recoverables of $562 million for amounts due from the life insurance companies. For structured settlement con-
tracts where payments are guaranteed regardless of claimant life expectancy, the amounts recoverable from the life insurance
companies are included in Other Assets, as they do not meet the requirements for reinsurance accounting. As of
December 31, 2008, there was $106 million included in Other Assets relating to structured settlements.

Included in unpaid losses and loss expenses are liabilities for A&E claims and expenses. These unpaid losses and loss
expenses are principally related to claims arising from remediation costs associated with hazardous waste sites and bodily-
injury claims related to asbestos products and environmental hazards. The estimation of these liabilities is particularly sensitive
to changes in the legal environment, including specific settlements that may be used as precedents to settle future claims.
However, ACE does not anticipate future changes in laws and regulations in setting its A&E reserve levels.

Prior period development arises from changes to loss estimates recognized in the current year that relate to loss reserves
first reported in previous calendar years and excludes the effect of losses from the development of earned premiums from pre-
vious accident years. For purposes of analysis and disclosure, management views prior period development to be changes in
the nominal value of loss estimates from period to period and excludes changes in loss estimates that do not arise from the
emergence of claims, such as those related to uncollectible reinsurance, interest, unallocated loss adjustment expenses, or
foreign currency. Accordingly, specific items excluded from prior period development include the following: gains/losses related
to foreign currency translation; losses recognized from the early termination or commutation of reinsurance agreements that
principally relate to the time value of money; changes in the value of reinsurance business assumed reflected in losses
incurred but principally related to the time value of money; and losses that arise from changes in estimates of earned pre-
miums from prior accident years. Except for foreign currency revaluation, which is disclosed separately, these items are
included in current year losses.

i) Future policy benefits

The development of long duration contract reserves requires management to make estimates and assumptions regarding
expenses, mortality, morbidity, persistency, and investment yields. Such estimates are primarily based on historical experience
and information provided by ceding companies and include a margin for adverse deviation. Interest rates used in calculating
reserves range from one percent to seven percent at December 31, 2008 and 2007. Actual results could differ materially from
these estimates. Management monitors actual experience, and where circumstances warrant, will revise its assumptions and
the related reserve estimates. These revisions are recorded in the period they are determined.

j) Assumed reinsurance programs involving minimum benefit guarantees under annuity contracts

The Company reinsures various death and living benefit guarantees associated with variable annuities issued primarily in the
United States and Japan. Each reinsurance treaty covers variable annuities written during a limited period, typically not
exceeding two years. The Company generally receives a monthly premium during the accumulation phase of the covered
annuities (in-force) based on a percentage of the underlying accumulated account values. Depending on an annuitant’s age,
the accumulation phase can last many years. To limit the Company’s exposure under these programs, all reinsurance treaties
include aggregate claim limits and many include an aggregate deductible.

The guarantees which are payable on death, referred to as guaranteed minimum death benefits (GMDB), principally cover
shortfalls between accumulated account value at the time of an annuitant’s death and either i) an annuitant’s total deposits; ii)
an annuitant’s total deposits plus a minimum annual return; or iii) the highest accumulated account value attained during any
policy anniversary date. In addition, a death benefit may be based on a formula specified in the variable annuity contract that
uses a percentage of the growth of the underlying contract value. Liabilities for GMDBs are based on cumulative assessments
or premiums to date multiplied by a benefit ratio that is determined by estimating the present value of benefit payments and
related adjustment expenses divided by the present value of cumulative assessment or expected fees during the contract peri-
od. In the event the Company was to anticipate an ultimate loss on the business over the in-force period of the underlying
annuities, an additional liability would be established to recognize such losses.

Under reinsurance programs covering living benefit guarantees, the Company assumes the risk of guaranteed minimum
income benefits (GMIB) associated with variable annuity contracts. The GMIB risk is triggered if, at the time the contract
holder elects to convert the accumulated account value to a periodic payment stream (annuitize), the accumulated account
value is not sufficient to provide a guaranteed minimum level of monthly income. The Company’s GMIB reinsurance product
meets the definition of a derivative for accounting purposes and is carried at fair value with changes in fair value recognized in
income and classified as described below. As the assuming entity, the Company is obligated to provide coverage until the
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expiration of the underlying annuities. Premiums received under the reinsurance treaties are classified as premium. Expected
losses allocated to premiums received are classified as Future policy benefits and valued similar to GMDB reinsurance. Other
changes in fair value, principally arising from changes in expected losses allocated to expected future premiums, are classified
as Net realized gains (losses). Fair value represents exit price and thus includes a risk margin. The Company may recognize a
realized loss for other changes in fair value due to adverse changes in the capital markets (i.e., declining interest rates and/or
declining equity markets) and changes in policyholder behavior (i.e., increased annuitization or decreased lapse rates)
although the Company expects the business to be profitable. The Company believes this presentation provides the most mean-
ingful disclosure of changes in the underlying risk within the GMIB reinsurance programs for a given reporting period. Refer to
Note 5 c).

k) Deposit assets and liabilities

Deposit assets arise from ceded reinsurance contracts purchased that do not transfer significant underwriting or timing risk.
Under deposit accounting, consideration received or paid, excluding non-refundable fees, is recorded as a deposit asset or
liability in the balance sheet as opposed to ceded premiums and losses in the statement of operations. Interest income on
deposits, representing the consideration received or to be received in excess of cash payments related to the deposit contract,
is earned based on an effective yield calculation. The calculation of the effective yield is based on the amount and timing of
actual cash flows as of the balance sheet date and the estimated amount and timing of future cash flows. The effective yield is
recalculated periodically to reflect revised estimates of cash flows. When a change in the actual or estimated cash flows
occurs, the resulting change to the carrying amount of the deposit asset is reported as income or expense. Deposit assets of
$77 million and $131 million at December 31, 2008 and 2007, respectively, are reflected in Other assets in the balance
sheets and the accretion of deposit assets related to interest pursuant to the effective yield calculation is reflected in Net
investment income in the statement of operations.

Non-refundable fees are earned based on contract terms. Non-refundable fees paid but unearned are reflected in Other
assets in the balance sheet and earned fees are reflected in Other (income) expense in the statement of operations.

Deposit liabilities include reinsurance deposit liabilities of $310 million and $325 million and contract holder deposit
funds of $35 million and $26 million at December 31, 2008 and 2007, respectively. The reinsurance deposit liabilities arise
from contracts sold for which there is not a significant transfer of risk. At contract inception, the deposit liability equals net
cash received. An accretion rate is established based on actuarial estimates whereby the deposit liability is increased to the
estimated amount payable over the contract term. The deposit accretion rate is the rate of return required to fund expected
future payment obligations. The Company periodically reassesses the estimated ultimate liability and related expected rate of
return. Changes to the amount of the deposit liability are reflected as an adjustment to earnings to reflect the cumulative effect
of the period the contract has been in force, and by an adjustment to the future accretion rate of the liability over the remaining
estimated contract term.

Contract holder deposit funds represent a liability for investment contracts sold that do not meet the definition of an
insurance contract and are sold with a guaranteed rate of return. The liability equals accumulated policy account values,
which consist of the deposit payments plus credited interest, less withdrawals and amounts assessed through the end of the
period.

l) Translation of foreign currencies

Financial statements of the Company’s foreign divisions are valued in foreign currencies, referred to as the functional currency.
Functional currency assets and liabilities are translated into the reporting currency, U.S. dollars, using period end rates of
exchange and the related translation adjustments are recorded as a separate component of accumulated other comprehensive
income. Functional statement of operations amounts expressed in functional currencies are translated using average exchange
rates. Gains and losses resulting from foreign currency transactions are recorded in Net realized gains (losses).

m) Income taxes

Income taxes have been provided for in accordance with the provisions of FAS No. 109, Accounting for Income Taxes (FAS
109), for those operations which are subject to income taxes. Deferred tax assets and liabilities result from temporary differ-
ences between the amounts recorded in the consolidated financial statements and the tax basis of the Company’s assets and
liabilities. Refer to Note 8. The effect on deferred tax assets and liabilities of a change in tax rates is recognized in income in
the period that includes the enactment date. A valuation allowance against deferred tax assets is recorded if it is more likely
than not that all, or some portion, of the benefits related to deferred tax assets will not be realized. The valuation allowance
assessment considers tax planning strategies, where applicable.
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Beginning with the adoption of FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes – an inter-

pretation of FASB Statement No. 109 (FIN 48) as of January 1, 2007, the Company recognized uncertain tax positions
deemed more-likely-than-not of being sustained upon examination. Recognized income tax positions are measured at the larg-
est amount that is greater than 50 percent likely of being realized. Changes in recognition or measurement are reflected in the
period in which the change in judgment occurs. Prior to the adoption of FIN 48, the Company recognized the effect of income
tax positions if such positions were probable of being sustained.

n) Earnings per share

Basic earnings per share is calculated using the weighted-average shares outstanding. All potentially dilutive securities includ-
ing unvested restricted stock and stock options are excluded from the basic earnings per share calculation. In calculating
diluted earnings per share, the weighted-average shares outstanding is increased to include all potentially dilutive securities.
Basic and diluted earnings per share are calculated by dividing net income available to common shareholders by the appli-
cable weighted-average number of shares outstanding during the year.

o) Cash flow information

Purchases, sales, and maturities of short-term investments are recorded net for purposes of the statements of cash flows and
are included with fixed maturities.

p) Derivatives

The Company recognizes all derivatives as either assets or liabilities in the consolidated balance sheets measured at fair value.
The Company participates in derivative instruments in two principal ways:
(i) To sell protection to customers as an insurance or reinsurance contract that meets the definition of a derivative under FAS
No. 133, Accounting for Derivative Instruments and Hedging Activities (FAS 133). For 2008 and 2007, the reinsurance of
GMIBs was the Company’s primary product falling into this category; and
(ii) To mitigate financial risks, principally arising from investment holdings, products sold, or assets and liabilities held in for-
eign currencies. For these instruments, changes in assets or liabilities measured at fair value are recorded as realized gains or
losses in the consolidated statement of operations.

The Company did not designate any derivatives as accounting hedges during 2008, 2007, or 2006.

q) Share-based compensation

The Company measures and records compensation cost for all share-based payment awards at grant-date fair value. Compen-
sation costs are recognized for share-based payment awards with only service conditions that have graded vesting schedules
on a straight-line basis over the requisite service period for each separately vesting portion of the award as if the award was, in
substance, multiple awards. Refer to Note 13.

r) New accounting pronouncements

Adopted in 2008

Fair value measurements
In September 2006, the FASB issued FAS No. 157, Fair Value Measurements (FAS 157). FAS 157 is effective for financial
statements issued for fiscal years beginning after November 15, 2007, and interim periods within those fiscal years. FAS 157
focuses on how to measure fair value and establishes a three-level hierarchy for both measurement and disclosure purposes.
The fair value hierarchy gives the highest priority to quoted prices in active markets and the lowest priority to unobservable
data. Under FAS 157, fair value measurements are separately disclosed by level within the fair value hierarchy. FAS 157 does
not expand the use of fair value measurement to any new circumstances. The Company adopted FAS 157, in part, as of
January 1, 2008, and the cumulative effect of adoption resulted in a reduction to retained earnings of $4 million related to an
increase in risk margins included in the valuation of certain GMIB contracts. The Company fully adopted FAS 157 effective
January 1, 2009. For additional information regarding the partial adoption of FAS 157, refer to the following paragraph and
Note 15.

In February 2008, the FASB issued FSP FAS 157-2, Effective Date of FASB Statement No. 157 (FSP FAS 157-2),
which permits a one-year deferral of the application of FAS 157 for all non-financial assets and non-financial liabilities, except
those that are recognized or disclosed at fair value in the financial statements on a recurring basis (at least annually). FSP FAS
157-2 is effective in conjunction with FAS 157 for interim and annual financial statements issued after January 1, 2008.
Accordingly, the provisions of FAS 157 have not been applied to Goodwill and other intangible assets held by the Company
which are measured annually for impairment testing purposes only.
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In October 2008, the FASB issued FSP FAS 157-3, Determining Fair Value of a Financial Asset in a Market That is Not

Active (FSP FAS 157-3). FSP FAS 157-3 clarifies the application of FAS 157 in an inactive market and provides examples to
illustrate key considerations in determining the fair value of a financial asset in an inactive market. FSP FAS 157-3 is effective
for the Company for and from the three months ended September 30, 2008. The adoption of FSP FAS 157-3 did not have a
material impact on the Company’s financial condition or results of operations.

Fair value option for financial assets and financial liabilities
In February 2007, the FASB issued FAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities (FAS
159). FAS 159 permits an entity to irrevocably elect fair value on a contract-by-contract basis as the initial and subsequent
measurement attribute for many financial assets and liabilities and certain other items including insurance contracts. FAS 159
is effective for fiscal years beginning after November 15, 2007. Effective January 1, 2008, the Company elected the fair value
option for certain of its available for sale equity securities to simplify the accounting and oversight of this portfolio given the
portfolio management strategy employed by the external investment manager. Since the equity securities were previously car-
ried at fair value, the election did not have an effect on shareholders’ equity. However, the election resulted in an increase to
retained earnings and a reduction to accumulated other comprehensive income of $6 million ($9 million pre-tax) as of Jan-
uary 1, 2008. Subsequent to this election, changes in fair value related to these equity securities were recognized in Net
realized gains (losses) in the consolidated statement of operations. For additional information regarding the adoption of FAS
159, refer to Note 15.

Income tax benefits of dividends on share-based payment awards
In October 2006, the FASB issued Emerging Issues Task Force (EITF) Issue No. 06-11, Accounting for Income Tax Benefits

of Dividends on Share-Based Payment Awards (EITF 06-11). EITF 06-11 provides guidance on the treatment of realized
income tax benefits arising from dividend payments to employees holding equity shares, non-vested equity share units, and
outstanding equity share options. EITF 06-11 is applied prospectively to the income tax benefits of dividends on equity-
classified employee share-based payment awards that are declared in fiscal years beginning after December 15, 2007. The
adoption of EITF 06-11 did not have a material impact on the Company’s financial condition or results of operations.

The hierarchy of generally accepted accounting principles
In May 2008, the FASB issued FAS No. 162, The Hierarchy of Generally Accepted Accounting Principles (FAS 162). FAS
162 identifies the sources of accounting principles and the framework for selecting the principles to be used in the preparation
of financial statements of nongovernmental entities that are presented in conformity with GAAP. The adoption of FAS 162
effective September 28, 2008, did not have a material impact on the Company’s financial condition or results of operations.

Other-than-temporary impairments
In January 2009, the FASB issued FSP EITF No. 99-20-1, Amendments to the Impairment Guidance of EITF 99-20 (FSP
EITF 99-20-1). FSP EITF 99-20-1 amends EITF 99-20 to closer align its impairment guidance for purchased and retained
beneficial interests in securitized financial assets with FAS 115, Accounting for Certain Investments in Debt and Equity Secu-

rities. FSP EITF 99-20-1 is effective for interim and annual reporting periods ending after December 15, 2008. While ACE is
unable to quantify precisely the impact of adoption of FSP EITF 99-20-1, ACE does not believe it was material to the Compa-
ny’s financial condition and results of operations.

To be adopted after 2008

Business combinations
In December 2007, the FASB issued FAS No. 141 (Revised), Business Combinations (FAS 141R). FAS 141R establishes
standards that provide a definition of the “acquirer” and broaden the application of the acquisition method. FAS 141R also
establishes how an acquirer recognizes and measures the assets, liabilities, and any noncontrolling interest in the “acquiree”;
recognizes and measures goodwill or a gain from a bargain purchase; and requires disclosures that enable users to evaluate
the nature and financial effects of the business combination. FAS 141R shall be applied prospectively to business combina-
tions for which the acquisition date is on or after the beginning of the first annual reporting period beginning on or after
December 15, 2008. The adoption of FAS 141R may have a material impact on any future business combinations con-
summated by the Company, but will not have any effect on previously consummated business acquisitions.

In November 2008, the FASB issued EITF No. 08-7, Accounting for Defensive Intangible Assets (EITF 08-7). EITF 08-7
requires fair value be assigned to acquired defensive intangible assets in accordance with FAS 157 guidance. EITF 08-7 also
requires a useful life be assigned to a defensive intangible asset based on the period over which the reporting entity expects a
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defensive intangible asset to contribute directly or indirectly to future cash flows. EITF 08-7 is effective for intangible assets
acquired on or after the beginning of the first annual reporting period beginning on or after December 15, 2008. The Company
does not expect the adoption of EITF 08-7 to have a material impact on the Company’s financial condition or results of oper-
ations.

Noncontrolling interests
In December 2007, the FASB issued FAS No. 160, Noncontrolling Interests in Consolidated Financial Statements – an

Amendment of ARB No. 51 (FAS 160). FAS 160 establishes accounting and reporting standards that require that ownership
interests in subsidiaries held by parties other than the parent be presented in the consolidated statement of shareholders’
equity separately from the parent’s equity; the consolidated net income attributable to the parent and noncontrolling interest be
presented on the face of the consolidated statements of operations; changes in a parent’s ownership interest while the parent
retains controlling financial interest in its subsidiary be accounted for consistently; and sufficient disclosure that identifies and
distinguishes between the interests of the parent and noncontrolling owners. FAS 160 is effective for fiscal years, and interim
periods within those fiscal years, beginning on or after December 15, 2008. The Company does not expect the adoption of
FAS 160 to have a material impact on the Company’s financial condition or results of operations.

Disclosures about derivative instruments and hedging activities
In March 2008, the FASB issued FAS No. 161, Disclosures About Derivative Instruments and Hedging Activities (FAS 161).
FAS 161 establishes reporting standards that require enhanced disclosures about how and why derivative instruments are
used, how derivative instruments are accounted for under FAS 133, and how derivative instruments affect an entity’s financial
position, financial performance, and cash flows. FAS 161 is effective for fiscal years, and interim periods within those fiscal
years, beginning on or after November 15, 2008.

Determination of the useful life of intangible assets
In April 2008, the FASB issued FASB Staff Position (FSP) No. FAS 142-3, Determination of the Useful Life of Intangible

Assets (FSP FAS 142-3). FSP FAS 142-3 amends the factors considered in developing assumptions used to determine the
useful life of an intangible asset under FAS No. 142, Goodwill and Other Intangible Assets (FAS 142). The intent of FSP FAS
142-3 is to improve the consistency between the useful life of a recognized intangible asset under FAS 142 and the period of
expected cash flows used to measure the fair value of the asset under FAS 141R and other applicable accounting literature.
FSP FAS 142-3 is effective for financial statements issued for fiscal years beginning after December 15, 2008, and must be
applied prospectively to intangible assets acquired after the effective date. The Company does not expect the adoption of FSP
FAS 142-3 to have a material impact on the Company’s financial condition or results of operations.

Financial guarantee insurance contracts
In May 2008, the FASB issued FAS No. 163, Accounting for Financial Guarantee Insurance Contracts – An interpretation of

FASB Statement No. 60 (FAS 163). FAS 163 requires that an insurance enterprise recognize a claim liability prior to an event
of default when there is evidence that credit deterioration has occurred in an insured financial obligation. It also clarifies how
FAS No. 60, Accounting and Reporting by Insurance Enterprises, applies to financial guarantee insurance contracts, including
the recognition and measurement to be used to account for premium revenue and claim liabilities, and requires expanded dis-
closures about financial guarantee insurance contracts. FAS 163 is effective for financial statements issued for fiscal years
beginning after December 15, 2008, except for some disclosures about the insurance enterprise’s risk management activities.
FAS 163 requires that disclosures about the risk management activities of the insurance enterprise be effective for the first
period beginning after issuance. Except for those disclosures, earlier application is not permitted. ACE’s exposure to FAS 163 is
principally through its equity method investment in Assured Guaranty Ltd. The Company is currently evaluating the impact, if
any, of adoption of FAS 163 on its financial condition or results of operations.

Earnings per share
In June 2008, the FASB issued FSP EITF 03-6-1, Determining Whether Instruments Granted in Share-Based Payment

Transactions Are Participating Securities (FSP EITF 03-6-1). FSP EITF 03-6-1 provides additional guidance in the calculation
of earnings per share under FAS No. 128, Earnings Per Share, and requires unvested share-based payment awards that con-
tain non-forfeitable rights to dividends or dividend equivalents (whether paid or unpaid) to be included in the computation of
earnings per share pursuant to the two-class method. FSP EITF 03-6-1 is effective for fiscal years, and interim periods within
those fiscal years, beginning after December 15, 2008. The Company does not expect the adoption of FSP EITF 03-6-1 to
have a material impact on the Company’s financial condition or results of operations.
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Equity method accounting
In November 2008, the FASB issued EITF No. 08-6, Equity Method Investment Accounting Considerations (EITF 08-6). EITF
08-6 provides guidance for equity method accounting for specific topics. EITF 08-6 requires an equity method investor
account for share issuances, and resulting dilutive effect, by an investee as if the investor had sold a proportionate share of its
investment with the resulting gain or loss recognized in earnings. EITF 08-6 is effective for fiscal years, and interim periods
within those fiscal years, beginning on or after December 15, 2008. The Company expects the adoption of EITF 08-6 to have
a material impact on the Company’s result of operations in 2009 due to expected share issuances by Assured Guaranty Ltd.
Refer to Note 4 d).

3. Acquisition

On April 1, 2008, ACE acquired all outstanding shares of Combined Insurance and certain of its subsidiaries from Aon for
$2.56 billion. Combined Insurance 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. This acquis-
ition has diversified the Company’s A&H distribution capabilities by adding a significant agent base, while almost doubling the
A&H franchise.

ACE recorded the acquisition using the purchase method of accounting. The consolidated financial statements include the
results of Combined Insurance from April 1, 2008. The most significant intangible asset attributable to the acquisition is the
value of business acquired (VOBA). VOBA represents the fair value of the future profits of the in-force long duration contracts
and is amortized in relation to the profit emergence of the underlying contracts, in a manner similar to deferred acquisition
costs, over a period of approximately 30 years. The VOBA calculation is based on many factors including mortality, morbidity,
persistency, investment yields, expenses, and the discount rate with the discount rate being the most significant factor. The
acquisition also generated $883 million of goodwill (most, if not all, of which is expected to be deductible for income tax
purposes) and $45 million of other intangible assets based on ACE’s purchase price allocation. Goodwill was apportioned to
the Life Insurance and Reinsurance and Insurance – Overseas General segments in the amounts of $686 million and $197
million, respectively. Refer to Note 6. ACE financed the transaction through a combination of available cash ($811 million),
reverse repurchase agreements ($1 billion), and new private and public long-term debt ($750 million). Refer to Note 9.

The following table summarizes ACE’s best estimate of fair value of the assets acquired and liabilities assumed from
Combined Insurance at April 1, 2008. Upon the adoption of FAS 157, ACE elected to defer the fair value guidance applicable
to valuing nonfinancial assets and nonfinancial liabilities that are not recognized or disclosed at fair value on a recurring basis.
Accordingly, FAS 157 was not used to determine the fair values of the nonfinancial assets acquired and the nonfinancial
liabilities assumed in this business combination. ACE does not expect significant changes, if any, that would be material to its
financial position, results of operations, or cash flows upon adoption of FAS 157 for nonfinancial assets and liabilities.

Condensed Balance Sheet of Combined Insurance at April 1, 2008
(in millions of U.S. dollars)

Assets

Investments and cash $ 3,000

Insurance and reinsurance balances receivable 116

Reinsurance recoverable on losses and loss expenses 33

Reinsurance recoverable on future policy benefits 261

Value of business acquired 1,040

Goodwill and other intangible assets 928

Other assets 136

Total assets $ 5,514

Liabilities and Shareholder’s Equity

Unpaid losses and loss expenses $ 386

Unearned premiums 46

Future policy benefits 2,272

Other liabilities 270

Total liabilities 2,974

Total shareholder’s equity 2,540

Total liabilities and shareholder’s equity $ 5,514
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The following table presents unaudited pro forma information for the years ended December 31, 2008, 2007, and 2006,
assuming the acquisition of Combined Insurance occurred on January 1st of each of the respective years. The pro forma
financial information is presented for informational purposes only and is not necessarily indicative of the operating results that
would have occurred had the acquisition been consummated at the beginning of each period presented, nor is it necessarily
indicative of future operating results. Significant assumptions used to determine pro forma operating results include amor-
tization of VOBA and other intangible assets and recognition of interest expense associated with debt financing used to effect
the acquisition.

(in millions of U.S. dollars) (unaudited) 2008 2007 2006

Pro forma:
Net premiums earned $ 13,596 $ 13,823 $ 13,200
Total revenues $ 14,064 $ 15,830 $ 14,832
Net income $ 1,234 $ 2,767 $ 2,347
Diluted earnings per share $ 3.64 $ 8.24 $ 7.03

4. Investments

a) Fixed maturities

The fair values and amortized costs of and the gross unrealized appreciation (depreciation) related to fixed maturities at
December 31, 2008 and 2007, are as follows:

2008 2007

(in millions of
U.S. dollars)

Amortized
Cost

Gross
Unrealized

Appreciation

Gross
Unrealized

Depreciation Fair Value
Amortized

Cost

Gross
Unrealized

Appreciation

Gross
Unrealized

Depreciation Fair Value

Available for sale

U.S. Treasury and
agency $ 1,991 $ 133 $ (2) $ 2,122 $ 2,020 $ 56 $ (3) $ 2,073

Foreign 8,625 278 (529) 8,374 7,418 109 (98) 7,429
Corporate securities 10,093 89 (1,121) 9,061 9,669 130 (138) 9,661
Mortgage-backed

securities 10,958 221 (1,019) 10,160 12,680 160 (29) 12,811
States, municipalities,

and political
subdivisions 1,442 38 (42) 1,438 1,207 10 (7) 1,210

$ 33,109 $ 759 $ (2,713) $ 31,155 $ 32,994 $ 465 $ (275) $ 33,184

Held to maturity

U.S. Treasury and
agency $ 862 $ 61 $ – $ 923 $ 868 $ 24 $ – $ 892

Foreign 38 1 (1) 38 63 – – 63
Corporate securities 405 2 (15) 392 505 3 (4) 504
Mortgage-backed

securities 877 11 (62) 826 921 4 (3) 922
States, municipalities,

and political
subdivisions 678 9 (1) 686 630 4 – 634

$ 2,860 $ 84 $ (79) $ 2,865 $ 2,987 $ 35 $ (7) $ 3,015

Mortgage-backed securities issued by U.S. government agencies are combined with all other to be announced mortgage
derivatives held (refer to Note 10 a) (iii)) and are included in the category, “Mortgage-backed securities”. Approximately 63
percent and 58 percent, respectively, of the total mortgage-backed securities at December 31, 2008 and 2007, are repre-
sented by investments in U.S. government agency bonds. The remainder of the mortgage exposure consists of collateralized
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mortgage obligations and non-government mortgage-backed securities, the majority of which provide a planned structure for
principal and interest payments and carry a rating of AAA by the major credit rating agencies.

Fixed maturities at December 31, 2008 and 2007, by contractual maturity, are shown below. Expected maturities could differ
from contractual maturities because borrowers may have the right to call or prepay obligations, with or without call or prepay-
ment penalties.

2008 2007

(in millions of U.S. dollars) Fair Value Amortized Cost Fair Value Amortized Cost

Available for sale; maturity period

Due in 1 year or less $ 1,047 $ 1,047 $ 1,192 $ 1,176
Due after 1 year through 5 years 9,706 9,868 8,970 8,867
Due after 5 years through 10 years 6,867 7,330 6,643 6,635
Due after 10 years 3,375 3,906 3,568 3,636

20,995 22,151 20,373 20,314
Mortgage-backed securities 10,160 10,958 12,811 12,680

$ 31,155 $ 33,109 $ 33,184 $ 32,994

Held to maturity; maturity period

Due in 1 year or less $ 327 $ 325 $ 322 $ 321
Due after 1 year through 5 years 1,401 1,364 1,325 1,309
Due after 5 years through 10 years 227 212 376 367
Due after 10 years 84 82 70 69

2,039 1,983 2,093 2,066
Mortgage-backed securities 826 877 922 921

$ 2,865 $ 2,860 $ 3,015 $ 2,987

b) Equity securities

The fair value, cost of, and gross unrealized appreciation (depreciation) on equity securities at December 31, 2008 and 2007,
are as follows:

(in millions of U.S. dollars) 2008 2007

Equity securities – cost $ 1,132 $ 1,618
Gross unrealized appreciation 74 311
Gross unrealized depreciation (218) (92)

Equity securities – fair value $ 988 $ 1,837

c) Other investments

Other investments over which the Company cannot exercise significant influence are carried at fair value with changes in fair
value reflected in other comprehensive income. Partially-owned investment companies over which the Company has significant
influence are carried under the equity method of accounting. Life insurance policies are carried at policy cash surrender value.
Policy loans are carried at outstanding balance. Trading securities are carried at fair value with changes in fair value reflected in
net income. At December 31, 2008, trading securities included $37 million of equity securities and $9 million of fixed matur-
ities, compared with $54 million and $5 million, respectively, at December 31, 2007. The Company maintains rabbi trusts, the
holdings of which include all of these life insurance policies and trading securities. Refer to Note 12 f).

F-22



N O T E S T O C O N S O L I D A T E D F I N A N C I A L S T A T E M E N T S (continued)

ACE Limited and Subsidiaries

Other investments at December 31, 2008 and 2007, are as follows:
2008 2007

(in millions of U.S. dollars) Fair Value Cost Fair Value Cost

Investment funds $ 305 $ 244 $ 347 $ 227
Limited partnerships 680 812 482 427
Partially-owned investment companies 109 120 61 71
Life insurance policies 74 74 88 88
Policy loans 52 52 – –
Trading securities 46 55 59 49
Other 96 11 103 18

Total $ 1,362 $ 1,368 $ 1,140 $ 880

Investment funds include one highly diversified funds investment as well as several direct funds that employ a variety of
investment styles such as long/short equity, global macro, and credit arbitrage. Included in limited partnerships and partially-
owned investment companies are 47 individual limited partnerships covering a broad range of investment strategies including
large cap buyouts, specialist buyouts, growth capital, distressed, mezzanine, real estate, and co-investments. The underlying
portfolio consists of various public and private debt and equity securities of publicly traded and privately held companies and
real estate assets. The underlying investments across various partnerships, geographies, industries, asset types, and invest-
ment strategies provide risk diversification within the limited partnership portfolio and the overall investment portfolio.

d) Investments in partially-owned insurance companies

Investments in partially-owned insurance companies at December 31, 2008 and 2007, are comprised of the following:
2008 2007

(in millions of U.S. dollars, except
percentages)

Carrying
Value

Issued Share
Capital

Ownership
Percentage

Carrying
Value

Issued
Share

Capital
Ownership
Percentage Domicile

Freisenbruch-Meyer $ 9 $ 5 40.0% $ 9 $ 5 40.0% Bermuda
Intrepid Re Holdings Limited 84 0.2 38.5% 80 0.2 38.5% Bermuda
Huatai Insurance Company 215 202 21.3% 192 188 22.1% China
Assured Guaranty Ltd. 397 0.9 21.0% 392 0.8 23.9% Bermuda
Rain and Hail Insurance Services, Inc. 110 533 20.7% 81 403 20.2% United

States
Huatai Life Insurance Company 13 88 11.3% 15 46 20.0% China
Island Heritage 4 27 11.0% 4 27 11.0% Cayman

Islands

Total $ 832 $ 856.1 $ 773 $ 670

Assured Guaranty Ltd. is a Bermuda-based holding company which provides, through its operating subsidiaries, credit
enhancement products to the public finance, structured finance, and mortgage markets. Credit enhancement products are
financial guarantees or other types of support, including credit derivatives, designed to improve the credit of underlying debt
obligations. Using a quoted market price, the fair value of the Company’s investment in Assured Guaranty Ltd. was $218 mil-
lion and $508 million at December 31, 2008 and 2007, respectively.

On November 14, 2008, Assured Guaranty Ltd. announced a definitive agreement to purchase Financial Security Assur-
ance, Inc. (FSA) from Dexia SA for a purchase price of $722 million. The acquisition is expected to close in March 2009. EITF
08-6 requires ACE account for Assured Guaranty Ltd.’s issuance of shares, and resulting dilutive effect, as if the Company had
sold a proportionate share of the investment. Assuming completion of the planned share issuances, ACE will no longer be
deemed to exert significant influence over Assured Guaranty Ltd. and must account for the investment as an available-for-sale
equity security in accordance with FAS 115. FAS 115 requires that ACE then carry the Assured Guaranty Ltd. investment at
fair value with any unrealized gains and losses reflected in other comprehensive income. Assuming Assured Guaranty Ltd.
completes its share issuances associated with the FSA acquisition, the Company will be required to reflect the unrealized loss
on this investment (i.e., $179 million as of December 31, 2008) as a reduction in shareholders’ equity, a portion of which
will be recognized as a realized loss in accordance with EITF 08-6 and a portion of which will be reflected in other compre-
hensive income in accordance with FAS 115.
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Huatai Insurance Company and Huatai Life Insurance Company are China-based entities which provide a range of P&C,
life, and investment products.

e) Gross unrealized loss

As of December 31, 2008, there were 7,468 fixed maturities out of a total of 14,758 fixed maturities in an unrealized loss
position. The largest single unrealized loss in the fixed maturities was $28.6 million. There were 682 equity securities out of a
total of 956 equity securities in an unrealized loss position. The largest single unrealized loss in the equity securities was $9.3
million. Most of the fixed maturities in an unrealized loss position were investment grade, below investment grade, and
mortgage-backed securities for which fair value declined primarily due to widening credit spreads.

The following tables summarize, for all securities in an unrealized loss position at December 31, 2008 and 2007
(including securities on loan), the aggregate fair value and gross unrealized loss by length of time the security has continuously
been in an unrealized loss position.

0 – 12 Months Over 12 Months Total

December 31, 2008
(in millions of U.S. dollars) Fair Value

Gross
Unrealized Loss Fair Value

Gross
Unrealized Loss Fair Value

Gross
Unrealized Loss

U.S. Treasury and agency $ 605 $ (2.5) $ – $ – $ 605 $ (2.5)

Foreign 2,488 (335.7) 587 (194.4) 3,075 (530.1)

Corporate securities 5,815 (884.2) 1,228 (251.3) 7,043 (1,135.5)

Mortgage-backed securities 4,242 (880.0) 319 (200.1) 4,561 (1,080.1)

States, municipalities, and
political subdivisions 331 (23.1) 109 (20.5) 440 (43.6)

Total fixed maturities 13,481 (2,125.5) 2,243 (666.3) 15,724 (2,791.8)

Equity securities 694 (217.7) 13 (0.5) 707 (218.2)

Other investments 508 (175.9) 58 (17.3) 566 (193.2)

Total $ 14,683 $ (2,519.1) $ 2,314 $ (684.1) $ 16,997 $ (3,203.2)

Included in the “0 – 12 Months” and “Over 12 Months” aging categories at December 31, 2008, are fixed maturities held to
maturity with combined fair values of $729 million and $105 million, respectively. The associated gross unrealized losses
included in the “0 – 12 Months” and “Over 12 Months” aging categories are $59 million and $20 million, respectively. Fixed
maturities in a gross unrealized loss position for over 12 months principally comprise investment grade securities where
management anticipates recovery to the amortized cost basis in the near-term and has the ability and intent to hold to recov-
ery. For mortgage-backed securities in a gross unrealized loss position for over 12 months, management also considered credit
enhancement in concluding the securities were not other-than-temporarily impaired. Other investments in a gross unrealized
loss position for over 12 months principally comprise investments in limited partnerships with diversified underlying portfolios
where management anticipates recovery in the near-term and has the ability and intent to hold to recovery. Gross unrealized
gains as of December 31, 2008 were $1.1 billion.

0 – 12 Months Over 12 Months Total

December 31, 2007
(in millions of U.S. dollars) Fair Value

Gross
Unrealized Loss Fair Value

Gross
Unrealized Loss Fair Value

Gross
Unrealized Loss

U.S. Treasury and agency $ 193 $ (2.5) $ 31 $ (0.1) $ 224 $ (2.6)
Foreign 3,435 (97.3) 135 (0.9) 3,570 (98.2)
Corporate securities 3,951 (138.5) 235 (3.6) 4,186 (142.1)
Mortgage-backed securities 2,967 (29.8) 139 (1.7) 3,106 (31.5)
States, municipalities, and

political subdivisions 569 (7.1) 16 (0.2) 585 (7.3)

Total fixed maturities 11,115 (275.2) 556 (6.5) 11,671 (281.7)
Equity securities 589 (92.5) – – 589 (92.5)
Other investments 101 (16.3) – – 101 (16.3)

Total $ 11,805 $ (384.0) $ 556 $ (6.5) $ 12,361 $ (390.5)
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Included in the “0 – 12 Months” and “Over 12 Months” aging categories at December 31, 2007, are fixed maturities held to
maturity with combined fair values of $361 million and $318 million, respectively. The associated gross unrealized losses
included in the “0 – 12 Months” and “Over 12 Months” aging categories are $3 million and $4 million, respectively. Gross
unrealized gains as of December 31, 2007 were $1.1 billion.

Each quarter, the Company reviews all of its securities in an unrealized loss position (impaired securities), including fixed
maturity securities, securities on loan, equity securities, and other investments, to identify those impaired securities to be spe-
cifically evaluated for a potential other-than-temporary impairment (OTTI).

The Company reviews its investments for OTTI based on the following:
• for fixed maturities, the issuer’s financial condition and the Company’s assessment (using available market information) of its
ability to make future scheduled principal and interest payments on a timely basis;
• the amount of time a security has been in a loss position, the magnitude of the loss position, and whether the security is
rated below an investment grade level;
• the period in which cost is expected to be recovered, if at all, based on various criteria including economic conditions, credit
loss experience, and other issuer-specific developments;
• the Company’s ability and intent to hold the security to the expected recovery period; and
• equity securities in an unrealized loss position for twelve consecutive months were generally impaired.

Prior to the third quarter of 2008, the Company considered the following by type of security:

Fixed maturities and equity securities, including securities on loan
A security that meets any of the following criteria is evaluated for a potential OTTI:
• securities that have been in a loss position for the previous eleven consecutive months;
• those securities that have been in a loss position for the previous nine consecutive months and market value is less than 70
percent of amortized cost, or cost for equity securities;
• those securities that are rated below investment grade by at least one major rating agency; or
• those securities subject to EITF 99-20, Recognition of Interest Income and Impairment on Purchased Beneficial Interests

and Beneficial Interests That Continue to Be Held by a Transferor in Securitized Financial Assets, with contractual cash flows
including asset-backed securities, whenever there is an adverse change in the amount or timing of cash flows or indications of
a change in credit.

The Company evaluates all other fixed maturity and equity securities for a potential OTTI when the unrealized loss at the
balance sheet date exceeds a certain scope, based on both a percentage (i.e., market value is less than 70 percent of amor-
tized cost, or cost for equity securities) and aggregate dollar decline, and/or certain indicators of an OTTI are present including:
• a significant economic event has occurred that is expected to adversely affect the industry in which the issuer participates;
• recent issuer-specific news that is likely to have an adverse affect on operating results and cash flows; or
• a missed or late interest or principal payment related to any debt issuance.

For those securities identified as having a potential OTTI based on the above criteria, the Company estimates a reasonable
period of time in which market value is expected to recover to a level in excess of cost, if at all. For fixed maturity securities,
factors considered include:
• the degree to which any appearance of impairment is attributable to an overall change in market conditions such as interest
rates rather than changes in the individual factual circumstances and risk profile of the issuer;
• the performance of the relevant industry sector;
• the nature of collateral or other credit support;
• whether an issuer is current in making principal and interest payments on the debt securities in question;
• the issuer’s financial condition and the Company’s assessment (using available market information) of its ability to make
future scheduled principal and interest payments on a timely basis; and
• current financial strength or debt rating, analysis, and guidance provided by rating agencies and analysts.

For equity securities, factors considered include:
• whether the decline appears to be related to general market or industry conditions or is issuer-specific; and
• the financial condition and near-term prospects of the issuer, including specific events that may influence the issuer’s oper-
ations.

Securities will be assessed to have an OTTI if it is probable that cost will not be recovered or the Company does not have
the ability and specific intent to hold the security until its expected recovery. The Company lacks this ability and intent when
such a determination would be inconsistent with management’s investment objectives such as maximizing total return.
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Other investments
With respect to other investments that are not traded in a public market, such as venture capital investment funds, the portfo-
lio managers, as well as the Company’s internal valuation committee, consider a variety of factors in determining whether or
not the investment should be evaluated for OTTI. Indicators of impairment include:
• the fund has reported losses for two consecutive fiscal years;
• a significant economic event has occurred that is expected to adversely affect an industry which the fund has significant
exposure to; and
• recent issuer-specific news that is expected to adversely affect a significant holding in the fund.

For those investments identified as having a possible OTTI, the Company determines a reasonable period of time in which
market value is expected to recover to a level in excess of cost, if at all. Factors considered include:
• recent trends in financial performance and future expectations of financial performance based on the underlying assets held
in the portfolio and market conditions affecting those assets;
• an analysis of whether fundamental deterioration has occurred; and
• the fund’s most recent financing event.

These investments will be assessed to have an OTTI if cost is not expected to be recovered or it is concluded that the
Company does not have the ability and specific intent to hold the security until its expected recovery.

Refinement of the OTTI process
Given recent market conditions, and in light of recent general guidance from the SEC and the FASB regarding the application
of existing guidance during stressed market conditions, beginning with the third quarter of 2008, the Company has qual-
itatively evaluated its application of the parameters under which it considers a decline in value to be other-than-temporary.
Similar to prior quarterly and annual periods, the Company evaluated investments in its portfolio where cost exceeded fair
value and made certain judgments as to its ability to recover its cost. The analysis beginning with the third quarter of 2008,
required the Company to consider carefully the duration and severity of decline and the root causes thereof. Specifically, the
Company further evaluated whether declines were related to temporary liquidity concerns and current market conditions, and
therefore more likely to be temporary, or were instead related to specific credit events or issuer performance, and therefore
more likely to be other-than-temporarily impaired.

In general, and in consideration of the severity of decline across equity and fixed income markets resulting from extreme
investor risk aversion, the Company allowed for a higher severity of decline in its analysis given the disconnect between issuer
fundamentals and global equity and fixed income market prices. Also, the Company considered that virtually all securities in
an unrealized loss position for a duration of less than six months as of December 31, 2008 had declined principally as a result
of the financial market crisis that escalated in the third quarter of 2008. Further, for securities in an unrealized loss position for
greater than six months, the Company considered whether the severity of the unrealized loss increased significantly since the
third quarter in assessing the qualitative aspects of the duration of loss. Using this refined evaluation process resulted in a
lower dollar value of investments in an unrealized loss position being deemed other-than-temporarily impaired in comparison
to the previous evaluation process. Given the judgments involved in its OTTI process, the Company is unable to quantify the
impact of refining its methodology. The Company believes the underlying issuer fundamentals and credit quality of the portfolio
support the use of its modified approach.

When there is an OTTI, the Company records a write-down to estimated fair value, which reduces the cost basis. The new
cost basis of an impaired security is not adjusted for subsequent increases in estimated fair value. For fixed maturity invest-
ments, the discount (or reduced premium) based on the new cost basis is accreted into net investment income and included
in income in future periods based upon the amount and timing of expected future cash flows of the security.

For certain purchased and retained beneficial interests in securitized financial assets, the Company adopted FSP EITF 99-
20-1, effective December 31, 2008. Accordingly, the Company included consideration of management’s judgment of the best
estimate of cash flows, in contrast to prior periods when market participant assumptions about future cash flows were applied
in assessing whether an adverse change in the amount or timing of cash flows exists. While the Company is unable to quantify
the impact of adoption of FSP EITF 99-20-1, the Company does not believe it was material to the Company’s financial con-
dition or results of operations.
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Securities lending transactions
The Company engages in a securities lending program, which involves lending investments to other institutions for short peri-
ods of time. The Company invests the collateral received in short-term funds of high credit quality with the objective of
maintaining a stable principal balance. During the third and fourth quarters of 2008 certain investments in the money market
mutual funds purchased with the securities lending collateral declined in value resulting in a $66 million unrealized loss. The
unrealized loss is attributable to fluctuations in market values of the underlying performing debt instruments held by the
respective mutual funds, rather than default of a debt issuer. The Company concluded that the decline in value was temporary.

f) Net realized gains (losses) and change in net unrealized appreciation (depreciation) on investments

Net realized gains (losses) and the change in net unrealized appreciation (depreciation) on investments for the years ended
December 31, 2008, 2007, and 2006, are as follows:

(in millions of U.S. dollars) 2008 2007 2006

Fixed maturities
Gross realized gains $ 654 $ 257 $ 131
Gross realized losses (740) (232) (153)
Other-than-temporary impairments (760) (123) (198)

(846) (98) (220)

Equity securities
Gross realized gains 140 200 182
Gross realized losses (241) (22) (9)
Other-than-temporary impairments (248) (16) (10)

(349) 162 163

Other investments gains 1 39 34
Write-down of other investments (56) (2) (6)
Foreign currency gains (losses) 23 4 (13)
Futures, option contracts, and swaps (3) (19) (18)
Fair value adjustment on insurance derivative (650) (185) –
S&P put option 164 22 (22)
Other derivative instruments 83 16 7
Sale of certain run-off reinsurance subsidiaries – – (23)

Net realized gains (losses) (1,633) (61) (98)

Change in net unrealized appreciation (depreciation) on investments
Fixed maturities available for sale (2,089) 51 139
Fixed maturities held to maturity (2) (3) (5)
Equity securities (363) (122) 114
Other investments (313) 73 101
Investments in partially-owned insurance companies 8 25 4
Income tax (expense) benefit 457 (23) (63)

Change in net unrealized appreciation (depreciation) on investments (2,302) 1 290

Total net realized gains (losses) and change in net unrealized appreciation
(depreciation) on investments $ (3,935) $ (60) $ 192

The increased level of gross realized gains and losses in 2008 was due to risk reduction efforts in reaction to specific
credit events associated with the credit crisis in the second half of the year and in connection with the internally financed
acquisition of Combined Insurance.

g) Net investment income

Net investment income for the years ended December 31, 2008, 2007, and 2006, was derived from the following sources:

(in millions of U.S. dollars) 2008 2007 2006

Fixed maturities $ 1,972 $ 1,773 $ 1,463
Short-term investments 109 130 119
Equity securities 93 68 57
Other (20) 25 26

Gross investment income 2,154 1,996 1,665
Investment expenses (92) (78) (64)

Net investment income $ 2,062 $ 1,918 $ 1,601
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h) Restricted assets

The Company is required to maintain assets on deposit with various regulatory authorities to support its insurance and
reinsurance operations. These requirements are generally promulgated in the statutory regulations of the individual juris-
dictions. The assets on deposit are available to settle insurance and reinsurance liabilities. The Company also utilizes trust
funds in certain large transactions where the trust funds are set up for the benefit of the ceding companies and generally take
the place of letter of credit (LOC) requirements. The Company also has investments in segregated portfolios primarily to provide
collateral or guarantees for LOCs and debt instruments described in Notes 9 and 10. At December 31, 2008, restricted assets
of $10.9 billion are included in fixed maturities and short-term investments. The remaining balance is included in equity secu-
rities and cash. The components of the fair value of the restricted assets at December 31, 2008 and 2007, are as follows:

(in millions of U.S. dollars) 2008 2007

Deposits with U.S. regulatory authorities $ 1,165 $ 1,069
Deposits with non-U.S. regulatory authorities 1,863 2,101
Other pledged assets 805 510
Trust funds 7,712 5,775

$ 11,545 $ 9,455

5. Reinsurance

a) Consolidated reinsurance

The Company purchases reinsurance to manage various exposures including catastrophe risks. Although reinsurance agree-
ments contractually obligate the Company’s reinsurers to reimburse it for the agreed-upon portion of its gross paid losses, they
do not discharge the primary liability of the Company. The amounts for net premiums written and net premiums earned in the
consolidated statements of operations are net of reinsurance. Direct, assumed, and ceded premiums for the years ended
December 31, 2008, 2007, and 2006, are as follows:

(in millions of U.S. dollars) 2008 2007 2006

Premiums written
Direct $ 15,815 $ 14,464 $ 13,892
Assumed 3,427 3,276 3,509
Ceded (6,162) (5,761) (5,371)

Net $ 13,080 $ 11,979 $ 12,030

Premiums earned
Direct $ 16,087 $ 14,673 $ 13,562
Assumed 3,260 3,458 3,461
Ceded (6,144) (5,834) (5,198)

Net $ 13,203 $ 12,297 $ 11,825

For the years ended December 31, 2008, 2007, and 2006, the Company recorded reinsurance recoveries on losses and loss
expenses incurred of $3.3 billion, $3.5 billion, and $2.8 billion, respectively.
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b) Reinsurance recoverable on ceded reinsurance

The composition of the Company’s reinsurance recoverable on losses and loss expenses and future policy benefits at
December 31, 2008 and 2007, is as follows:

(in millions of U.S. dollars) 2008 2007

Reinsurance recoverable on unpaid losses and loss expenses $ 13,386 $ 13,990
Provision for uncollectible reinsurance on unpaid losses and loss expenses (451) (470)

Reinsurance recoverable on unpaid losses and loss expenses, net of a provision for uncollectible
reinsurance 12,935 13,520

Reinsurance recoverable on paid losses and loss expenses 1,122 1,050
Provision for uncollectible reinsurance on paid losses and loss expenses (140) (216)

Net reinsurance recoverable on losses and loss expenses $ 13,917 $ 14,354

Reinsurance recoverable on future policy benefits $ 259 $ 8

The Company evaluates the financial condition of its reinsurers and potential reinsurers on a regular basis and also monitors
concentrations of credit risk with reinsurers. The provision for uncollectible reinsurance is required principally due to the failure
of reinsurers to indemnify ACE, primarily because of disputes under reinsurance contracts and insolvencies. Provisions have
been established for amounts estimated to be uncollectible.

The following table shows a breakdown of the Company’s reinsurance recoverable on paid losses and loss expenses at
December 31, 2008 and 2007.

2008 2007

Category
(in millions of U.S. dollars)

Recoverable
Amount Provision

% of
Recoverable

Amount
Recoverable

Amount Provision

% of
Recoverable

Amount

General collections $ 782 $ 30 3.8% $ 774 $ 43 5.6%
Other 340 110 32.4% 276 173 62.7%

Total $ 1,122 $ 140 12.5% $ 1,050 $ 216 20.6%

General collections balances represent amounts in the process of collection in the normal course of business for which the
Company has no indication of dispute or credit-related issues.

The other category includes amounts recoverable that are in dispute or are from companies who are in supervision,
rehabilitation, or liquidation for the Brandywine Group and active operations. The Company’s estimation of this reserve consid-
ers the merits of the underlying matter, the credit quality of the reinsurer, and whether the Company has received collateral or
other credit protections such as multi-beneficiary trusts and parental guarantees.

The following tables provide a listing, at December 31, 2008, of the categories of the Company’s reinsurers. The first
category, largest reinsurers, represents all reinsurers where the gross recoverable exceeds one percent of ACE’s total share-
holders’ equity. The provision for uncollectible reinsurance for the largest reinsurers, other reinsurers rated A- or better, and
other reinsurers with ratings lower than A- is principally based on an analysis of the credit quality of the reinsurer and
collateral balances. Other pools and government agencies include amounts backed by certain state and federal agencies. In
certain states, insurance companies are required by law to participate in these pools. Structured settlements include annuities
purchased from life insurance companies to settle claims. Since the Company retains the ultimate liability in the event that the
life company fails to pay, it reflects the amount as a liability and a recoverable for GAAP purposes. Other captives include
companies established and owned by the Company’s insurance clients to assume a significant portion of their direct insurance
risk from the Company (they are structured to allow clients to self-insure a portion of their insurance risk). It is generally the
Company’s policy to obtain collateral equal to expected losses; where appropriate, exceptions are granted but only with review
and approval at a senior officer level. The final category, other, includes amounts recoverable that are in dispute or are from
companies that are in supervision, rehabilitation, or liquidation. The Company establishes its provision for uncollectible
reinsurance in this category based on a case by case analysis of individual situations including credit and collateral analysis
and consideration of the Company’s collection experience in similar situations.
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Breakdown of Reinsurance Recoverable
(in millions of U.S. dollars) 2008 Provision % of Gross

Categories

Largest reinsurers $ 9,189 $ 144 1.6%

Other reinsurers balances rated A- or better 1,966 26 1.3%

Other reinsurers balances with ratings lower than A- or not rated 553 125 22.6%

Other pools and government agencies 142 10 7.0%

Structured settlements 561 20 3.6%

Other captives 1,515 13 0.9%

Other 582 253 43.5%

Total $ 14,508 $ 591 4.1%

Largest Reinsurers
AGRI General Ins Co Fairfax Financial National Workers Compensation
American International Group Federal Crop Insurance Corp Reinsurance Pool
Berkshire Hathaway Insurance Group Hartford Insurance Group Partner Re
Chubb Insurance Group HDI Re Group (Hannover Re) Swiss Re Group
Equitas Lloyd’s of London WR Berkley Corp
Everest Re Group Munich Re Group XL Capital Group

c) Assumed reinsurance programs involving minimum benefit guarantees under annuity contracts

The presentation of income and expenses relating to GMDB and GMIB reinsurance for the years ended December 31, 2008,
2007, and 2006, is as follows:

(in millions of U.S. dollars) 2008 2007 2006

GMDB

Net premiums earned $ 124 $ 125 $ 104
Future policy benefits $ 183 $ 49 $ 45

GMIB

Net premiums earned $ 150 $ 107 $ 95
Future policy benefits $ 31 $ 27 $ (1)
Realized gains (losses) $ (650) $ (185) $ –

Gain (loss) recognized in income $ (531) $ (105) $ 96
Effect of partial adoption of FAS 157 $ 4 $ – $ –
Net cash received $ 150 $ 107 $ 95
Net decrease (increase) in liability $ (685) $ (212) $ 1

At December 31, 2008, reported liabilities for GMDB and GMIB reinsurance were $248 million and $910 million,
respectively, compared with $137 million and $225 million, respectively, at December 31, 2007. The reported liability for
GMIB reinsurance in 2008 and 2007 includes a fair value adjustment of $811 million and $157 million, respectively.
Reported liabilities for both GMDB and GMIB reinsurance are determined using internal valuation models. Such valuations
require considerable judgment and are subject to significant uncertainty. The valuation of these products is subject to fluctua-
tions arising from, among other factors, changes in interest rates, changes in equity markets, changes in credit markets and,
for GMIB reinsurance, changes in the allocation of the investments underlying annuitant’s account value and assumptions
regarding future policyholder behavior. These models and the related assumptions are continually reviewed by management
and enhanced, as appropriate, based upon improvements in modeling assumptions and availability of more timely
information, such as market conditions and demographics of in-force annuities.
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GMDB reinsurance

At December 31, 2008, the Company’s net amount at risk from its GMDB reinsurance programs was $4.7 billion, compared
with $1.5 billion at December 31, 2007. For GMDB reinsurance programs, the net amount at risk is defined as the present
value of future claim payments under the following assumptions:
• policy account values and guaranteed values are fixed at December 31, 2008;
• there are no lapses or withdrawals;
• mortality according to 100 percent of the Annuity 2000 mortality table; and
• future claims are discounted in line with the discounting assumption used in the calculation of the SOP reserve averaging
between three to four percent.

At December 31, 2008, if all of the Company’s cedants’ policyholders covered under GMDB reinsurance agreements
were to die immediately, the total claim amount payable by the Company, taking into account all appropriate claims limits,
would be approximately $1.2 billion. As a result of the annual claim limits on the GMDB reinsurance agreements the claims
payable are lower in this case than if all the policyholders were to die over time, all else equal.

GMIB reinsurance

At December 31, 2008, the Company’s net amount at risk from its GMIB reinsurance programs was $2.1 billion, compared
with $14 million at December 31, 2007. For GMIB the net amount at risk is defined as the present value of future claim
payments under the following assumptions:
• policy account values and guaranteed values are fixed at December 31, 2008;
• there are no deaths, lapses, or withdrawals;
• policyholders annuitize at a frequency most disadvantageous to ACE (e.g. annuitization at a level that maximizes claims
taking into account the treaty limits) under the terms of the Company’s reinsurance contracts;
• for annuitizing policyholders, the notional amount of the GMIB claim is calculated using interest rates in line with those used
in calculating the SOP reserve; and
• future claims are discounted in line with the discounting assumption used in the calculation of the SOP reserve averaging
between three to four percent.

The average attained age of all policyholders reinsured, weighted by the guaranteed value of each reinsured policy, is
approximately 65.

6. Goodwill and other intangible assets

Prior to 2008, the Company included intangible assets other than goodwill in Other assets in the consolidated balance sheet.
Effective June 30, 2008, the Company presents the aggregate balance of these intangible assets and goodwill in Goodwill and
other intangible assets. ACE reclassified other intangible assets from Other assets in the prior year financial statements to con-
form to the current year presentation.

As discussed in Note 3, the acquisition of Combined Insurance generated $883 million of goodwill and $45 million of
other intangible assets based on ACE’s purchase price allocation.

The following table details movements in Goodwill by reporting segment for the year ended December 31, 2008.

Insurance –
North American

Insurance –
Overseas General

Global
Reinsurance

Life Insurance
and Reinsurance

ACE
Consolidated

Balance, beginning of year $ 1,192 $ 1,174 $ 365 $ — $ 2,731
Acquisition of Combined Insurance — 197 — 686 883
Foreign exchange revaluation — (38) — — (38)
Other 13 33 — — 46

Balance, end of year $ 1,205 $ 1,366 $ 365 $ 686 $ 3,622

At December 31, 2008, the balance of other intangible assets of $125 million includes intangible assets subject to amor-
tization and intangible assets not subject to amortization totaling $47 million and $78 million, respectively. Intangible assets
subject to amortization include trademarks, agency relationships, software, client lists, and renewal rights, primarily attribut-
able to the acquisition of Combined Insurance. The majority of the balance of intangible assets not subject to amortization
related to Lloyd’s Syndicate 2488 capacity. Amortization expense related to other intangible assets amounted to $12 million,
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$2 million, and $2 million for the years ended December 31, 2008, 2007, and 2006, respectively. Other intangible assets
amortization expense is estimated to be between approximately $7 million and $9 million for each of the next five fiscal years.
The table below presents a roll forward of VOBA for the year ended December 31, 2008.

(in millions of U.S. dollars)
December 31,

2008

Balance, beginning of year $ –

Acquisition of Combined Insurance 1,040

Amortization expense (84)

Foreign exchange (133)

Balance, end of year $ 823

Estimated amortization expense related to VOBA for the next five years is expected to be as follows:

(in millions of U.S. dollars)
Year ending

December 31

2009 $ 89
2010 77
2011 68
2012 61
2013 56

Total $ 351

7. Unpaid losses and loss expenses

Property and casualty

The Company establishes reserves for the estimated unpaid ultimate liability for losses and loss expenses under the terms of its
policies and agreements. These reserves include estimates for both claims that have been reported and for IBNR, and include
estimates of expenses associated with processing and settling these claims. The process of establishing reserves for P&C
claims can be complex and is subject to considerable variability as it requires the use of informed estimates and judgments.
The Company’s estimates and judgments 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. The Company continually evaluates its
estimates of reserves in light of developing information and in light of discussions and negotiations with its insureds. While the
Company believes that its reserves for unpaid losses and loss expenses at December 31, 2008, are adequate, new information
or trends may lead to future developments in ultimate losses and loss expenses significantly greater or less than the reserves
provided. Any such revisions could result in future changes in estimates of losses or reinsurance recoverable, and would be
reflected in the Company’s results of operations in the period in which the estimates are changed.
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The reconciliation of unpaid losses and loss expenses for the years ended December 31, 2008, 2007, and 2006, is as
follows:

(in millions of U.S. dollars) 2008 2007 2006

Gross unpaid losses and loss expenses, beginning of year $ 37,112 $ 35,517 $ 35,055
Reinsurance recoverable on unpaid losses (13,520) (13,509) (14,597)

Net unpaid losses and loss expenses, 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, 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, end of year $ 37,176 $ 37,112 $ 35,517

Net losses and loss expenses incurred include $814 million, $217 million, and $12 million, of net favorable prior period devel-
opment in the years ended December 31, 2008, 2007, and 2006, respectively.

Insurance – North American

Insurance – North American incurred net favorable prior period development of $351 million in 2008, representing 2.4 per-
cent of the segment’s net unpaid loss and loss expense reserves at December 31, 2007. The net prior period development in
2008 was the net result of several underlying favorable and adverse movements, driven by the following principal changes:
• Net favorable development of $131 million on long-tail business, including:

• Adverse development of $15 million in the national accounts workers’ compensation portfolios comprised two items of
significance. First, favorable development of $47 million arising on accident year 2007, due to the absence of multi-
claimant events such as industrial accidents. The majority of the exposure for these perils falls under the national
accounts high deductible and excess product lines. This exposure is evaluated on an annual basis, after the accident year
has closed, allowing for the late reporting or identification of significant losses and for an initial assessment of the accident
year. The review in 2008 of potential 2007 events, coupled with the initial assessment of the accident year has led to a
decrease in the estimate of the required provision for these claims. Second, adverse development of $62 million relating
to 2003 and prior accident years. This development was the direct result of reported loss activity greater than expected in
the prior review. During the past year, a targeted open case reserve review was conducted by claims staff which resulted
in a number of material case reserve increases that were not anticipated in the prior estimates of ultimate loss;
• Favorable development of $32 million in Insurance – North American’s national accounts commercial auto and general
liability product lines comprised two items of significance. First, favorable development of $19 million was mainly from
accident years 2003 and prior for exposures written on an excess basis. The combination of continued lower than
expected reported incurred loss activity for the 2001-2003 accident years as well as increased weighting on loss
development reserving methods, as these years mature, has driven the majority of the improvement in projected ultimate
losses. Second, favorable development of $13 million relating to the 1999-2002 accident years primarily on a block of
runoff programs comprising general liability, auto liability, and workers’ compensation product coverages. This favorable
development was a result of lower than expected paid and case incurred development observed in the most recent reserve
review which resulted in lower selected ultimate loss projections;
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• Adverse development of $10 million related to higher than expected loss and allocated loss adjustment expense activity
on reported claims in Insurance – North American’s small and middle market guaranteed cost workers’ compensation
portfolios, primarily affecting the 2005 and 2006 accident years. Recent case activity on these portfolios through calendar
year 2007 and into 2008 was higher than expectations and led to adjustments to the estimates of ultimate loss accord-
ingly. Prior estimates relied heavily on industry benchmarks including average severity trends;
• Adverse development of $29 million on a portfolio of primary casualty business written by ACE Westchester impacting
the 2002-2004 accident years. This adverse activity was a function of higher than expected loss and allocated expenses
on business that has a heavy concentration of exposure to commercial contractors. In the past few quarters, both paid
and incurred development patterns for the tail period beyond 60 months have developed worse than industry benchmark
factors which formed the basis for the projections in prior analyses;
• Favorable development of $19 million on excess casualty and umbrella business in the ACE Westchester unit primarily
impacting accident years 2002-2004. This favorable activity was a function of a shift in weighting from expected loss
based reserving methods to direct projections of ultimate losses as this long tailed exposure begins to mature for these
accident periods;
• Adverse development of $10 million on an ACE Bermuda professional lines claim in accident year 2001 as a result of a
review in 2008, that identified significant erosion below the attachment;
• Adverse development of $29 million on the portfolio of Defense Base Acts workers’ compensation coverage (covers
employees of U.S. government contractors overseas). Insurance – North American experienced higher than expected
incurred loss development since the last reserve study concentrated in the 2006 and 2007 accident years. The majority
of the development was related to increases in case reserves on known claims for these accident years, and recorded in
2008. These increases were judged to be more than claim acceleration and resulted in significant increases in the 2006
and 2007 accident year ultimate loss projections given the immaturity of the impacted accident years and long-tail nature
of the portfolio;
• Favorable development of $46 million on medical risk business, primarily the hospital professional liability portfolio for
the 2004 and 2005 accident years. Coverage is provided on a claims-made basis and both paid and case incurred loss
activity since the last review have been favorable relative to expected. As these accident periods have matured, the Com-
pany has gradually increased the weight applied to experience-based methods, including the Bornhuetter-Ferguson
method, and placing less weight on the initial expected loss ratio method;
• Favorable development of $34 million in Insurance – North American’s management and professional liability product
lines. This development was the net result of favorable development totaling $117 million associated with the 2005 and
prior accident years and adverse development of $81 million with respect to the 2007 accident year. The favorable prior
period development was a function of a review of all open claims in the retail management liability operation and a
reassessment of the potential ultimate exposure on these claims. This reassessment of exposure and the maturation of
these accident periods supported increasing the weight given to experience based loss projections. The adverse develop-
ment relating to the 2007 accident year is due solely to a claim-by-claim review of exposures impacted by the ongoing
credit crisis including but not limited to sub-prime mortgages. These claim file reviews occurred during the 2008 calendar
year as facts and circumstances surrounding these exposures continued to emerge and develop;
• Favorable development of $51 million on the long-tail exposures in Insurance – North American’s Canadian P&C oper-
ations, principally arising in the 2005 accident year on excess casualty, umbrella, and directors and officers (D&O)
product lines. Actual paid and case incurred loss activity has been lower than expected since the prior analysis. In addi-
tion, the Company has increased the weighting given to experience-based methods from the initial expected loss ratio
method as these accident years mature;
• Favorable development of $68 million for accident years 2003-2006 due to the expiration of a large, multi-year
insurance contract written in the ACE Financial Solutions business unit. This contract included a significant per occur-
rence limit excess of a high attachment point. Coverage was provided on an integrated occurrence basis requiring notice
of an event during the policy period. The Company completed a detailed claims audit in the fourth quarter of 2008 which
led to an adjustment to the booked loss and loss expense reserves;
• Adverse development of $51 million on runoff casualty reserves, including asbestos and environmental, in the Brandy-
wine and ACE Westchester business units following completion of the internal ground-up review of asbestos and
environmental liabilities for the most significant policyholders identified to date. This adverse development arose from
several sources, the principal one of which was as a result of increased defense costs in litigating traditional tort defenses
on asbestos cases; and

F-34



N O T E S T O C O N S O L I D A T E D F I N A N C I A L S T A T E M E N T S (continued)

ACE Limited and Subsidiaries

• Favorable development of $16 million relating to the completion of account reconciliations that identified duplicate loss
processing, over processed coinsurance, and unregistered reinsurance recoveries.

• Net favorable development of $220 million on short-tail business, including:
• Favorable development of $116 million on ACE Westchester crop/hail business relating to the recording of the 2007
crop year bordereau received in 2008;
• Adverse development totaling $33 million relating to increases in the estimates of losses for the 2005 hurricanes primar-
ily in ACE Westchester property ($23 million) and ACE Financial Services International (ACE FSI) ($10 million). The ACE
Westchester development was due primarily to settlement on several excess policies above the prior case reserves, result-
ing in higher estimates of ultimate loss. The claims handling associated with the 2005 hurricanes involved complex and
unique causation and coverage issues. These issues continue to be present and may have a further adverse impact on
financial results, which may be material. The ACE FSI development was due to adverse development on a retrocessional
program following a review of the program’s claim circumstances;
• Favorable development of $13 million relating to lower than expected paid claims for the 2007 accident year on a
run-off portfolio of warranty business, mostly automobile extended warranty contracts. The change was driven primarily
by recognition of recent paid claim experience, as a percentage of earned premiums, which has been lower than the his-
torical averages used in prior analyses;
• Favorable development of $27 million on ACE Westchester property and inland marine businesses. This change was
due primarily to the fact that the reported incurred and paid loss activity for the 2007 accident year non-catastrophe
losses proved lower than anticipated based on historical loss development patterns;
• Favorable settlements of $15 million on ACE Bermuda property claims mainly in accident years 2005-2007 as a result
of favorable claims experience. A review of all open claims was performed in the fourth quarter of 2008, which concluded
that actual experience to date had been more favorable than the assumptions used to establish the reserves for the open
claims;
• Favorable development of $9 million mainly in accident years 2006 and 2007 for ACE Bermuda political risk. This line
is subject to review twice a year; during the fourth quarter 2008 review, the limited paid and case incurred loss activity
relative to assumptions and known events has been reflected by the releasing of $9 million of IBNR;
• Favorable development of $29 million on ACE USA’s property business, primarily associated with the 2007 accident
year, and a portfolio of diverse global exposures written on an excess basis. Reported loss activity during the 2008 year,
has been lower than anticipated in the prior review;
• Favorable development of $6 million in the Canadian P&C operations short-tail lines concentrated in the 2006 and
2007 accident years, covering multiple product lines including property and auto physical damage. Reported loss activity
on these product lines was lower than expected;
• Favorable development of $6 million on the ACE USA commercial marine product lines primarily with respect to the
2002-2005 accident years. The favorable development was concentrated in the marine hull product line where loss
development and/or emergence during the 2008 calendar year were lower than expected; and
• Favorable development of $14 million on the ACE USA recreational marine business primarily associated with the
2007 accident year. Loss emergence and/or development during the 2008 calendar year were lower than historical aver-
ages used in prior projections.

Insurance – North American incurred net adverse prior period development of $9 million in 2007, representing 0.1 percent of
the segment’s net unpaid loss and loss expense reserves at December 31, 2006. The net prior period development in 2007
was the net result of several underlying favorable and adverse movements, driven by the following principal changes:
• Net favorable development of $13 million on long-tail business including:

• Adverse development of $21 million due to an adjustment made in 2006 relating to IBNR reserves on commuted
ceded reinsurance contracts, identified and resolved during 2007;
• Adverse development of $33 million on two related specialty claims from a runoff financial guaranty program affecting
accident year 2000 due to adverse judicial rulings rendered during the 2007 calendar year;
• Adverse development on the estimates of future allocated claims expense on two separate portfolios of workers’ compen-
sation insurance totaling $28 million. This change in estimate affected the national accounts workers’ compensation
business (principally accident years 2002-2004) and a runoff portfolio of workers’ compensation servicing carrier busi-
ness (covering accident years 1996 and prior). For the national accounts business, the change was principally in the high
deductible portfolio. Based on analyses completed during 2007, the tail factor for allocated loss adjustment expenses
(ALAE) as well as the ratios of ALAE to loss used in the projection methodologies were increased. Small movements in
these assumptions produce a leveraged increase in the loss estimates across a number of accident years;
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• Adverse development on the estimates of ultimate loss on a collection of runoff professional liability and medical pro-
grams totaling $20 million. This adverse development was the direct result of a review of all open claims that was
completed during 2007. This claims review identified a number of cases where adverse change in facts and circum-
stances led to a significant deviation from the estimates of ultimate claim value;
• Favorable development of $52 million in workers’ compensation business due to the absence of multi-claimant events
such as industrial accidents for the 2006 accident year. The majority of the exposure for these perils falls under the
national accounts high deductible line of business. The Company evaluates this exposure annually after the accident year
has closed allowing for the late identification of significant losses. The review in 2007 of potential 2006 accident year
losses led to a decrease in the estimate of the required provision for these claims;
• Favorable development in the estimate of ultimate loss and ALAE of $18 million in the surety business. This improve-
ment was heavily concentrated in the 2005 and 2006 accident years. In the 2007 calendar year, the level of late
reported claims and development on known claims for this portfolio was significantly below historical levels for this line of
business resulting in a reduction in all loss projection methods;
• Favorable development on the national accounts casualty business, primarily general liability, of $21 million for the
2002-2004 accident years. Development on these portfolios had been favorable relative to the original assumptions used
to price the products. Actual paid and incurred loss activity in 2007 was lower than assumed in prior projections and
estimates were modified accordingly; and
• Favorable development of $25 million on the foreign casualty portfolio for the 2004 and prior accident years. This was
partly due to an adjustment for a reserve established in 2006 for a single large claim, but also due to low levels of
reported and paid loss activity on the foreign captive business. This particular line has net exposure on a per occurrence
basis excess of high deductibles/self-insured retentions and an aggregate basis excess of an aggregate attachment point.
Expected loss emergence patterns used in the 2006 review projected higher loss development for the 2004 and prior
accident years than emerged during 2007 prompting a reduction in the projection of ultimate losses.

• Net adverse development of $22 million on short-tail business including:
• Adverse development totaling $115 million relating to increases in estimates of loss for the 2005 storms primarily in
the ACE Westchester operation but also some modest development in the offshore energy business. This development
was due primarily to a relatively small number of losses on excess policies with large exposed limits. These losses reached
settlement during 2007 for amounts in excess of the case reserves prompting adjustments to projections of ultimate loss-
es. The claims handling associated with the 2005 hurricanes had involved complex and unique causation and coverage
issues. These issues were present in 2007;
• Favorable development of $33 million on ACE Westchester crop/hail business. This was the direct effect of recording
the final settlement of the 2006 pool year from the bordereau received during the 2007 calendar year;
• Favorable development in the estimates of ultimate losses for first party lines including property and auto physical
damage in the ACE Canada operations totaling $18 million, affecting primarily the 2006 accident year. Incurred loss
development during calendar year 2007 on the 2006 accident year was lower than historical averages which formed the
basis for the prior projections. Given the relatively short reporting pattern for this business, the actual loss emergence was
assigned greater credibility and the ultimate loss estimates revised accordingly;
• Favorable development in the estimates of ultimate loss of $19 million on the Canadian A&H portfolio. Historical experi-
ence has been limited for this product line. Losses were originally recorded using an expected loss ratio method. Actual
loss emergence in calendar year 2007 has proven to be more favorable than prior projections. Given the relatively short
reporting pattern for this business, the actual loss emergence was assigned credibility and the ultimate loss estimates
revised accordingly; and
• Favorable development in the estimates of ultimate loss of $28 million on short tail, non-catastrophe losses in the ACE
Westchester property and inland marine product lines. Attritional incurred loss activity on the 2005 and 2006 accident
years in the 2007 calendar year was lower than historical averages which formed the basis for prior projections.

Insurance – North American experienced adverse prior period development of $65 million in 2006, representing 0.5 percent
of the segment’s net unpaid loss and loss expense reserves at December 31, 2005.
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Insurance – Overseas General

Insurance – Overseas General experienced net favorable prior period development of $304 million in 2008, representing 4.7
percent of the segment’s net unpaid loss and loss expense reserves at December 31, 2007. The net prior period development
for 2008 was the net result of several underlying favorable and adverse movements, driven by the following principal changes:
• Net favorable development of $131 million on long-tail business including:

• Favorable development of $159 million from accident years 2005 and prior in ACE International’s financial lines and
casualty (primary and excess) portfolios. Most of the reduction was in accident years 2002-2005 on financial lines,
primary casualty, and supported casualty excess. Additional excess releases were made in accident years 2001 and prior.
Actual paid and case incurred loss activity has been lower than expected since the prior year’s analysis. In addition, the
weighting given to experience-based methods has been increased from the initial expected loss ratio method as these
accident periods mature;
• Favorable development of $11 million in ACE Global Market financial lines. This was across a number of accident
years. The decrease was driven by a reliance on experience based methods which reflected favorable development in
2008 in the quicker developing financial lines of crime and professional indemnity; and
• Adverse development of $39 million on accident years 2006-2007, mainly in ACE International casualty portfolios fol-
lowing heavier than expected loss emergence. Actual major claim notices received in 2008 caused loss estimates on U.K.
excess casualty and Continental Europe financial lines to be increased. Loss projections for the Continental Europe casu-
alty portfolios also increased following adverse attritional claim activity (i.e. excluding catastrophes and large losses) in
one country and a large loss in another country.

• Net favorable development of $173 million on short-tail business including:
• Net favorable development of $113 million in ACE International property lines. This activity was focused mainly in
accident years 2003-2007 and the U.K. and Continental Europe regions. The releases in accident years 2003-2005
were partially due to case specific reserve reductions driven by new information obtained in 2008. Accident years 2006-
2007 were driven by favorable emergence relative to the expected development pattern as of the prior year end and
reliance on experience based methods for this short-tailed line;
• Favorable development on ACE International accident and health of $44 million. This was mainly from the U.K., Con-
tinental Europe, and Latin America regions in accident years 2003-2007. The decrease was driven by a combination of
favorable development in 2008 across all segments of this book and greater reliance on experience-based methods as the
accident years mature;
• Favorable development of $30 million for the ACE International marine book. This was mainly in accident years 2005-
2007 and in the Continental Europe and Latin America regions. Given the short-tailed nature of this line, experience –
based methods are the primary basis of carried reserves. Given the favorable loss emergence in 2008, reserves were
reduced to reflect this experience; and
• Adverse development of $14 million due to several major ACE Global Markets energy losses primarily for accident years
2006 and 2007. First notice for one of these losses was received in 2008, while the remainder of the increase arose on
previously notified claims that were subject in 2008 to a detailed claims review of individual event circumstances and
their associated coverages.

Insurance – Overseas General experienced net favorable prior period development of $192 million in 2007, representing 3.2
percent of the segment’s net unpaid loss and loss expense reserves at December 31, 2006. The net prior period development
for 2007 was the net result of several underlying favorable and adverse movements, driven by the following principal changes:
• Net favorable development of $53 million on long-tail lines of business, including:

• Net favorable development of $33 million in the 2006 and prior accident years for Insurance – Overseas General long-
tail lines, primarily casualty and financial lines. This favorable prior period development was in response to the annual
review of long-tail lines completed during 2007. There was $23 million of net favorable development for Insurance –
Overseas General on the 2003-2005 accident years driven by reductions in loss development method indications and
greater credibility being assigned to Bornhuetter-Ferguson projections versus expected loss ratio methods. This shift in
credibility weighting between reserving methods is common practice and allows for greater recognition of actual loss
emergence as accident years mature;
• Net favorable development of $20 million as a result of an update of the detailed annual evaluation of the excess
exposures in Insurance – Overseas General which comprised strengthening of $89 million in accident years 2003 and
prior and $45 million in accident year 2006, and a release of $154 million in accident years 2004 and 2005 ; and
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• Adverse development of $11 million in ACE Global Markets’ long-tail professional lines, primarily in accident years
1999-2003. This adverse prior period development was largely in response to claims department recommendations on
three accounts based on updated information received during the course of claim settlement in 2007.

• Net favorable development of $139 million on short-tail lines of business including:
• Favorable development of $84 million on short-tail property and fire lines primarily in the 2006 accident year in ACE
International. The favorable development during the past year was due in large part to shifting credibility away from
Bornhuetter-Ferguson methods and relying more heavily on loss development patterns as case incurred loss became a
more accurate predictor of ultimate loss. This shift in credibility tended to reduce indicated ultimate losses since, with
hindsight, the initial expected loss ratios have proven to be conservative;
• Favorable development of $13 million on 2005 hurricane losses in ACE Global Markets. This adjustment was due to
the fact that after 24 months of development, it was concluded that there would be no new reported claims;
• Favorable development of $30 million on specialty A&H primarily in the 2005 and 2006 accident years in ACE Europe.
This favorable prior period development followed the completion of the regular reserve review and was driven by better
than expected loss experience relative to prior reserving assumptions. The favorable experience arose across several coun-
tries with no particular underlying claim or loss emergence trend identifiable;
• Favorable development of $28 million on specialty marine, primarily in the 2005 and 2006 accident years in both ACE
International and ACE Global Markets. This favorable prior period development was largely in response to claims depart-
ment recommendations on several large claims based on updated information received during claim settlement in 2007;
and
• Adverse development of $9 million on specialty consumer lines, primarily in accident year 2006. This adverse develop-
ment was primarily driven by further deterioration of ACE International’s homeowner’s warranty business in Norway. The
indicated ultimate loss was revised upwards in 2007 in response to several key claim metrics underlying the reserve
estimate: number of reopened claims, loss adjustment expenses, and frequency and severity of late reported claims.

Insurance – Overseas General experienced net favorable prior period development of $72 million in 2006, representing 1.3
percent of the segment’s net unpaid loss and loss expense reserves at December 31, 2005.

Global Reinsurance

Global Reinsurance experienced net favorable prior period development of $159 million in 2008, representing 5.9 percent of
the segment’s net unpaid loss and loss expense reserves at December 31, 2007. The net prior period development recorded in
2008 was the net result of several underlying favorable and adverse movements.
• Net favorable development of $17 million on long-tail business across a number of lines and years including:

• Favorable prior period development of $30 million in treaty years 2003 and 2004 in ACE Tempest Re USA and ACE
Tempest Re Europe across a number of portfolios (professional liability, D&O, casualty, workers’ compensation catas-
trophe, and medical malpractice), offset by $16 million adverse development in treaty year 2007. The lower loss
estimates arose from the combined impact of continued favorable paid and case incurred loss trends and increased
weighting given to experience-based methods away from expectations as these treaty periods mature, while the 2007
treaty year development resulted from adverse incurred losses due to large loss development in casualty lines of business.

• Net favorable development of $142 million on short-tail business across a number of lines and years including:
• Favorable prior period development of $43 million primarily on treaty years 2006 and prior in ACE Tempest Re USA
across several portfolios. The development arose principally on property and the credit & surety line following completion
of reserve reviews in 2008. The property portfolio benefited from better than expected claim emergence, while the release
in the credit & surety line followed a detailed review of claims and associated recoveries, together with favorable loss
emergence;
• Favorable prior period development of $28 million primarily on treaty years 2006 and prior in ACE Tempest Re Europe
across several portfolios, principally property, marine and energy. This included $16 million property release on U.S. and
international property exposures and reflected lower than anticipated loss emergence; and
• Net favorable development of $71 million primarily on accident years 2002-2006 in ACE Tempest Re Bermuda’s prop-
erty catastrophe portfolio for claims from prior catastrophe events. The release followed a detailed review during the 2008
year of each event and each cedant’s coverage terms and reflected lower reported claim development than previously
anticipated.

Global Reinsurance experienced net favorable prior period development of $34 million in 2007, representing 1.3 percent of
the segment’s net unpaid loss and loss expense reserves at December 31, 2006. The net prior period development recorded in
2007 was the net result of several underlying favorable and adverse movements. The largest adverse movement was related to
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long-tail lines of business for ACE Tempest Re USA of $8 million mainly as a result of higher than expected claims reported in
2007 primarily for treaty years 2000-2005 for casualty and workers’ compensation business on several accounts. Favorable
movements of $42 million largely related to claim closings on short-tail property and other short-tail lines of business primarily
from treaty years 2005 and prior were recorded in 2007.

Global Reinsurance experienced net favorable prior period development of $5 million in 2006, representing 0.2 percent
of the segment’s net unpaid loss and loss expense reserves at December 31, 2005.

Asbestos and environmental (A&E) and other run-off liabilities

Included in the liabilities for losses and loss expenses are amounts for A&E. These A&E liabilities principally relate to claims
arising from bodily-injury claims related to asbestos products and remediation costs associated with hazardous waste sites.
The estimation of these liabilities is particularly sensitive to future changes in the legal, social, and economic environment. The
Company has not assumed any such future changes in setting the value of its A&E reserves, which include provisions for both
reported and IBNR claims.

The Company’s exposure to A&E claims principally arises out of liabilities acquired when it purchased Westchester Spe-
cialty in 1998 and the P&C business of CIGNA in 1999, with the larger exposure contained within the liabilities acquired in
the CIGNA transaction. In 1996, prior to the acquisition of the P&C business of CIGNA, the Pennsylvania Insurance Commis-
sioner approved a plan to restructure INA Financial Corporation and its subsidiaries (the Restructuring) which included the
division of Insurance Company of North America (INA) into two separate corporations: (1) an active insurance company that
retained the INA name and continued to write P&C business and (2) an inactive run-off company, now called Century
Indemnity Company (Century). As a result of the division, predominantly all A&E and certain other liabilities of INA were allo-
cated to Century and extinguished, as a matter of Pennsylvania law, as liabilities of INA. As part of the Restructuring, most
A&E liabilities of various U.S. affiliates of INA were reinsured to Century, and Century and certain other run-off companies
having A&E and other liabilities were contributed to Brandywine Holdings. As part of the 1999 acquisition of the P&C business
of CIGNA, the Company acquired Brandywine Holdings and its various subsidiaries. For more information refer to “Brandywine
Run-Off Entities” below.

During 2008, ACE conducted an internal, ground-up review of consolidated A&E liabilities as of December 31, 2007.
During the same period, a team of external actuaries performed an evaluation as to the adequacy of the reserves of Century.
This external review was conducted in accordance with the Brandywine Restructuring Order, which requires that an
independent actuarial review of Century’s reserves be completed every two years. Management takes full responsibility for the
estimation of its A&E liabilities. As a result of the Company’s internal review, the Company increased net loss reserves for the
Brandywine operations, including A&E, by $65 million, while the gross loss reserves increased by $143 million. The con-
clusions of the external review provided estimates of ultimate net Brandywine liabilities that are little changed from a
comparable study in 2006. The Company also decreased net loss reserves for Westchester Specialty’s A&E and other liabilities
by $13 million (net of reinsurance provided by NICO), while the gross loss reserves decreased by $10 million.

During 2007, the Company conducted an internal review of its consolidated A&E liabilities as of June 30, 2007. As a
result of the internal review, the Company concluded that its net loss reserves for the Brandywine operations, including A&E,
were adequate and, therefore, no change to the carried reserve was required. In 2006, a team of external actuaries performed
an evaluation as to the adequacy of the reserves of Century. The results of the external review were addressed with the Penn-
sylvania Insurance Department and no changes to statutory-basis loss reserves were deemed necessary.

The Company’s A&E reserves are not discounted, and do not reflect any anticipated future changes in the legal, social, or
economic environment, or any benefit from future legislative reforms.
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The table below presents a roll forward of the consolidated A&E loss reserves (excludes Other run-off liabilities), allocated
and unallocated loss expense reserves for A&E exposures, and the provision for uncollectible paid and unpaid reinsurance
recoverables for the year ended December 31, 2008.

Asbestos Environmental(2) Total

(in millions of U.S. dollars) Gross Net(1) Gross Net Gross Net

Balance, beginning of year $ 2,942 $ 1,482 $ 418 $ 393 $ 3,360 $ 1,875
Incurred activity 97 2 19 (2) 116 –
Payment activity (347) (99) (123) (75) (470) (174)
Foreign currency revaluation (63) (16) (4) (2) (67) (18)

Balance, end of year $ 2,629 $ 1,369 $ 310 $ 314 $ 2,939 $ 1,683

(1)The balance at December 31, 2007, was reduced by $10 million to reflect reserve reclassification between Asbestos and Other. Refer to “Westchester Specialty –
impact of NICO contracts on ACE’s run-off liabilities”.
(2)At December 31, 2008, net environmental reserves are higher than gross environmental reserves because they include the provision for uncollectible paid reinsurance
recoverables.

The A&E net loss reserves including allocated and unallocated loss expense reserves and provision for uncollectible
reinsurance at December 31, 2008, of $1.683 billion shown in the above table are comprised of $ 1.29 billion in reserves
held by Brandywine run-off companies, $122 million of reserves held by Westchester Specialty, $154 million of reserves held
by ACE Bermuda, and $117 million of reserves held by Insurance – Overseas General.

The net figures in the above table reflect third-party reinsurance other than reinsurance provided by National Indemnity
Company (NICO) under three aggregate excess of loss contracts described below (collectively, the NICO contracts). The Com-
pany excludes the NICO contracts as they cover non-A&E liabilities as well as A&E liabilities. The split of coverage provided
under the NICO contracts for A&E liabilities as compared to non-A&E liabilities is entirely dependant on the timing of the
payment of the related claims. The Company’s ability to make an estimate of this split is not practicable. The Company
believes, instead, that the A&E discussion is best provided excluding the NICO contracts, while separately discussing the NICO
contracts in relation to the total subject business, both A&E and non-A&E, covered by those contracts. With certain exceptions,
the NICO contracts provide coverage for the net A&E incurred losses and allocated loss expenses within the limits of coverage
and above ACE’s retention levels. These exceptions include losses arising from certain operations of Insurance – Overseas
General and participations by ACE Bermuda as a co-reinsurer or retrocessionaire in the NICO contracts.

Brandywine run-off – impact of NICO contracts on ACE’s run-off liabilities
As part of the acquisition of CIGNA’s P&C business, NICO provided $2.5 billion of reinsurance protection to Century on all

Brandywine loss and allocated loss adjustment expense reserves and on the A&E reserves of various ACE INA insurance sub-
sidiaries reinsured by Century (in each case, including uncollectible reinsurance). The benefits of this NICO contract (the
Brandywine NICO Agreement) flow to the other Brandywine companies and to the ACE INA insurance subsidiaries through
agreements between those companies and Century. The Brandywine NICO Agreement was exhausted on an incurred basis in
the fourth quarter of 2002.

The following table presents a roll forward of net loss reserves, allocated and unallocated loss expense reserves, and provi-
sion for uncollectible paid and unpaid reinsurance recoverables in respect of Brandywine operations only, including the impact
of the Brandywine NICO Agreement. The table presents Brandywine incurred activity for the year ended December 31, 2008.

Brandywine NICO
Coverage(2)

Net of NICO
Coverage(in millions of U.S. dollars) A&E(1) Other(1) Total

Balance, beginning of year $ 1,344 $ 1,089 $ 2,433 $ 1,630 $ 803
Incurred activity 61 6 67 – 67
Payment activity (115) (83) (198) (213) 15

Balance, end of year $ 1,290 $ 1,012 $ 2,302 $ 1,417 $ 885

(1) Other consists primarily of workers’ compensation, non-A&E general liability losses, and provision for uncollectible reinsurance on non-A&E business. The A&E and
Other balances were increased by $21 million and $25 million, respectively, at December 31, 2007, to more properly reflect unallocated loss adjustment expense
reserves as part of Brandywine. The Other reserve balance at December 31, 2007, was further increased by $24 million to reflect final activity on the fourth quarter
2007 NICO bordereau. As a result of these adjustments, the total A&E and Other balances at December 31, 2007, have been increased by $70 million.
(2) The balance at December 31, 2007, has been increased by $33 million to reflect final activity on the fourth quarter 2007 NICO bordereau.
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The incurred activity was primarily related to the internal review of consolidated A&E liabilities resulting in an increase to net
loss reserves for the Brandywine operations, including A&E, by $65 million, while the gross loss reserves increased by $143
million.

Westchester Specialty – impact of NICO contracts on ACE’s run-off liabilities
As part of the acquisition of Westchester Specialty in 1998, NICO provided a 75 percent pro-rata share of $1 billion of
reinsurance protection on losses and loss adjustment expenses incurred on or before December 31, 1996, in excess of a
retention of $721 million (the 1998 NICO Agreement). NICO has also provided an 85 percent pro-rata share of $150 million
of reinsurance protection on losses and allocated loss adjustment expenses incurred on or before December 31, 1992, in
excess of a retention of $755 million (the 1992 NICO Agreement). At December 31, 2008, the remaining unused incurred
limit under the 1998 NICO Agreement was $530 million, which is only available for losses and loss adjustment expenses. The
increase in the remaining unused limit was primarily in connection with recording the results of the internal reserve review.
The 1992 NICO Agreement is exhausted on an incurred basis.

The following table presents a roll forward of net loss reserves, allocated and unallocated loss expense reserves, and provi-
sion for uncollectible paid and unpaid reinsurance recoverables in respect of 1996 and prior Westchester Specialty operations
that are the subject business of the NICO covers. The table presents incurred activity for the year ended December 31, 2008.

Westchester Specialty

NICO Coverage
Net of NICO

Coverage(in millions of U.S. dollars) A&E(1) Other(1) Total

Balance, beginning of year $ 214 $ 130 $ 344 $ 298 $ 46
Incurred activity (51) (3) (54) (41) (13)
Payment activity (41) (2) (43) (41) (2)

Balance, end of year $ 122 $ 125 $ 247 $ 216 $ 31

(1) The A&E balance at December 31, 2007, has been reduced by $10 million to reflect reserve classification between Asbestos and Other.
Other reserves, which consist primarily of non-A&E general liability and products liability losses were increased by $10 million at December 31, 2007.

The incurred activity was primarily related to the internal review of the consolidated A&E liabilities resulting in a decrease to
the net loss reserves for Westchester Specialty’s A&E and other liabilities by $13 million (net of NICO), while the gross loss
reserves decreased by $10 million.

Brandywine run-off entities
In addition to housing a significant portion of the A&E exposure, the Brandywine operations include run-off liabilities related to
various insurance and reinsurance businesses. The following companies comprise ACE’s Brandywine operations: Century (a
Pennsylvania insurer), Century Re (a Pennsylvania insurer), and Century International Reinsurance Company Ltd. (a Bermuda
insurer (CIRC)). All of the Brandywine companies are direct or indirect subsidiaries of Brandywine Holdings.

The U.S.-based ACE INA companies assumed two contractual obligations in respect of the Brandywine operations in
connection with the Restructuring: a dividend retention fund obligation and a surplus maintenance obligation in the form of an
aggregate excess of loss reinsurance agreement. INA Financial Corporation established and funded a dividend retention fund
(the Dividend Retention Fund) consisting of $50 million plus investment earnings. Pursuant to an interpretation of the
Brandywine restructuring order, the full balance of the Dividend Retention Fund was contributed to Century as of
December 31, 2002. Under the Restructuring Order, while any obligation to maintain the Dividend Retention Fund is in effect,
to the extent dividends are paid by INA Holdings Corporation to its parent, INA Financial Corporation, and to the extent INA
Financial Corporation then pays such dividends to INA Corporation, a portion of those dividends must be withheld to replenish
the principal of the Dividend Retention Fund to $50 million within five years. In 2008, 2007, and 2006, no such dividends
were paid and, therefore, no replenishment of the Dividend Retention Fund occurred. The Dividend Retention Fund may not
be terminated without prior written approval from the Pennsylvania Insurance Commissioner.

In addition, an ACE INA insurance subsidiary provided reinsurance coverage to Century in the amount of $800 million
under an aggregate excess of loss reinsurance agreement (the Aggregate Excess of Loss Agreement) if the statutory capital and
surplus of Century falls below $25 million or if Century lacks liquid assets with which to pay claims as they become due, after
giving effect to the contribution of the balance, if any, of the Dividend Retention Fund.

Effective December 31, 2004, ACE INA Holdings contributed $100 million to Century in exchange for a surplus note.
After giving effect to the contribution and issuance of the surplus note, the statutory surplus of Century at December 31, 2008,
was $25 million and approximately $112 million in statutory-basis losses have been ceded to the Aggregate Excess of Loss
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Agreement on an inception-to-date basis. Century reports the amount ceded under the Aggregate Excess of Loss Agreement in
accordance with statutory accounting principles, which differ from GAAP by, among other things, allowing Century to discount
its liabilities, including certain asbestos related and environmental pollution liabilities. The reduction in 2008 in statutory-basis
losses ceded to the Aggregate Excess of Loss Agreement resulted principally from the cession of certain reinsurance amounts
associated with estimates of reinsurer bad debts to affiliated ACE companies, and from an increase in discount benefit. For
GAAP reporting purposes, intercompany reinsurance recoverables related to the Aggregate Excess of Loss Agreement are elimi-
nated upon consolidation. To estimate ACE’s remaining claim exposure under the Aggregate Excess of Loss Agreement on a
GAAP basis, the Company adjusts the statutory cession to exclude the discount embedded in statutory loss reserves and
adjusts the statutory provision for uncollectible reinsurance to a GAAP basis amount. At December 31, 2008, approximately
$407 million in GAAP basis losses were ceded under the Aggregate Excess of Loss Agreement, leaving a remaining limit of
coverage under that agreement of approximately $393 million. At December 31, 2007, the remaining limit of coverage under
the agreement was $228 million. The reduction in GAAP-basis losses ceded to the Aggregate Excess of Loss Agreement
resulted principally from the previously mentioned cession of certain reinsurance bad debts to affiliated ACE companies. While
the Company believes ACE has no legal obligation to fund losses above the Aggregate Excess of Loss Agreement limit of cover-
age, ACE’s consolidated results would nevertheless continue to include any losses above the limit of coverage for so long as
the Brandywine companies remain consolidated subsidiaries of ACE.

Uncertainties relating to ACE’s ultimate Brandywine exposure
In addition to the Dividend Retention Fund and Aggregate Excess of Loss Agreement commitments described above, certain
ACE entities are primarily liable for asbestos, environmental, and other exposures that they have reinsured to Century. Accord-
ingly, if Century were to become insolvent and ACE were to lose control of Century, some or all of the recoverables due to
these ACE companies from Century could become uncollectible, yet those ACE entities would continue to be responsible to pay
claims to their insureds or reinsureds. As of December 31, 2008, the aggregate reinsurance balances ceded by the active ACE
companies to Century were approximately $1.3 billion. At December 31, 2008, Century’s carried gross reserves (including
reserves ceded by the active ACE companies to Century) were $3.1 billion. The Company believes the intercompany
reinsurance recoverables, which relate to liabilities payable over many years (i.e., 25 years or more), are not impaired at this
time. A substantial portion of the liabilities ceded to Century by its affiliates have in turn been ceded by Century to NICO and,
as of December 31, 2008, approximately $1.4 billion of cover remains on a paid basis. Should Century’s loss reserves experi-
ence adverse development in the future and should Century be placed into rehabilitation or liquidation, the reinsurance
recoverables, due from Century to its 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. As of December 31, 2008, losses
ceded by Century to the active ACE companies and other amounts owed to Century by the active ACE companies were approx-
imately $465 million in the aggregate.

8. Taxation

Under Swiss law, a resident company is subject to income tax at the federal, cantonal, and communal levels that is levied on
net worldwide income. Income attributable to permanent establishments or real estate located abroad is excluded from the
Swiss tax base. ACE Limited is a holding company and, therefore, is exempt from cantonal and communal income tax. As a
result, ACE Limited is subject to Swiss income tax only at the federal level. Furthermore, participation relief is granted to ACE
Limited at the federal level for qualifying dividend income and capital gains related to the sale of qualifying participations. It is
expected that the participation relief will result in a full exemption of participation income from federal income tax. ACE Limited
is resident in the Canton and City of Zurich and, as such, is subject to an annual cantonal and communal capital tax on the
taxable equity of ACE Limited in Switzerland.

The Company has two Swiss operating subsidiaries resident in the Canton and City of Zurich, an insurance company,
ACE Insurance (Switzerland) Limited, which, in turn, owns a reinsurance company, ACE Reinsurance (Switzerland) Limited.
Both are subject to federal, cantonal, and communal income tax and to annual cantonal and communal capital tax.

Under current Bermuda law, ACE Limited and its Bermuda subsidiaries are not required to pay any taxes on its income or
capital gains. If a Bermuda law were to be enacted that would impose taxes on income or capital gains, ACE Limited and the
Bermuda subsidiaries have received an undertaking from the Minister of Finance in Bermuda that would exempt such compa-
nies from Bermudian taxation until March 2016.
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Income from the Company’s operations at Lloyd’s is subject to United Kingdom corporation taxes. Lloyd’s is required to
pay U.S. income tax on U.S. connected income (U.S. income) written by Lloyd’s syndicates. Lloyd’s has a closing agreement
with the Internal Revenue Service (IRS) whereby the amount of tax due on this business is calculated by Lloyd’s and remitted
directly to the IRS. These amounts are then charged to the accounts of the Names/Corporate Members in proportion to their
participation in the relevant syndicates. The Company’s Corporate Members are subject to this arrangement but, as U.K.
domiciled companies, will receive U.K. corporation tax credits for any U.S. income tax incurred up to the value of the equiv-
alent U.K. corporation income tax charge on the U.S. income.

ACE Group Holdings and its respective subsidiaries are subject to income taxes imposed by U.S. authorities and file a
consolidated U.S. tax return. Combined Insurance and its subsidiaries will file a separate consolidated U.S. tax return for tax
years prior to 2014. Should ACE Group Holdings pay a dividend to the Company, withholding taxes would apply. Currently,
however, no withholding taxes are accrued with respect to such un-remitted earnings as management has no intention of
remitting these earnings. The cumulative amount that would be subject to withholding tax, if distributed, as well as the
determination of the associated tax liability are not practicable to compute; however, such amount would be material to the
Company. Certain international operations of the Company are also subject to income taxes imposed by the jurisdictions in
which they operate.

The Company is not subject to income taxation other than as stated above. There can be no assurance that there will not
be changes in applicable laws, regulations, or treaties which might require the Company to change the way it operates or
become subject to taxation.

The income tax provision for the years ended December 31, 2008, 2007, and 2006, is as follows:

(in millions of U.S. dollars) 2008 2007 2006

Current tax expense $ 511 $ 550 $ 465
Deferred tax (benefit) expense (141) 25 57

Provision for income taxes $ 370 $ 575 $ 522

The weighted-average expected tax provision has been calculated using pre-tax accounting income (loss) in each jurisdiction
multiplied by that jurisdiction’s applicable statutory tax rate. A reconciliation of the difference between the provision for income
taxes and the expected tax provision at the weighted-average tax rate for the years ended December 31, 2008, 2007, and
2006, is provided below.

(in millions of U.S. dollars) 2008 2007 2006

Expected tax provision at weighted-average rate $ 353 $ 599 $ 484
Permanent differences:
Tax-exempt interest and DRD, net of proration (25) (18) (8)
Net withholding taxes 16 18 21
Other 25 (25) 32
Fines and penalties 1 1 18
Sale of run-off reinsurance subsidiaries – – (25)

Total provision for income taxes $ 370 $ 575 $ 522
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The components of the net deferred tax assets as of December 31, 2008 and 2007, are as follows:

(in millions of U.S. dollars) 2008 2007

Deferred tax assets
Loss reserve discount $ 906 $ 754
Unearned premiums reserve 67 132
Foreign tax credits 670 703
Investments 214 117
Provision for uncollectible balances 132 134
Loss carry-forwards 104 45
Cumulative translation adjustment 114 –
Unrealized depreciation on investments 308 –
Other, net 130 75

Total deferred tax assets 2,645 1960

Deferred tax liabilities
Deferred policy acquisition costs 71 111
VOBA/Goodwill 145 –
Un-remitted foreign earnings 559 483
Unrealized appreciation on investments – 153
Cumulative translation adjustment – 85

Total deferred tax liabilities 775 832

Valuation allowance 35 41

Net deferred tax assets $ 1,835 $ 1,087

The valuation allowance of $35 million at December 31, 2008, and $41 million at December 31, 2007, reflects manage-
ment’s assessment, based on available information, that it is more likely than not that a portion of the deferred tax assets will
not be realized due to the inability of certain foreign subsidiaries to generate sufficient taxable income and the inability of ACE
Group Holdings and its subsidiaries to utilize foreign tax credits. Adjustments to the valuation allowance are made when there
is a change in management’s assessment of the amount of deferred tax assets that are realizable.

At December 31, 2008, the Company has a U.S. capital loss carry-forward of $272 million which, if unutilized, will
expire in the years 2011-2013, a U.S. net operating loss carry-forward of $17 million, which, if unutilized, will expire in the
years 2021-2028, and a foreign tax credit carry-forward in the amount of $81 million which, if unutilized, will expire in the
years 2015-2017.

A reconciliation of the beginning and ending amount of unrecognized tax benefits for the years ended December 31,
2008 and 2007 is as follows:

(in millions of U.S. dollars)

Balance at January 1, 2007 $ 196
Additions based on tax positions related to the current year 1
Reductions for tax positions of prior years (40)

Balance at December 31, 2007 157
Additions based on tax positions related to the current year 1
Reductions for tax positions of prior years (8)

Balance at December 31, 2008 $ 150

The reduction for tax positions taken in prior years during 2008 results from a foreign currency translation adjustment on the
tax position. The reduction for tax positions taken in prior years during 2007 primarily results from a change in the tax regu-
lations during the three months ended March 31, 2007.
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Included in the balance at December 31, 2008 and 2007, is $1 million of unrecognized tax benefits for which the ulti-
mate deductibility is highly certain but for which there is uncertainty about the timing of such deductibility. Because of the
impact of deferred tax accounting, other than interest and penalties, an unfavorable resolution of these temporary items would
not affect the annual effective tax rate but would accelerate the payment of cash to the taxing authority to an earlier period.
Consequently, the total amount of unrecognized tax benefits as of December 31, 2008, that would affect the effective tax rate,
if recognized, is $149 million.

The Company recognizes accruals for interest and penalties, if any, related to unrecognized tax benefits in income tax
expense. As of December 31, 2008 and 2007, the Company has recorded $14 million and $8 million, respectively, in
liabilities for tax-related interest in its consolidated balance sheet.

The IRS has completed examinations of the Company’s federal tax returns for taxable years through 2001. The outcome
of the examinations did not have a material effect on the Company’s financial condition or results of operations. The IRS com-
pleted its field examination of the Company’s federal tax returns for 2002, 2003, and 2004 during the third quarter of 2007,
and has proposed several adjustments principally involving transfer pricing and other insurance-related tax deductions. The
Company subsequently filed a written protest with the IRS and the case is currently being reviewed by the IRS Appeals Divi-
sion. While it is reasonably possible that a significant increase or decrease in the Company’s unrecognized tax benefits could
occur in the next twelve months, given the uncertainty regarding the timing and possible outcomes of the appeals process, a
current estimate of the range of reasonably possible changes cannot be made. The IRS commenced its field examination for
tax years 2005 through 2007 during the second quarter of 2008 with no adjustments proposed as of December 31, 2008.
With few exceptions, the Company’s significant U.K. subsidiaries remain subject to examination for tax years 2006 and later.

9. Debt

The following table outlines the Company’s debt as of December 31, 2008 and 2007.

(in millions of U.S. dollars) 2008 2007

Short-term debt

ACE INA subordinated notes due 2009 $ 205 $ –
ACE INA term loan due 2009 16 –
Reverse repurchase agreements 250 35
Australia Holdings due 2008 – 87
ACE US Holdings senior notes due 2008 – 250

$ 471 $ 372

Long-term debt

ACE European Holdings due 2010 $ 149 $ 199
ACE INA term loan due 2011 50 –
ACE INA term loan due 2013 450 –
ACE INA senior notes due 2014 499 499
ACE INA senior notes due 2015 446 –
ACE INA senior notes due 2017 500 500
ACE INA senior notes due 2018 300 –
TACE INA debentures due 2029 100 100
ACE INA senior notes due 2036 298 298
Other 14 14
ACE INA subordinated notes due 2009 – 201

$ 2,806 $ 1,811

Trust preferred securities

ACE INA capital securities due 2030 $ 309 $ 309

a) Short-term debt

At December 31, 2008, short-term debt included $205 million of 11.2 percent unsecured subordinated notes maturing in
December 2009 and a $16 million term loan, maturing in September 2009, as discussed further below.
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The Company has executed reverse repurchase agreements with certain counterparties under which the Company agreed
to sell securities and repurchase them at a future date for a predetermined price. During 2008, these included reverse
repurchase agreements settled during the year totaling $1 billion as part of the financing of the Combined Insurance acquis-
ition and $250 million upon the repayment of the ACE US Holdings senior notes discussed in Note 9 c) below. At
December 31, 2008, short-term debt included $250 million of amounts owed to brokers under reverse repurchase agree-
ments.

In December 2008, the Company repaid the Australia Holdings PTY Ltd. AUD $100 million ($87 million at
December 31, 2007) syndicated unsecured term loan.

b) ACE INA subordinated notes

In 1999, ACE INA issued $300 million of 11.2 percent unsecured subordinated notes maturing in December 2009. The
subordinated notes are callable subject to certain call premiums. Simultaneously, the Company entered into a notional $300
million swap transaction that has the economic effect of reducing the cost of debt to the consolidated group, excluding fees
and expenses, to 8.41 percent for ten years. During 2002, the Company repaid $100 million of these notes and swaps. The
minimum collateral in connection with the swap transaction is $70 million. In the event that the Company terminates the
swap prematurely, the Company would be liable for certain transaction costs. The swap counterparty is a highly-rated major
financial institution and the Company does not anticipate non-performance.

c) ACE US Holdings senior notes

In 1998, ACE US Holdings issued $250 million in aggregate principal amount of unsecured senior notes maturing and repaid
in October 2008. The senior notes were callable subject to certain call premiums. Simultaneously upon issue, the Company
entered into a notional $250 million swap transaction that had the economic effect of reducing the cost of debt to the con-
solidated group, excluding fees and expenses, to 6.47 percent for ten years.

d) ACE European Holdings notes

In December 2005, ACE European Holdings No. 2 Ltd. entered into a £100 million ($149 million) syndicated five-year term
loan agreement due December 2010. The loan agreement is unsecured and repayable on maturity. The interest rate on the
loan is 5.25 percent. The obligation of the borrower under the loan agreement is guaranteed by ACE Limited.

e) ACE INA notes, debentures, and term loan

In December 2008, ACE INA entered into a $66 million dual tranche floating interest rate term loan agreement. The first tran-
che, a $50 million three-year term loan due December 2011, has a floating interest rate based on LIBOR. Simultaneously, the
Company entered into a swap transaction that has the economic effect of fixing the interest rate, excluding fees and expenses,
at 5.61 percent for the full term of the loan. The second tranche, a $16 million nine-month term loan, due September 2009,
has a floating interest rate based on LIBOR. Simultaneously, the Company entered into a swap transaction that has the eco-
nomic effect of fixing the interest rate, excluding fees and expenses, at 3.02 percent for the full term of the loan. The swap
counterparty is a highly-rated financial institution and the Company does not anticipate non-performance. The loan is
unsecured and repayable on maturity and contains customary limitations on lien provisions as well as customary events of
default provisions which, if breached, could result in the accelerated maturity of such debt. The obligation of the borrower
under the loan agreement is guaranteed by ACE Limited.

In April 2008, as part of the financing of the Combined Insurance acquisition, ACE INA entered into a $450 million float-
ing interest rate syndicated term loan agreement due April 2013. The floating interest rate is based on LIBOR plus 0.65
percent. Simultaneously, the Company entered into a $450 million swap transaction that has the economic effect of fixing the
interest rate at 4.15 percent for the term of the loan. The swap counterparty is a highly-rated financial institution and the
Company does not anticipate non-performance. The loan is unsecured and repayable on maturity and contains customary
limitations on lien provisions as well as customary events of default provisions which, if breached, could result in the accel-
erated maturity of such debt. The obligation of the borrower under the loan agreement is guaranteed by ACE Limited.

In June 2004, ACE INA issued $500 million of 5.875 percent notes due June 2014. These notes are redeemable at any
time at ACE INA’s option subject to a “make-whole” premium plus 0.20 percent. The notes are also redeemable at par plus
accrued and unpaid interest in the event of certain changes in tax law. The notes do not have the benefit of any sinking fund.
These senior unsecured notes are guaranteed on a senior basis by the Company and they rank equally with all of the Compa-
ny’s other senior obligations. They also contain customary limitation on lien provisions as well as customary events of default
provisions which, if breached, could result in the accelerated maturity of such senior debt.
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In May 2008, ACE INA issued $450 million of 5.6 percent senior notes due May 2015. These notes are redeemable at
any time at ACE INA’s option subject to a “make-whole” premium plus 0.35 percent. The notes are also redeemable at par
plus accrued and unpaid interest in the event of certain changes in tax law. These senior unsecured notes are guaranteed on a
senior basis by the Company and they rank equally with all of the Company’s other senior obligations. They also contain cus-
tomary limitations on lien provisions as well as customary events of default provisions which, if breached, could result in the
accelerated maturity of such senior debt. The proceeds from this debt offering, along with available cash, were used to redeem
the Preferred Shares in June 2008. Refer to Note 11.

In February 2007, ACE INA issued $500 million of 5.7 percent notes due February 2017. These notes are redeemable at
any time at ACE INA’s option subject to a “make-whole” premium plus 0.20 percent. The notes are also redeemable at par
plus accrued and unpaid interest in the event of certain changes in tax law. These notes do not have the benefit of any sinking
fund. These senior unsecured notes are guaranteed on a senior basis by the Company and they rank equally with all of the
Company’s other senior obligations. They also contain customary limitation on lien provisions as well as customary events of
default provisions which, if breached, could result in the accelerated maturity of such senior debt.

In February 2008, as part of the financing of the Combined Insurance acquisition, ACE INA issued $300 million of 5.8
percent senior notes due March 2018. These notes are redeemable at any time at ACE INA’s option subject to a “make-whole”
premium plus 0.35 percent. The notes are also redeemable at par plus accrued and unpaid interest in the event of certain
changes in tax law. These notes do not have the benefit of any sinking fund. These senior unsecured notes are guaranteed on
a senior basis by the Company and they rank equally with all of the Company’s other senior obligations. They also contain
customary limitations on lien provisions as well as customary events of default provisions which, if breached, could result in
the accelerated maturity of such senior debt.

In 1999, ACE INA issued $100 million of 8.875 percent debentures due August 2029. Subject to certain exceptions, the
debentures are not redeemable before maturity and do not have the benefit of any sinking fund. These unsecured debentures
are guaranteed on a senior basis by the Company and they rank equally with all of ACE INA’s other senior indebtedness.

In May 2006, ACE INA issued $300 million of 6.7 percent notes due May 2036. These notes are redeemable at any
time at ACE INA’s option subject to a “make-whole” premium plus 0.20 percent. The notes are also redeemable at par plus
accrued and unpaid interest in the event of certain changes in tax law. These notes do not have the benefit of any sinking
fund. These senior unsecured notes are guaranteed on a senior basis by the Company and they rank equally with all of the
Company’s other senior obligations. They also contain customary limitation on lien provisions as well as customary events of
default provisions which, if breached, could result in the accelerated maturity of such senior debt.

f) ACE INA capital securities

In 2000, ACE Capital Trust II, a Delaware statutory business trust, publicly issued $300 million of 9.7 percent Capital Secu-
rities (the Capital Securities). At the same time, ACE INA purchased $9.2 million of common securities of ACE Capital Trust II.

The Capital Securities mature in April 2030. Distributions on the Capital Securities are payable semi-annually. ACE Capi-
tal Trust II may defer these payments for up to ten consecutive semi-annual periods (but no later than April 1, 2030). Any
deferred payments would accrue interest compounded semi-annually if ACE INA defers interest on the Subordinated
Debentures due 2030 (as defined below).

The sole assets of ACE Capital Trust II consist of $309 million principal amount of 9.7 percent Junior Subordinated Defer-
rable Interest Debentures (the Subordinated Debentures) issued by ACE INA. The Subordinated Debentures mature in April
2030. Interest on the Subordinated Debentures is payable semi-annually. ACE INA may defer such interest payments (but no
later than April 1, 2030), with such deferred payments accruing interest compounded semi-annually. ACE INA may redeem
the Subordinated Debentures in the event certain changes in tax or investment company law occur at a redemption price equal
to accrued and unpaid interest to the redemption date plus the greater of (i) 100 percent of the principal amount thereof, or
(ii) the sum of the present value of scheduled payments of principal and interest on the debentures from the redemption date
to April 1, 2030. The Capital Securities and the ACE Capital Trust II Common Securities will be redeemed upon repayment of
the Subordinated Debentures.

The Company has guaranteed, on a subordinated basis, ACE INA’s obligations under the Subordinated Debentures, and
distributions and other payments due on the Capital Securities. These guarantees, when taken together with the Company’s
obligations under expense agreements entered into with ACE Capital Trust II, provide a full and unconditional guarantee of
amounts due on the Capital Securities.
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g) Other long-term debt

In August 2005, due to favorable low-interest terms, ACE American borrowed $10 million from the Pennsylvania Industrial
Development Authority (PIDA) at a rate of 2.75 percent due September 2020. The proceeds from PIDA were restricted for
purposes of defraying construction costs on a new office building. Principal and interest are payable on a monthly basis. The
current balance outstanding is $8 million.

In addition, in 1999, ACE American assumed a CIGNA loan of $8 million borrowed from the City of Philadelphia under
the Urban Development Action Grant with an imputed rate of 7.1 percent due December 2019. The current amount out-
standing is $6 million.

10. Commitments, contingencies, and guarantees

a) Derivative instruments

The Company maintains positions in derivative instruments such as futures, options, swaps, and foreign currency forward
contracts for which the primary purposes are to manage duration and foreign currency exposure, yield enhancement, to obtain
an exposure to a particular financial market, or to limit equity and interest rate exposure in the GMDB and GMIB block of
business. In addition, the Company also purchases to be announced mortgage-backed securities as part of its investing activ-
ities. The Company records changes in fair value of these instruments as realized gains (losses) in the consolidated statements
of operations. None of the derivatives are used as hedges for accounting purposes.

The following table outlines the fair values and notional values of certain derivative instruments at December 31, 2008
and 2007.

2008 2007

(in millions of U.S. dollars) Fair Value Notional Value Fair Value Notional Value

Foreign currency forward contracts $ (13.8) $ 603 $ 1.4 $ 1,104
Future contracts on money market instruments 10.6 3,446 13.4 9,520
Future contracts on notes and bonds 3.6 849 5.0 998
Credit default swaps 76.7 315 5.3 420
Options on money market instruments (3.4) 3,621 (1.0) 758
Options on notes and bond futures (0.1) 44 (6.7) 1,099
Options on equity market futures 280.4 1,410 69.9 1,050
Interest rate swaps – – 5.7 850

Total $ 354.0 $ 10,288 $ 93.0 $ 15,799

Derivatives on money market instruments have durations of approximately 3 months regardless of the maturity date of the
derivative.

(i) Foreign currency exposure management

The Company uses foreign currency forward contracts (forwards) to minimize the effect of fluctuating foreign currencies. The
forwards purchased are not specifically identifiable against cash, any single security, or groups of securities denominated in
those currencies and, therefore, do not qualify as hedges for financial reporting purposes. All realized and unrealized contract
gains and losses are reflected in Net realized gains (losses) in the consolidated statements of operations.

(ii) Duration management and market exposure

Futures

Exchange traded bond and note futures contracts may be used in fixed maturity portfolios as substitutes for ownership of the
bonds and notes without significantly increasing the risk in the portfolio. Investments in futures contracts may be made only to
the extent that there are assets under management not otherwise committed. Futures contracts give the holder the right and
obligation to participate in market movements, determined by the index or underlying security on which the futures contract is
based. Settlement is made daily in cash by an amount equal to the change in value of the futures contract times a multiplier
that scales the size of the contract.
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Interest rate swaps

An interest rate swap is a contract between two counterparties in which interest payments are made based on a notional princi-
pal amount, which itself is never paid or received. Under the terms of an interest rate swap, one counterparty makes interest
payments based on a fixed interest rate and the other counterparty’s payments are based on a floating rate. Interest rate swap
contracts are used in the portfolio as protection against unexpected shifts in interest rates, which would affect the fair value of
the fixed maturity portfolio. By using swaps in the portfolio, the overall duration or interest rate sensitivity of the portfolio can
be reduced.

Credit default swaps

A credit default swap is a bilateral contract under which two counterparties agree to isolate and separately trade the credit risk
of at least one third-party reference entity. Under a credit default swap agreement, a protection buyer pays a periodic fee to a
protection seller in exchange for a contingent payment by the seller upon a credit event (such as a default or failure to pay)
related to the reference entity. When a credit event is triggered, the protection seller either takes delivery of the assets for the
principal amount or pays the protection buyer the difference between the fair value of assets and the principal amount. The
Company buys credit default swaps to mitigate global credit risk exposure from time to time, primarily related to reinsurance
recoverables.

Options

Option contracts may be used in the portfolio as protection against unexpected shifts in interest rates, which would thereby
affect the duration of the fixed maturity portfolio. By using options in the portfolio, the overall interest rate sensitivity of the
portfolio can be reduced. Option contracts may also be used as an alternative to futures contracts in the Company’s synthetic
equity strategy as described above. Another use for option contracts may be to limit exposure to a severe equity market
decline, which would cause an increase in expected claims and therefore reserves for GMDB and GMIB reinsurance business.
An option contract conveys to the holder the right, but not the obligation, to purchase or sell a specified amount or value of an
underlying security at a fixed price. The price of an option is influenced by the underlying security, expected volatility, time to
expiration, and supply and demand.

For long option positions, the maximum loss is the premium paid for the option. The maximum credit exposure is repre-
sented by the fair value of the options held. For short option positions, the potential loss is the same as having taken a position
in the underlying security. Short call options are backed in the portfolio with the underlying, or highly correlated, securities and
short put options are backed by uncommitted cash for the in-the-money portion. The long options had a maximum credit
exposure of $280 million at December 31, 2008, and $70 million as of December 31, 2007. The majority of the option posi-
tions held at December 31, 2008 and 2007, have short-term expiration dates.

The credit risk associated with the above derivative financial instruments relates to the potential for non-performance by
counterparties. Although non-performance is not anticipated, in order to minimize the risk of loss, management monitors the
creditworthiness of its counterparties. The performance of exchange traded instruments is guaranteed by the exchange on
which they trade. For non-exchange traded instruments, the counterparties are principally banks which must meet certain cri-
teria according to the Company’s investment guidelines. These counterparties are required to have a minimum credit rating of
AA- by Standard and Poor’s or Aa3 by Moody’s. In addition, certain contracts require that collateral be posted once
pre-determined thresholds are breached as a result of market movements.

(iii) To be announced mortgage-backed securities (TBA)

By acquiring a TBA, the Company makes a commitment to purchase a future issuance of mortgage-backed securities. For the
period between purchase of the TBA and issuance of the underlying security, the Company’s position is accounted for as a
derivative in the consolidated financial statements. At December 31, 2008 and 2007, the Company had TBA’s with fair val-
ues of $519 million and $1.4 billion, respectively, and corresponding par amounts of $506 million and $1.4 billion,
respectively.

(iv) Convertible security investment

A convertible bond is a debt instrument that can be converted into a predetermined amount of the issuer’s equity at certain
times prior to the bond’s maturity. The convertible option is an embedded derivative which is marked-to- market with changes
in fair value recognized in Net realized gains (losses). The debt host instrument is classified in the investment portfolio as
available for sale. The Company purchases convertible bonds for their total return and not specifically for the conversion fea-
ture.
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b) Concentrations of credit risk

The investment portfolio is managed following prudent standards of diversification. Specific provisions limit the allowable hold-
ings of a single issue and issuer. The Company believes that there are no significant concentrations of credit risk associated
with its investments. The Company’s three largest exposures by issuer as of December 31, 2008, were General Electric
Company, JP Morgan Chase & Co., and Bank of America Corp. The Company’s largest exposure by industry as of
December 31, 2008, was financial services.

The Company markets its insurance and reinsurance worldwide primarily through insurance and reinsurance brokers. The
Company assumes a degree of credit risk associated with brokers with whom it transacts business. During the year ended
December 31, 2008, approximately 13 percent of the Company’s gross premiums written were generated from or placed by
Marsh, Inc. and its affiliates and 9 percent by Aon Corporation and its affiliates. Both of these entities are large, well estab-
lished companies and there are no indications that either of them is financially troubled at December 31, 2008. No other
broker and no one insured or reinsured accounted for more than ten percent of gross premiums written in the three years
ended December 31, 2008, 2007, or 2006.

c) Other investments

The Company invests in limited partnerships with a carrying value of $773 million included in Other investments. In con-
nection with these investments, the Company has commitments that may require funding of up to $863 million over the next
several years.

d) Credit facilities

In November 2007, the Company entered into a $500 million unsecured revolving credit facility expiring in November
2012. This facility is available for general corporate purposes and the issuance of LOCs and replaced an existing $600 million
revolving credit facility. On the effective date of the new revolving credit facility, all outstanding LOCs issued under the replaced
facility were deemed to have been issued under the new revolving credit facility and the replaced facility terminated. At
December 31, 2008, the outstanding LOCs issued under the renewed facility were $142 million. There were no other draw-
ings or LOCs issued under this facility. This facility requires that the Company and/or certain of its subsidiaries continue to
maintain certain covenants, including a minimum consolidated net worth covenant and a maximum leverage covenant, which
have been met at December 31, 2008.

e) Letters of credit

In November 2007, the Company entered into a $1 billion unsecured operational LOC facility expiring in November
2012. This facility replaced two LOC facilities permitting up to $1.5 billion of LOCs. On the effective date of the new LOC
facility, all outstanding LOCs issued under the replaced facilities were deemed to have been issued under the new LOC facility
and the replaced facilities terminated. At December 31, 2008, $811 million of this facility was utilized.

In November 2006, to satisfy funding requirements of the Company’s Lloyd’s of London (Lloyd’s) Syndicate 2488
through 2009, the Company renewed its syndicated, uncollateralized LOC facility in the amount of £380 million ($553
million). In June 2007, Syndicate 2488 reduced the LOC balance supporting its funds at Lloyd’s in line with the requirements
promulgated by Lloyd’s. The facility amount was also reduced to £300 million ($438 million). In November 2007, the Com-
pany gained approval from its bank group to extend the term of the facility by one year, to satisfy Syndicate 2488’s funding
requirements through 2010. LOCs issued under this facility will expire no earlier than December 2013. At December 31,
2008, £176 million ($256 million) of this facility was utilized.

These facilities require that the Company and/or certain of its subsidiaries continue to maintain certain covenants, includ-
ing a minimum consolidated net worth covenant and a maximum leverage covenant, which have been met at December 31,
2008.

f) Legal proceedings

(i) Claims and other litigation
The Company’s insurance subsidiaries are subject to claims litigation involving disputed interpretations of policy coverages
and, in some jurisdictions, direct actions by allegedly-injured persons seeking damages from policyholders. These lawsuits,
involving claims on policies issued by the Company’s subsidiaries which are typical to the insurance industry in general and in
the normal course of business, are considered in the Company’s loss and loss expense reserves. In addition to claims litigation,
the Company and its subsidiaries are subject to lawsuits and regulatory actions in the normal course of business that do not
arise from, or directly relate to, claims on insurance policies. This category of business litigation typically involves, amongst
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other things, allegations of underwriting errors or misconduct, employment claims, regulatory activity, or disputes arising from
business ventures. In the opinion of ACE’s management, ACE’s ultimate liability for these matters is not likely to have a
material adverse effect on ACE’s consolidated financial condition, although it is possible that the effect could be material to
ACE’s consolidated results of operations for an individual reporting period.

(ii) Business practices litigation
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 were issued by a
number of attorneys general, state departments of insurance, and other authorities, including the New York Attorney General
(NYAG) and the Pennsylvania Insurance Department. Such inquiries concerned underwriting practices and non-traditional or
loss mitigation insurance products.

On April 25, 2006, ACE reached a settlement with the Attorneys General of New York, Illinois, and Connecticut and the
New York Insurance Department pursuant to which ACE received from these authorities an Assurance of Discontinuance. On
May 9, 2007, ACE and the Pennsylvania Insurance Department (Department) and the Pennsylvania Office of Attorney General
(OAG) entered into a settlement agreement. This settlement agreement resolves the issues raised by the Department and the
OAG arising from their investigation of ACE’s underwriting practices and contingent commission payments. On October 24,
2007, ACE entered into a settlement agreement with the Attorneys General of Florida, Hawaii, Maryland, Massachusetts,
Michigan, Oregon, Texas, West Virginia, the District of Columbia, and the Florida Department of Financial Services and Office
of Insurance Regulation. The agreement resolves investigations of ACE’s underwriting practices and contingent commission
payments.

In June 2008, in an action filed by the NYAG against another insurer, the New York Appellate Division, First Department,
confirmed the legality of contingent commission agreements – one of the focal points of the NYAG’s investigation. “Contingent
commission agreements between brokers and insurers are not illegal, and, in the absence of a special relationship between
parties, defendants[s] had no duty to disclose the existence of the contingent commission agreement.” New York v. Liberty

Mut. Ins. Co., 52 A.D. 3d 378, 379 (2008) (citing Hersch v. DeWitt Stern Group, Inc., 43 A.D. 3d 644, 645 (2007).
In 2006 and 2007, ACE entered into settlement agreements with a number of attorneys general and state departments of

insurance to resolve investigations of certain business practices and avoid possible litigation. In each instance, ACE agreed to a
payment without admitting any liability, and to adopt or follow certain business reforms. Settlements were made with the fol-
lowing: Attorneys General of New York, Illinois, Connecticut, Pennsylvania, Florida, Hawaii, Maryland, Massachusetts,
Michigan, Oregon, Texas, West Virginia, and the District of Columbia; the New York Insurance Department, the Pennsylvania
Insurance Department, and the Florida Department of Financial Services and Office of Insurance Regulation. Half of ACE’s set-
tlement ($40 million of $80 million) with the Attorneys General of New York, Illinois, and Connecticut and the New York
Insurance Department was distributed to eligible policyholders who executed a release of possible claims against ACE.

ACE, ACE INA Holdings, Inc., and ACE USA, Inc., along with a number of other insurers and brokers, were named in a
series of federal putative nationwide class actions brought by insurance policyholders. The Judicial Panel on Multidistrict Liti-
gation (JPML) consolidated these cases in the District of New Jersey. On August 1, 2005, plaintiffs in the New Jersey
consolidated proceedings filed two consolidated amended complaints – one concerning commercial insurance and the other
concerning employee benefit plans. The employee benefit plans litigation against ACE has been dismissed.

In the commercial insurance complaint, the plaintiffs named ACE, ACE INA Holdings, Inc., ACE USA, Inc., ACE American
Insurance Co., Illinois Union Insurance Co., and Indemnity Insurance Co. of North America. They allege that certain brokers
and insurers, including certain ACE entities, conspired to increase premiums and allocate customers through the use of “B”
quotes and contingent commissions. In addition, the complaints allege that the broker defendants received additional income
by improperly placing their clients’ business with insurers through related wholesale entities that acted as intermediaries
between the broker and insurer. Plaintiffs also allege that broker defendants tied the purchase of primary insurance to the
placement of such coverage with reinsurance carriers through the broker defendants’ reinsurance broker subsidiaries. The
complaint asserts the following causes of action against ACE: Federal Racketeer Influenced and Corrupt Organizations Act
(RICO), federal antitrust law, state antitrust law, aiding and abetting breach of fiduciary duty, and unjust enrichment.

In 2006 and 2007, the Court dismissed plaintiffs’ first two attempts to properly plead a case without prejudice and
permitted plaintiffs one final opportunity to re-plead. The amended complaint, filed on May 22, 2007, purported to add sev-
eral new ACE defendants: ACE Group Holdings, Inc., ACE US Holdings, Inc., Westchester Fire Insurance Company, INA
Corporation, INA Financial Corporation, INA Holdings Corporation, ACE Property and Casualty Insurance Company, and
Pacific Employers Insurance Company. Plaintiffs also added a new antitrust claim against Marsh, ACE, and other insurers
based on the same allegations as the other claims but limited to excess casualty insurance. On June 21, 2007, defendants
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moved to dismiss the amended complaint and moved to strike the new parties that plaintiffs attempted to add to that com-
plaint. The Court granted defendants’ motions and dismissed plaintiffs’ antitrust and RICO claims with prejudice on August 31,
2007, and September 28, 2007, respectively. The Court also declined to exercise supplemental jurisdiction over plaintiffs’
state law claims and dismissed those claims without prejudice. On October 10, 2007, plaintiffs filed a Notice of Appeal of the
antitrust and RICO rulings to the United States Court of Appeals for the Third Circuit. The appeal is fully briefed. Oral argument
is tentatively scheduled for April 20, 2009, but the Third Circuit has not yet decided whether oral argument will in fact be
heard.

There are a number of federal actions brought by policyholders based on allegations similar to the allegations in the con-
solidated federal actions that were filed in, or transferred to, the United States District Court for the District of New Jersey for
coordination. All proceedings in these actions are currently stayed.
• New Cingular Wireless Headquarters LLC et al. v. Marsh & McLennan Companies, Inc. et al. (Case No. 06-5120; D.N.J.),
was originally filed in the Northern District of Georgia on April 4, 2006. ACE Ltd., ACE American Ins. Co., ACE USA, Inc., ACE
Bermuda Ins. Co. Ltd., Illinois Union Ins. Co., Pacific Employers Ins. Co., and Lloyd’s of London Syndicate 2488 AGM, along
with a number of other insurers and brokers, are named.
• Avery Dennison Corp. v. Marsh & McLennan Companies, Inc. et al. (Case No. 07-00757; D.N.J.) was filed on February 13,
2007. ACE, ACE INA Holdings, Inc., ACE USA, Inc., and ACE American Insurance Co., along with a number of other insurers
and brokers, are named.
• Henley Management Co., Inc. et al v. Marsh, Inc. et al. (Case No. 07-2389; D.N.J.) was filed on May 27, 2007. ACE USA,
Inc., along with a number of other insurers and Marsh, are named.
• Lincoln Adventures LLC et al. v. Those Certain Underwriters at Lloyd’s, London Members of Syndicates 0033 et al. (Case
No. 07-60991; D.N.J.) was originally filed in the Southern District of Florida on July 13, 2007. Supreme Auto Transport LLC
et al. v. Certain Underwriters of Lloyd’s of London, et al. (Case No. 07-6703; D.N.J.) was originally filed in the Southern Dis-
trict of New York on July 25, 2007. Lloyd’s of London Syndicate 2488 AGM, along with a number of other Lloyd’s of London
Syndicates and various brokers, are named in both actions. The allegations in these putative class-action lawsuits are similar
to the allegations in the consolidated federal actions identified above, although these lawsuits focus on alleged conduct within
the London insurance market.
• Sears, Roebuck & Co. et al. v. Marsh & McLennan Companies, Inc. et al. (Case No. 07-2535; D.N.J.) was originally filed in
the Northern District of Georgia on October 12, 2007. ACE American Insurance Co., ACE Bermuda Insurance Ltd., and West-
chester Surplus Lines Insurance Co., along with a number of other insurers and brokers, are named.

Three cases have been filed in state courts with allegations similar to those in the consolidated federal actions described
above.
• Van Emden Management Corporation v. Marsh & McLennan Companies, Inc., et al. (Case No. 05-0066A; Superior Court of
Massachusetts), a class action in Massachusetts, was filed on January 13, 2005. Illinois Union Insurance Company, an ACE
subsidiary, is named. The Van Emden case has been stayed pending resolution of the consolidated proceedings in the District
of New Jersey or until further order of the Court.
• Office Depot, Inc. v. Marsh & McLennan Companies, Inc. et al. (Case No. 502005CA004396; Circuit Court of the 15th
Judicial Circuit in Palm Beach County Florida), a Florida state action, was filed on June 22, 2005. ACE American Insurance
Co., an ACE subsidiary, is named. The trial court originally stayed this case, but the Florida Court of Appeals later remanded
and the trial court declined to grant another stay. The court has denied motions to dismiss, and ACE American Ins. Co. has
filed an answer. Discovery is ongoing.
• State of Ohio, ex. rel. Marc E. Dann, Attorney General v. American Int’l Group, Inc. et al. (Case No. 07-633857; Court of
Common Pleas in Cuyahoga County, Ohio) is an Ohio state action filed by the Ohio Attorney General on August 24, 2007.
ACE INA Holdings, Inc., ACE American Insurance Co., ACE Property & Casualty Insurance Co., Insurance Company of North
America, and Westchester Fire Insurance Co., along with a number of other insurance companies and Marsh, are named.
Defendants filed motions to dismiss in November 2007. On July 2, 2008, the court denied all of the defendants’ motions.
Discovery is ongoing.

ACE was named in four putative securities class action suits following the filing of a civil suit against Marsh by the NYAG
on October 14, 2004. The suits were consolidated by the JPML in the Eastern District of Pennsylvania and the Court
appointed Sheet Metal Workers’ National Pension Fund and Alaska Ironworkers Pension Trust as lead plaintiffs. Lead plaintiffs
filed a consolidated amended complaint on September 30, 2005, naming ACE, Evan G. Greenberg, Brian Duperreault, and
Philip V. Bancroft as defendants. Plaintiffs allege that ACE’s public statements and securities filings should have revealed that
insurers, including certain ACE entities, and brokers allegedly conspired to increase premiums and allocate customers through
the use of “B” quotes and contingent commissions and that ACE’s revenues and earnings were inflated by these practices.
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Plaintiffs assert claims solely under Section 10(b) of the Securities Exchange Act of 1934 (the Exchange Act), Rule 10(b)-5
promulgated thereunder, and Section 20(a) of the Securities Act (control person liability). In 2005, ACE and the individual
defendants filed a motion to dismiss. The Court heard oral argument on November 10, 2008, but did not rule on the motion.
On December 16, 2008, the parties entered into a Stipulation of Settlement. If the Court approves the settlement and certifies
a settlement class, ACE will pay the plaintiffs $1.95 million in exchange for a full release of all claims. The Court has not yet
scheduled the preliminary approval hearing.

ACE is named as a defendant in a derivative suit filed in Delaware Chancery Court by shareholders of Marsh seeking to
recover damages for Marsh and its subsidiary, Marsh, Inc., against officers and directors of Marsh, American International
Group Inc. (AIG), former AIG chief executive officer Maurice R. Greenberg, and ACE. The suit alleges that the defendants
breached their fiduciary duty to and thereby damaged Marsh and Marsh, Inc. by participating in a bid rigging scheme and
obtaining “kickbacks” in the form of contingent commissions, and that ACE knowingly participated in the alleged scheme.

ACE, ACE USA, Inc., ACE INA Holdings, Inc., and Evan G. Greenberg, as a former officer and director of AIG and current
officer and director of ACE, are named in one or both of two derivative cases brought by certain shareholders of AIG. One of the
derivative cases was filed in Delaware Chancery Court, and the other was filed in federal court in the Southern District of New
York. The allegations against ACE concern the alleged bid rigging and contingent commission scheme as similarly alleged in
the federal commercial insurance cases. Plaintiffs assert the following causes of action against ACE: breach of fiduciary duty,
aiding and abetting breaches of fiduciary duties, unjust enrichment, conspiracy, and fraud. On April 14, 2008, the share-
holder plaintiffs filed an amended complaint (their third pleading effort), which drops Evan Greenberg as a defendant. On
June 13, 2008, ACE moved to dismiss the newly amended complaint. Briefing on ACE’s motion is complete but the Court has
not yet scheduled oral argument. Discovery is currently stayed. The New York derivative action is stayed pending resolution of
the Delaware derivative action.

In all of the lawsuits described above, plaintiffs seek compensatory and in some cases special damages without specifying
an amount. As a result, ACE cannot at this time estimate its potential costs related to these legal matters and, accordingly, no
liability for compensatory damages has been established in the consolidated financial statements.

ACE’s ultimate liability for these matters is not likely to have a material adverse effect on ACE’s consolidated financial
condition, although it is possible that the effect could be material to ACE’s consolidated results of operations for an individual
reporting period.

g) Lease commitments

The Company and its subsidiaries lease office space in the countries in which they operate under operating leases which
expire at various dates through December 2033. The Company renews and enters into new leases in the ordinary course of
business as required. Total rent expense with respect to these operating leases was $77 million for the year ended
December 31, 2008, and $72 million for each of the years ended December 31, 2007 and 2006. Future minimum lease
payments under the leases are expected to be as follows:

(in millions of U.S. dollars)

Year ending December 31
2009 $ 68
2010 58
2011 50
2012 42
2013 33
Later years 100

Total minimum future lease commitments $ 351

h) Acquisition of business entities

Pursuant to the restructuring order that created Brandywine, the active ACE INA insurance subsidiaries are obligated to provide
reinsurance coverage to Century Indemnity in the amount of $800 million under an aggregate excess of loss reinsurance
agreement if the capital and surplus of Century Indemnity falls below $25 million or if Century Indemnity lacks liquid assets
with which to pay claims as they become due. Refer to Note 7 for additional disclosure.
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i) Sale of certain run-off reinsurance subsidiaries

On July 3, 2006, the Company completed the sale of ACE American Reinsurance Company (ACE American Re), Brandywine
Reinsurance Company (UK) Ltd (BRUK), and Brandywine Reinsurance Company S.A.-N.V. to Randall & Quilter Investment
Holdings Limited (R&Q). Subsequent to the sale, the Company maintains the following obligations related to the three compa-
nies:
• In connection with the sale, a subsidiary of the Company issued an aggregate reinsurance agreement to ACE American Re
providing 70 percent coverage of up to $50 million in losses above net undiscounted reserves of $346 million, including the
provision for uncollectible reinsurance, held by ACE American Re on July 3, 2006. The coverage is payable only if, and to the
extent, ACE American Re surplus falls below $25 million at the time losses covered by this agreement become due and pay-
able;
• Prior to the sale, the Company entered into a claims servicing agreement with a third party vendor that covers several Bran-
dywine entities including ACE American Re. In connection with the sale, ACE agreed to retain this obligation for a specified
period and the Company will continue to pay fees arising from the servicing of ACE American Re claims. Accordingly, at
December 31, 2008, the Company has a liability of $21 million related to this obligation;
• Prior to the sale of BRUK, the Company guaranteed certain insurance policies issued by BRUK (the BRUK Guarantee).
Subsequent to the sale, the BRUK Guarantee remains in force. As part of the transaction, R&Q has agreed to indemnify the
Company in the event the Company is required to make payment under the BRUK Guarantee; however, the Company has not
been relieved of its obligation to perform under the BRUK Guarantee. At December 31, 2008, the unpaid loss and loss
expense reserves covered by the BRUK Guarantee were approximately $17 million.

11. Preferred Shares

In 2003, the Company sold twenty million depositary shares in a public offering, each representing one-tenth of one of its 7.8
percent Cumulative Redeemable Preferred Shares, for $25 per depositary share. Underwriters exercised their over-allotment
option which resulted in the issuance of an additional three million depositary shares.

The shares had an annual dividend rate of 7.8 percent with the first quarterly dividend paid on September 1, 2003. The
shares were not convertible into or exchangeable for the Company’s Common Shares. The Company had the option to redeem
these shares at any time after May 30, 2008, at a redemption value of $25 per depositary share or at any time under certain
limited circumstances. On June 13, 2008, the Company redeemed all of the outstanding Preferred Shares for cash consid-
eration of $575 million. Following the completion of the Preferred Share redemption, the New York Stock Exchange (NYSE)
halted trading in and de-listed the shares from the NYSE.

12. Shareholders’ equity

a) Continuation

In connection with the Continuation, the Company changed the currency in which the par value of Ordinary Shares is stated
from U.S. dollars to Swiss francs and increased the par value of Ordinary Shares from $0.041666667 to CHF 33.74 (the
New Par Value) through a conversion of all issued Ordinary Shares into “stock” and re-conversion of the stock into Ordinary
Shares with a par value equal to the New Par Value (the Par Value Conversion). The Par Value Conversion was followed
immediately by a stock dividend, to effectively return shareholders to the number of Ordinary Shares held before the Par Value
Conversion. The stock dividend did not therefore have the affect of diluting earnings per share. Upon the effectiveness of the
Continuation, the Company’s Ordinary Shares became Common Shares. All Common Shares are registered common shares
under Swiss corporate law. Notwithstanding the change of the currency in which the par value of Common Shares is stated,
the Company continues to use U.S. dollars as its reporting and functional currency for preparing the consolidated financial
statements. For purposes of the consolidated financial statements, the increase in par value was accomplished by a corre-
sponding reduction first to retained earnings and second to additional paid-in capital to the extent that the increase in par
value exhausted retained earnings at the date of the Continuation.

Under Swiss corporate law, dividends, including distributions through a reduction in par value (par value distributions),
must be declared by ACE in Swiss francs though dividend payments are made by the Company’s transfer agent in U.S. dollars
converted at the U.S. dollar/Swiss franc exchange rate shortly before the payment date. For the foreseeable future, the Com-
pany expects to pay dividends as a repayment of share capital in the form of a reduction in par value or qualified paid-in
capital, which would not be subject to Swiss withholding tax.
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Under Swiss corporate law, the Company may not generally issue Common Shares below their par value. In the event
there is a need to raise common equity at a time when the trading price of the Company’s Common Shares is below par value,
the Company will need to obtain shareholder approval to decrease the par value of the Common Shares.

b) Shares authorized, issued, outstanding, and conditional

Following is a table of changes in Common Shares issued and outstanding for the years ended December 31, 2008, 2007,
and 2006:

2008 2007 2006

Shares issued, beginning of year 329,704,531 326,455,468 323,322,586
Shares issued, net 3,140,194 1,213,663 947,373
Exercise of stock options 2,365,401 1,830,004 1,982,560
Shares issued under Employee Stock Purchase Plan 203,375 205,396 202,949

Shares issued, end of year 335,413,501 329,704,531 326,455,468
Common Shares in treasury, end of year (1,768,030) – –

Shares issued and outstanding, end of year 333,645,471 329,704,531 326,455,468

Common Shares issued to employee trust
Balance, beginning of year (117,231) (166,425) (221,675)
Shares redeemed 8,250 49,194 55,250

Balance, end of year (108,981) (117,231) (166,425)

In July 2008, prior to the Continuation, the Company issued and placed 2,000,000 Common Shares in treasury principally
for issuance upon the exercise of employee stock options. At December 31, 2008, 1,768,030 Common Shares remain in
treasury after net shares redeemed under employee share-based compensation plans.

Common Shares issued to employee trust are the shares issued by the Company to a rabbi trust for deferred compensa-
tion obligations as discussed in Note 12 f) below.

Shares authorized
The Board is authorized to increase the share capital from time to time and at any time until July 14, 2010, by an amount not
exceeding CHF 3.3 billion through the issue of up to 99,750,000 fully paid up Common Shares with a par value of
CHF 33.14 each.

Conditional Share Capital for Bonds and Similar Debt Instruments
At December 31, 2008, the share capital of the Company shall be increased by an amount not exceeding CHF 1.094 billion
through the issue of a maximum of 33,000,000 Common Shares, payable in full, each with a par value of CHF 33.14
through the exercise of conversion and/or option or warrant rights granted in connection with bonds, notes, or similar instru-
ments, issued or to be issued by the Company, including convertible debt instruments.

Conditional Share Capital for Employee Benefit Plans
At December 31, 2008, the share capital of the Company shall be increased by an amount not exceeding CHF 1.088 billion
through the issue from time to time of a maximum of 32,829,840 Common Shares, payable in full, each with a par value of
CHF 33.14, in connection with the exercise of option rights granted to any employee of the Company, and any consultant,
director, or other person providing services to the Company.

c) ACE Limited securities repurchase authorization

In November 2001, the Board authorized the repurchase of any ACE issued debt or capital securities, which includes ACE’s
Common Shares, up to an aggregate total of $250 million. These purchases may take place from time to time in the open
market or in private purchase transactions. At December 31, 2008, this authorization had not been utilized.
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d) General restrictions

The holders of the Common Shares are entitled to receive dividends as proposed by the Board and approved by the share-
holders. Holders of Common Shares are allowed one vote per share provided that, if the controlled shares of any shareholder
constitute ten percent or more of the outstanding Common Shares of the Company, only a fraction of the vote will be allowed
so as not to exceed ten percent. Entry of acquirers of Common Shares as shareholders with voting rights in the share register
may be refused if it would confer voting rights with respect to ten percent or more of the registered share capital recorded in
the commercial register.

e) Dividends declared

Dividends declared on Common Shares amounted to $1.09, $1.06, and $0.98 per Common Share for the years ended
December 31, 2008, 2007, and 2006, respectively. The dividends declared during the year ended December 31, 2008,
include par value distributions of CHF 0.60 which have been reflected as such through Common Shares in the consolidated
statement of shareholders’ equity and had the effect of reducing par value per Common Share to CHF 33.14. Dividends
declared on Preferred Shares amounted to $24 million for the year ended December 31, 2008, and $45 million for each of
the years ended December 31, 2007 and 2006.

f) Deferred compensation obligation

The Company maintains rabbi trusts for deferred compensation plans principally for employees and former directors. The
shares issued by the Company to the rabbi trusts in connection with deferrals of share compensation are classified in share-
holders’ equity and accounted for at historical cost in a manner similar to Common Shares in treasury. These shares are
recorded in Common Shares issued to employee trust and the obligations are recorded in Deferred compensation obligation.
Changes in the fair value of the shares underlying the obligations are recorded in Accounts payable, accrued expenses, and
other liabilities and the related expense or income is recorded in Administrative expenses.

The rabbi trust also holds other assets, such as fixed maturities, equity securities, and life insurance policies. These assets
of the rabbi trust are consolidated with those of the Company and reflected in Other investments. Except for life insurance poli-
cies which are reflected at cash surrender value, these assets are classified as trading securities and reported at fair value with
changes in fair value reflected in Other (income) expense. Except for obligations related to life insurance policies which are
reflected at cash surrender value, the related deferred compensation obligation is carried at fair value and reflected in Accounts
payable, accrued expenses, and other liabilities with changes reflected as a corresponding increase or decrease to Other
(income) expense.

13. Share-based compensation

The Company has share-based compensation plans which currently provide for awards of stock options, restricted stock, and
restricted stock units to its employees and members of the Board. The Company accounts for its share-based compensation
plans in accordance with FAS 123R, which was adopted by the Company effective January 1, 2006.

FAS 123R requires all companies to measure and record compensation cost for all share-based payment awards
(including employee stock options) at grant-date fair value. The cumulative effect of this change in accounting principle was
$4 million, net of income tax. This effect related to the recognition of expected forfeitures on restricted stock grants that had
not vested as of January 1, 2006. FAS 123R also requires that the excess tax benefits of deductions resulting from share-
based compensation expense be classified as cash flows from financing activities. Prior to the adoption of FAS 123R, the
Company presented all tax benefits of deductions resulting from share-based compensation expense as operating cash flows.

In adopting FAS 123R, the Company applied the modified prospective method. Under this method, beginning on Jan-
uary 1, 2006, the Company recognizes compensation expense for all share-based payments granted, modified, or settled after
January 1, 2006, as well as for any awards that were granted prior to January 1, 2006, for which the requisite service had
not been provided as of January 1, 2006 (i.e., unvested awards). Unvested awards are expensed consistent with the valuation
used in previous disclosures of the pro forma effect of FAS 123. The Company used the Black-Scholes option-pricing model to
measure the pro forma effect of FAS 123 and to determine the fair value of share compensation under FAS 123R.

The Company principally issues restricted stock grants and stock options on a graded vesting schedule. The Company
recognizes compensation cost for restricted stock and stock option grants with only service conditions that have a graded vest-
ing schedule on a straight-line basis over the requisite service period for each separately vesting portion of the award as if the
award was, in-substance, multiple awards. An estimate of future forfeitures is incorporated into the determination of
compensation cost for both grants of restricted stock and stock options.
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Share-based compensation expense for stock options and shares issued under the Employee Stock Purchase Plan (ESPP)
amounted to $24 million ($22 million after tax or $0.07 per basic and diluted share), $23 million ($21 million after tax or
$0.06 per basic and diluted share), and $20 million ($18 million after tax or $0.05 per basic and diluted share) for the years
ended December 31, 2008, 2007, and 2006, respectively. For the years ended December 31, 2008, 2007 and 2006, the
expense for the restricted stock was $101 million ($71 million after tax), $77 million ($57 million after tax), and $65 million
($49 million after tax), respectively.

During 2004, the Company established the ACE Limited 2004 Long-Term Incentive Plan (the 2004 LTIP). Once the
2004 LTIP was approved by shareholders, it became effective February 25, 2004. It will continue in effect until terminated by
the Board. This plan replaced the ACE Limited 1995 Long-Term Incentive Plan, the ACE Limited 1995 Outside Directors Plan,
the ACE Limited 1998 Long-Term Incentive Plan, and the ACE Limited 1999 Replacement Long-Term Incentive Plan (the
Prior Plans) except as to outstanding awards. During the Company’s 2008 annual general meeting, shareholders voted to
increase the number of Common Shares authorized to be issued under the 2004 LTIP from 15,000,000 Common Shares to
19,000,000 Common Shares. Accordingly, under the 2004 LTIP, a total of 19,000,000 Common Shares of the Company are
authorized to be issued pursuant to awards made as stock options, stock appreciation rights, performance shares, performance
units, restricted stock, and restricted stock units. The maximum number of shares that may be delivered to participants and
their beneficiaries under the 2004 LTIP shall be equal to the sum of: (i) 19,000,000 shares; and (ii) any shares that are
represented by awards granted under the Prior Plans that are forfeited, expired, or are canceled after the effective date of the
2004 LTIP, without delivery of shares or which result in the forfeiture of the shares back to the Company to the extent that
such shares would have been added back to the reserve under the terms of the applicable Prior Plan. As of December 31,
2008, a total of 10,591,090 shares remain available for future issuance under this plan.

Under the 2004 LTIP, 3,000,000 Common Shares are authorized to be issued under the ESPP. As of December 31,
2008, a total of 989,812 Common Shares remain available for issuance under the ESPP.

Stock options

The Company’s 2004 LTIP provides for grants of both incentive and non-qualified stock options principally at an option price
per share of 100 percent of the fair value of the Company’s Common Shares on the date of grant. Stock options are generally
granted with a 3-year vesting period and a 10-year term. The stock options vest in equal annual installments over the
respective vesting period, which is also the requisite service period.

Included in the Company’s share-based compensation expense in the year ended December 31, 2008, is the cost related
to the unvested portion of the 2005-2008 stock option grants. The fair value of the stock options was estimated on the date of
grant using the Black-Scholes option-pricing model that uses the assumptions noted in the following table. The risk-free inter-
est rate is based on the U.S. Treasury yield curve in effect at the time of grant. The expected life (estimated period of time from
grant to exercise date) was estimated using the historical exercise behavior of employees. Expected volatility was calculated as
a blend of (a) historical volatility based on daily closing prices over a period equal to the expected life assumption, (b) long-
term historical volatility based on daily closing prices over the period from ACE’s initial public trading date through the most
recent quarter, and (c) implied volatility derived from ACE’s publicly traded options.

The fair value of the options issued is estimated on the date of grant using the Black-Scholes option-pricing model, with
the following weighted-average assumptions used for grants for the years indicated:

2008 2007 2006

Dividend yield 1.80% 1.78% 1.64%
Expected volatility 32.20% 27.43% 31.29%
Risk-free interest rate 3.15% 4.51% 4.60%
Forfeiture rate 7.5% 7.5% 7.5%
Expected life 5.7 years 5.6 years 6 years
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The following table shows changes in the Company’s stock options for the years ended December 31, 2008, 2007, and
2006:

Number of
Options

Weighted
Average

Exercise Price

Options outstanding, December 31, 2005 12,643,761 $ 36.53
Granted 1,505,215 $ 56.29
Exercised (1,982,560) $ 33.69
Forfeited (413,895) $ 39.71

Options outstanding, December 31, 2006 11,752,521 $ 39.43
Granted 1,549,091 $ 56.17
Exercised (1,830,004) $ 35.73
Forfeited (200,793) $ 51.66

Options outstanding, December 31, 2007 11,270,815 $ 42.12
Granted 1,612,507 $ 60.17
Exercised (2,650,733) $ 36.25
Forfeited (309,026) $ 54.31

Options outstanding, December 31, 2008 9,923,563 $ 46.24

The weighted-average remaining contractual term was 5.8 years for the stock options outstanding and 4.6 years for the stock
options exercisable at December 31, 2008. The total intrinsic value was approximately $66 million for stock options out-
standing and $81 million for stock options exercisable at December 31, 2008. The weighted-average fair value for the stock
options granted for the year ended December 31, 2008 was $17.60. The total intrinsic value for stock options exercised dur-
ing the years ended December 31, 2008, 2007, and 2006, was approximately $54 million, $44 million, and $43 million,
respectively.

The amount of cash received during the year ended December 31, 2008, from the exercise of stock options was $97
million.

Restricted stock

The Company’s 2004 LTIP also provides for grants of restricted stock. The Company generally grants restricted stock with a
4-year vesting period, based on a graded vesting schedule. The restricted stock is granted at market close price on the date of
grant. Included in the Company’s share-based compensation expense in the year ended December 31, 2008, is a portion of
the cost related to the unvested restricted stock granted in the years 2004 to 2008.
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The following table shows changes in the Company’s restricted stock for the years ended December 31, 2008, 2007,
and 2006:

Number of
Restricted Stock

Weighted
Average Grant-

Date Fair Value

Unvested restricted stock, December 31, 2005 3,488,668 $ 41.26
Granted 1,632,504 $ 56.05
Vested and issued (1,181,249) $ 40.20
Forfeited (360,734) $ 44.04

Unvested restricted stock, December 31, 2006 3,579,189 $ 48.07
Granted 1,818,716 $ 56.45
Vested and issued (1,345,412) $ 44.48
Forfeited (230,786) $ 51.57

Unvested restricted stock, December 31, 2007 3,821,707 $ 53.12
Granted 1,836,532 $ 59.84
Vested and issued (1,403,826) $ 50.96
Forfeited (371,183) $ 53.75

Unvested restricted stock, December 31, 2008 3,883,230 $ 57.01

Under the provisions of FAS 123R, the recognition of deferred compensation, a contra-equity account representing the amount
of unrecognized restricted stock expense that is reduced as expense is recognized, at the date restricted stock is granted is no
longer permitted. Therefore, upon adoption of FAS 123R, the amount of deferred compensation that had been reflected in
Unearned stock grant compensation was reclassified to Additional paid-in capital in the Company’s consolidated balance
sheet.

Restricted stock units

The Company’s 2004 LTIP also provides for grants of other awards, including restricted stock units. The Company generally
grants restricted stock units with a 4-year vesting period, based on a graded vesting schedule. Each restricted stock unit repre-
sents the Company’s obligation to deliver to the holder one share of Common Shares upon vesting. During 2008, the
Company awarded 223,588 restricted stock units to officers of the Company and its subsidiaries with a weighted-average
grant date fair value of $59.93. During 2007, 108,870 restricted stock units, with a weighted-average grant date fair value of
$56.29 were awarded to officers of the Company and its subsidiaries. During 2006, 83,370 restricted stock units, with a
weighted-average grant date fair value of $56.36 were awarded to officers of the Company and its subsidiaries.

The Company also grants restricted stock units with a 1-year vesting period to non-management directors. Delivery of
Common Shares on account of these restricted stock units to non-management directors is deferred until six months after the
date of the non-management directors’ termination from the Board. During 2008, 2007, and 2006, 40,362 restricted stock
units, 29,676 restricted stock units, and 23,092 restricted stock units, respectively, were awarded to non-management direc-
tors.

ESPP

The ESPP gives participating employees the right to purchase Common Shares through payroll deductions during consecutive
“Subscription Periods.” Annual purchases by participants are limited to the number of whole shares that can be purchased by
an amount equal to ten percent of the participant’s compensation or $25,000, whichever is less. The ESPP has two six-month
Subscription Periods, the first of which runs between January 1 and June 30 and the second of which runs between July 1
and December 31 of each year. The amounts that have been collected from participants during a Subscription Period are used
on the “Exercise Date” to purchase full shares of Common Shares. An Exercise Date is generally the last trading day of a Sub-
scription Period. The number of shares purchased is equal to the total amount, as of the Exercise Date, that has been collected
from the participants through payroll deductions for that Subscription Period, divided by the “Purchase Price”, rounded down
to the next full share. Effective for and from the second Subscription Period of 2007, the Purchase Price is 85 percent of the
fair value of a Common Share on the Exercise Date. Prior to the second Subscription Period of 2007, the Purchase Price was
calculated as the lower of (i) 85 percent of the fair value of a Common Share on the first day of the Subscription Period, or
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(ii) 85 percent of the fair value of a Common Share on the Exercise Date. Participants may withdraw from an offering before
the exercise date and obtain a refund of the amounts withheld through payroll deductions. Pursuant to the provisions of the
ESPP, during 2008, 2007, and 2006, employees paid $10.1 million, $9.7 million, and $8.3 million, respectively, to pur-
chase 203,375 shares, 205,396 shares, and 202,949 shares, respectively.

As of December 31, 2008, unrecognized compensation expense related to the unvested portion of the Company’s
employee share-based awards was approximately $123 million and is expected to be recognized over a weighted-average
period of approximately 2 years.

The Company generally issues shares for the exercise of stock options, for restricted stock, and for shares under the ESPP
from un-issued reserved shares.

14. Pension plans

The Company provides pension benefits to eligible employees and their dependents through various defined contribution plans
and defined benefit plans sponsored by the Company. The defined contribution plans include a capital accumulation plan
(401(k)) in the United States. The defined benefit plans consist of various plans offered in certain jurisdictions outside of the
United States and Bermuda.

Defined contribution plans (including 401(k))

Under these plans, employees’ contributions may be supplemented by ACE matching contributions based on the level of
employee contribution. These contributions are invested at the election of each employee in one or more of several investment
portfolios offered by a third party investment advisor. In addition, the Company may provide additional matching contributions,
depending on its annual financial performance. Expenses for these plans totaled $77 million, $76 million, and $74 million for
the years ended December 31, 2008, 2007, and 2006, respectively.

Defined benefit plans

The Company maintains non-contributory defined benefit plans that cover certain employees, principally located in Europe and
Asia. The Company does not provide any such plans to U.S.-based employees. The Company accounts for pension benefits
using the accrual method, consistent with the requirements of FAS No. 87, Employers’ Accounting for Pensions. Benefits
under these plans are based on employees’ years of service and compensation during final years of service. All underlying
defined benefit plans are subject to periodic actuarial valuation by qualified local actuarial firms using actuarial models in
calculating the pension expense and liability for each plan. The Company uses December 31 as the measurement date for its
defined benefit pension plans.

In September 2006, the FASB issued FAS No. 158, Employers’ Accounting for Defined Benefit Pension and Other Post-

retirement Plans, an amendment of FASB Statements No. 87, 88, 106, and 132(R) (FAS 158). FAS 158 requires an
employer to recognize the over-funded or under-funded status of a defined benefit postretirement plan as an asset or liability in
its balance sheet and to recognize changes in funded status through comprehensive income in the year in which the changes
occur. The Company funds the plans at the amount required by local tax and legal requirements.

The Company adopted the recognition provisions of FAS 158 as of December 31, 2006. Upon adoption of FAS 158, the
Company derecognized the additional minimum pension liability and the related intangible asset through a net benefit to
shareholders’ equity. The initial impact of the adoption of FAS 158 due to unrecognized prior service costs and net actuarial
gains or losses of $11 million were recognized by the Company as a component of accumulated other comprehensive income
in shareholders’ equity. At December 31, 2008, the fair value of plan assets and the projected benefit obligation were $250
million and $329 million, respectively. The fair value of plan assets and the projected benefit obligation were $378 million
and $463 million, respectively, at December 31, 2007. The accrued pension liability of $79 million at December 31, 2008,
and $85 million at December 31, 2007, is included in Accounts payable, accrued expenses, and other liabilities.

The defined benefit pension plan contribution for 2009 is expected to be $8 million. The estimated net actuarial loss for
the defined benefit pension plans that will be amortized from accumulated other comprehensive income into net benefit costs
over the next year is $1 million.
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Benefit payments were approximately $16 million in each of 2008 and 2007. Expected future payments are as follows:

Year ending December 31
(in millions of U.S. dollars)

2009 $ 16
2010 16
2011 17
2012 19
2013 18
2014 - 2018 93

15. Fair value measurements

a) Fair value hierarchy

The Company partially adopted the provisions of FAS 157 on January 1, 2008, and the cumulative effect of adoption resulted
in a reduction to retained earnings of $4 million related to an increase in risk margins included in the valuation of certain
GMIB contracts. FAS 157 defines fair value as the price to sell an asset or transfer a liability in an orderly transaction between
market participants and establishes a three-level valuation hierarchy in which inputs into valuation techniques used to meas-
ure fair value are classified. The fair value hierarchy gives the highest priority to quoted prices in active markets and the lowest
priority to unobservable data. Inputs in Level 1 are unadjusted quoted prices for identical assets or liabilities in active markets.
Level 2 includes inputs other than quoted prices included within Level 1 that are observable for assets or liabilities either
directly or indirectly. Level 2 inputs include, among other items, quoted prices for similar assets and liabilities in active mar-
kets, quoted prices for identical or similar assets and liabilities in markets that are not active, and inputs other than quoted
prices that are observable for the asset or liability such as interest rates and yield curves. Level 3 inputs are unobservable and
reflect management’s judgments about assumptions that market participants would use in pricing an asset or liability. A finan-
cial instrument’s categorization within the valuation hierarchy is based upon the lowest level of input that is significant to the
fair value measurement.

The following is a description of the valuation measurements used for the Company’s financial instruments carried or dis-
closed at fair value, as well as the general classification of such financial instruments pursuant to the valuation hierarchy.

Fixed maturities

Fixed maturities with active markets such as U.S. Treasury and agency securities are classified within Level 1 as fair values
are based on quoted market prices. For fixed maturities that trade in less active markets, including corporate and municipal
securities, fair values are based on the output of “pricing matrix models”, the significant inputs into which include, but are not
limited to, yield curves, credit risks and spreads, measures of volatility, and prepayment speeds. These fixed maturities are
classified within Level 2. Fixed maturities for which pricing is unobservable are classified within Level 3.

Equity securities

Equity securities with active markets are classified within Level 1 as fair values are based on quoted market prices. For non-
public equity securities, fair values are based on market valuations and are classified within Level 2.

Short-term investments

Short-term investments, which comprise securities due to mature within one year of the date of purchase that are traded in
active markets, are classified within Level 1 as fair values are based on quoted market prices. Securities such as commercial
paper and discount notes are classified within Level 2 because these securities are typically not actively traded due to their
approaching maturity and, as such, their cost approximating par value.

Other investments

Fair values for other investments, principally other direct equity investments, investment funds, and limited partnerships, are
based on the net asset value or financial statements and are included within Level 3. Equity securities and fixed maturities
held in rabbi trusts maintained by the Company for deferred compensation plans, and included in Other investments, are clas-
sified within the valuation hierarchy on the same basis as the Company’s other equity securities and fixed maturities.
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Investments in partially-owned insurance companies

The fair value of the Company’s investment in Assured Guaranty Ltd. included in Investments in partially-owned insurance
companies is based on a quoted market price and is classified within Level 1. Fair values for investments in partially-owned
insurance companies based on the financial statements provided by those companies used for equity accounting are classified
within Level 3.

Investment derivative instruments
For actively traded investment derivative instruments, including futures, options, and exchange-traded forward contracts, the
Company obtains quoted market prices to determine fair value. As such, these instruments are included within Level 1. For-
ward contracts that are not exchange-traded are priced using a pricing matrix model principally employing observable inputs
and, as such, are classified within Level 2. The Company’s position in interest rate and credit default swaps is typically classi-
fied within Level 3.

Guaranteed minimum income benefits

The liability for GMIBs arises from the Company’s reinsurance programs covering living benefit guarantees whereby the Com-
pany assumes the risk of GMIBs associated with variable annuity contracts. The cumulative effect of partially adopting FAS
157 resulted in a reduction to retained earnings of $4 million related to an increase in risk margins included in the valuation
of certain GMIB contracts.

The fair value of GMIB reinsurance is estimated using an internal valuation model which includes current market
information and estimates of policyholder behavior. The fair value depends on a number of inputs, including changes in inter-
est rates, changes in equity markets, credit risk, current account value, changes in market volatility, expected annuitization
rates, changes in policyholder behavior, and changes in policyholder mortality. The model and related assumptions are con-
tinuously re-evaluated by management and enhanced, as appropriate, based upon additional experience obtained related to
policyholder behavior and availability of more timely market information, such as market conditions and demographics of in-
force annuities. The most significant policyholder behavior assumptions include lapse rates and annuitization rates using the
guaranteed benefit (GMIB annuitization rate). Assumptions regarding lapse rates and GMIB annuitization rates differ by treaty
but the underlying methodology to determine rates applied to each treaty is comparable. The assumptions regarding lapse and
GMIB annuitization rates determined for each treaty are based on a dynamic calculation that uses several underlying factors. A
lapse rate is the percentage of in-force policies surrendered in a given calendar year. All else equal, as lapse rates increase,
ultimate claim payments will decrease. The GMIB annuitization rate is the percentage of policies for which the customer will
elect to annuitize using the guaranteed benefit provided under the GMIB. All else equal, as GMIB annuitization rates increase,
ultimate claim payments will increase, subject to treaty claim limits. The effect of changes in key market factors on assumed
lapse and annuitization rates reflect emerging trends using actual data available from cedants. For treaties with limited experi-
ence, rates are established in line with data received from other ceding companies adjusted as appropriate with industry
estimates.

The Company views the variable annuity reinsurance business as having a similar risk profile to that of catastrophe
reinsurance, with the probability of a cumulative long-term economic net loss relatively small. However, adverse changes in
market factors and policyholder behavior will have an adverse impact on both life underwriting income and net income, which
may be material. Because of the significant use of unobservable inputs including policyholder behavior, GMIB reinsurance is
classified within Level 3.

Short-and long-term debt and trust preferred securities

Where practical, fair values for short-term debt, long-term debt, and trust preferred securities are estimated using discounted
cash flow calculations based principally on observable inputs including the Company’s incremental borrowing rates for similar
types of borrowings with maturities consistent with those remaining for the debt being valued. As such, these instruments are
classified within Level 2.

Other derivative instruments

The Company maintains positions in other derivative instruments including option contracts designed to limit exposure to a
severe equity market decline, which would cause an increase in expected claims and, therefore, reserves for guaranteed mini-
mum death benefits (GMDB) and GMIB reinsurance business. The fair value of the majority of the Company’s positions in other
derivative instruments is based on significant observable inputs including equity security and interest rate indices. Accordingly,
these are classified within Level 2. The Company’s position in credit default swaps is typically included within Level 3.
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The following table presents, by valuation hierarchy, the financial instruments carried or disclosed at fair value, and
measured on a recurring basis, as of December 31, 2008.

December 31, 2008
(in millions of U.S. dollars)

Quoted Prices in
Active Markets

for Identical
Assets or
Liabilities

Level 1

Significant Other
Observable

Inputs
Level 2

Significant
Unobservable

Inputs Level 3 Total

Assets:
Fixed maturities available for sale $ 872 $ 30,009 $ 274 $ 31,155

Fixed maturities held to maturity 332 2,532 1 2,865

Equity securities 962 5 21 988

Short-term investments 2,668 682 – 3,350

Other investments 37 226 1,099 1,362

Investments in partially-owned insurance companies 218 – 435 653

Other derivative instruments – 280 87 367

Total assets at fair value $ 5,089 $ 33,734 $ 1,917 $ 40,740

Liabilities:
Investment derivative instruments $ 3 $ – $ – $ 3

Guaranteed minimum income benefits – – 910 910

Short-term debt – 479 – 479

Long-term debt – 2,635 – 2,635

Trust preferred securities – 230 – 230

Total liabilities at fair value $ 3 $ 3,344 $ 910 $ 4,257

The carrying amounts are equal to the fair values of financial instruments at December 31, 2008, except for investments in
partially-owned insurance companies, short- and long-term debt, and trust preferred securities which had carrying values of
$832 million, $471 million, $2.8 billion, and $309 million, respectively.

The fair values and carrying amounts of financial instruments at December 31, 2007, were as follows:

2007

(in millions of U.S. dollars) Fair Value
Carrying
Amount

Assets:
Fixed maturities available for sale $ 33,184 $ 33,184
Fixed maturities held to maturity 3,015 2,987
Equity securities 1,837 1,837
Short-term investments 2,631 2,631
Other investments 1,140 1,140
Investments in partially-owned insurance companies 889 773
Investment derivative instruments 18 18
Other derivative instruments 75 75

Liabilities:
Short-term debt 378 372
Long-term debt 1,862 1,811
Trust preferred securities 387 309
Guaranteed minimum income benefits 225 225
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Level 3 financial instruments

The following table provides a reconciliation of the beginning and ending balances of financial instruments carried or disclosed
at fair value using significant unobservable inputs (Level 3) for the year ended December 31, 2008.

(in millions of U.S. dollars)

Balance,
Beginning

of Year

Net
Realized

Gains/
Losses

Change in Net
Unrealized

Gains (Losses)
Included in

Other
Comprehensive

Income

Purchases,
Sales,

Issuances,
and

Settlements,
Net

Transfers
Into (Out

of) Level 3

Balance,
End of

Year

Change in
Net

Unrealized
Gains

(Losses)
Relating to

Financial
Instruments
Still Held at

December 31,
2008,

included in
Net Income

Assets:
Fixed maturities available for sale $ 601 $ (29) $ (86) $ (8) $ (204) $ 274 $ (24)
Fixed maturities held to maturity – (2) – – 3 1 (2)
Equity securities 12 – (8) (8) 25 21 –
Other investments 898 (56) (270) 527 – 1,099 (56)
Investments in partially-owned insurance

companies 381 (6) 28 32 – 435 (8)
Investment derivative instruments 6 5 – (11) – – –
Other derivative instruments 17 47 – 23 – 87 73

Total assets at fair value $ 1,915 $ (41) $ (336) $ 555 $ (176) $ 1,917 $ (17)

Liabilities:
Guaranteed minimum income benefits $ 225 $ 650 $ – $ 35 $ – 910 $ 650

b) Fair value option

Effective January 1, 2008, the Company elected the fair value option for certain of its available for sale equity securities valued
and carried at $161 million on the election date. The Company elected the fair value option for these particular equity secu-
rities to simplify the accounting and oversight of this portfolio given the portfolio management strategy employed by the
external investment manager. The election resulted in an increase in retained earnings and a reduction to accumulated other
comprehensive income of $6 million as of January 1, 2008. This adjustment reflects the net of tax unrealized gains ($9 mil-
lion pre-tax) associated with this particular portfolio at January 1, 2008. Subsequent to this election, changes in fair value
related to these equity securities were recognized in Net realized gains (losses). During the three months ended June 30,
2008, the Company sold the entire portfolio. Accordingly, the Company currently holds no assets for which the provisions of
FAS 159 have been elected. For the six months ended June 30, 2008, the Company recognized net realized losses related to
changes in fair value of these equity securities of $11 million in the consolidated statement of operations. Throughout 2008 to
the date of sale, all of these equity securities were classified within Level 1 in the fair value hierarchy.

16. Other (income) expense

The following table details the components of Other (income) expense as reflected in the consolidated statements of operations
for the years ended December 31, 2008, 2007, and 2006.

(in millions of U.S. dollars) 2008 2007 2006

Equity in net (income) loss of partially-owned companies $ (52) $ 39 $ (60)
Minority interest expense 11 7 8
Federal excise and capital taxes 16 18 10
Other (14) 17 7

Other (income) expense $ (39) $ 81 $ (35)
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In 2008, 2007, and 2006, equity in net (income) loss of partially-owned companies includes $(28) million, $68 million, and
$(57) million, respectively, of (income) loss related to Assured Guaranty Ltd. Certain excise and capital taxes incurred as a
result of capital management initiatives are included in Other (income) expense. As these are considered capital transactions,
they are excluded from underwriting results.

17. Segment information

The Company operates through the following business segments, certain of which represent the aggregation of distinct operat-
ing segments: Insurance – North American, Insurance – Overseas General, Global Reinsurance, and Life Insurance and
Reinsurance. These segments distribute their products through various forms of brokers, agencies, and direct marketing pro-
grams. Additionally, Insurance – North American has formed internet distribution channels for some of its products. Global
Reinsurance, Insurance – North American, and Life Insurance and Reinsurance have established relationships with
reinsurance intermediaries. Segment operating results for the year ended December 31, 2008, include the results of Com-
bined Insurance from April 1, 2008. Results from Combined Insurance’s North American operations are included in the Life
Insurance and Reinsurance segment and the results from Combined Insurance’s international operations are included in the
Insurance – Overseas General segment.

The Insurance – North American segment comprises the P&C operation in the U.S., Canada, and Bermuda. This segment
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. ESIS, ACE USA’s in-house third-party claims
administrator, performs claims management and risk control services for organizations that self-insure P&C exposures. The
operating results of ESIS are included in Insurance – North American’s administrative expenses. ACE Westchester specializes
in the wholesale distribution of excess, surplus, and specialty P&C products. ACE Bermuda provides commercial insurance
products on an excess basis to a global client base, covering risks that are generally low in frequency and high in severity. ACE
Private Risk Services provides personal lines coverages (such as homeowners and automobile) for high net worth clients. The
run-off operations include Brandywine Holdings Corporation, Commercial Insurance Services, residual market workers’ com-
pensation 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 existing policies and
related claims.

The Insurance – Overseas General segment consists of ACE International (excluding its life insurance business), the whole-
sale insurance operations of ACE Global Markets, and the international A&H and life insurance business of Combined
Insurance. ACE International, the ACE INA network of indigenous retail insurance operations, maintains a presence in every
major insurance market in the world and is organized geographically along product lines that provide dedicated underwriting
focus to customers. ACE Global Markets, the London-based excess and surplus lines business that includes Lloyd’s Syndicate
2488 (2008 capacity of £330 million ($480 million)), offers an extensive product range through its unique parallel dis-
tribution of products via ACE European Group Limited (AEGL) and Lloyd’s Syndicate 2488. ACE provides funds at Lloyd’s to
support underwriting by Syndicate 2488 which is managed by ACE Underwriting Agencies Limited. AEGL, the London-based,
Financial Services Authority-U.K. regulated company, underwrites U.K. and Continental Europe insurance and reinsurance
business. The reinsurance operation of ACE Global Markets is included in the Global Reinsurance segment. Combined
Insurance distributes specialty individual accident and supplemental health and life insurance products targeted to middle
income consumers in Europe and Asia Pacific. The Insurance – Overseas General segment has four regions of operations: the
ACE European Group (which comprises ACE Europe and ACE Global Markets branded business), ACE Asia Pacific, ACE Far
East, and ACE Latin America. Companies within the Insurance – Overseas General segment write a variety of insurance prod-
ucts including property, casualty, professional lines (Directors & Officers and Errors & Omissions), marine, energy, aviation,
political risk, specialty personal lines, consumer lines products, A&H (principally accident and supplemental health), and life
insurance products.

The Global Reinsurance segment represents ACE’s reinsurance operations comprising ACE Tempest Re Bermuda, ACE
Tempest Re USA, ACE Tempest Re Europe, and ACE Tempest Re Canada. These divisions provide a broad range of property
catastrophe, casualty, and property reinsurance coverages to a diverse array of primary P&C companies. The Global
Reinsurance segment includes ACE Global Markets’ reinsurance operations, as well as an underwriting presence at Lloyd’s
Reinsurance Company (China) Limited, Lloyd’s new licensed reinsurance company based in Shanghai.

The Life Insurance and Reinsurance segment includes the operations of ACE Tempest Life Re (ACE Life Re), ACE Interna-
tional Life, and the North American A&H and life business of Combined Insurance. ACE Life Re provides reinsurance coverage
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to other life insurance companies as well as marketing traditional life reinsurance products and services for the individual life
business. ACE International Life provides traditional life insurance protection, investments, and savings products to individuals
in several countries including China, Egypt, Taiwan, Thailand, the United Arab Emirates and Vietnam. Combined Insurance
distributes specialty individual accident and supplemental health and life insurance products targeted to middle income con-
sumers in the U.S. and Canada.

Corporate and Other (Corporate) includes ACE Limited, ACE Group Management and Holdings Ltd., ACE INA Holdings,
Inc., and intercompany eliminations. In addition, Corporate includes the Company’s proportionate share of Assured Guaranty
Ltd.’s earnings reflected in Other (income) expense. Included in Losses and loss expenses are losses incurred in connection
with the commutation of ceded reinsurance contracts that resulted from a differential between the consideration received from
reinsurers and the related reduction of reinsurance recoverable, principally related to the time value of money. Due to the
Company’s initiatives to reduce reinsurance recoverable balances and thereby encourage such commutations, losses recog-
nized in connection with the commutation of ceded reinsurance contracts are generally not considered when assessing
segment performance and, accordingly, are directly allocated to Corporate. Additionally, the Company does not consider the
development of loss reserves related to the September 11 tragedy in assessing segment performance as these loss reserves are
managed by Corporate. As such, the effect of the related loss reserve development on net income is reported within Corporate.
ACE also eliminates the impact of intersegment LPT transactions which are not reflected in the results within the statements of
operations by segment.

For segment reporting purposes, certain items have been presented in a different manner than in the consolidated finan-
cial statements. Management uses underwriting income as the main measure of segment performance. ACE calculates
underwriting income by subtracting losses and loss expenses, future policy benefits, policy acquisition costs, and admin-
istrative expenses from net premiums earned. For the life insurance and reinsurance business, management also includes net
investment income as a component of underwriting income. The following tables summarize the operations by segment for the
years ended December 31, 2008, 2007, and 2006.

Statement of Operations by Segment

For the year ended December 31, 2008
(in millions of U.S. dollars)

Insurance –
North

American

Insurance –
Overseas
General

Global
Reinsurance

Life Insurance
and

Reinsurance

Corporate
and

Other
ACE

Consolidated

Gross premiums written $ 10,053 $ 6,941 $ 921 $ 1,327 $ – $ 19,242

Net premiums written 5,636 5,332 914 1,198 – 13,080

Net premiums earned 5,679 5,337 1,017 1,170 – 13,203

Losses and loss expenses 4,080 2,679 524 320 – 7,603

Future policy benefits – 12 – 387 – 399

Policy acquisition costs 562 1,193 192 188 – 2,135

Administrative expenses 536 793 56 199 153 1,737

Underwriting income (loss) 501 660 245 76 (153) 1,329

Net investment income 1,095 521 309 142 (5) 2,062

Net realized gains (losses) (709) (316) (163) (532) 87 (1,633)

Interest expense 1 – – – 229 230

Other (income) expense 7 (11) 2 12 (49) (39)

Income tax expense (benefit) 315 100 30 30 (105) 370

Net income (loss) $ 564 $ 776 $ 359 $ (356) $ (146) $ 1,197
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Statement of Operations by Segment

For the year ended December 31, 2007
(in millions of U.S. dollars)

Insurance –
North

American

Insurance –
Overseas
General

Global
Reinsurance

Life Insurance
and

Reinsurance

Corporate
and

Other
ACE

Consolidated

Gross premiums written $ 9,840 $ 6,291 $ 1,218 $ 391 $ – $ 17,740
Net premiums written 5,833 4,568 1,197 381 – 11,979
Net premiums earned 6,007 4,623 1,299 368 – 12,297
Losses and loss expenses 4,269 2,420 664 – (2) 7,351
Future policy benefits – – – 168 – 168
Policy acquisition costs 515 963 248 45 – 1,771
Administrative expenses 530 669 64 50 142 1,455

Underwriting income (loss) 693 571 323 105 (140) 1,552

Net investment income 1,034 450 274 55 105 1,918
Net realized gains (losses) 125 (69) 21 (164) 26 (61)
Interest expense – – – – 175 175
Other (income) expense 11 (20) 4 1 85 81
Income tax expense (benefit) 468 183 32 (8) (100) 575

Net income (loss) $ 1,373 $ 789 $ 582 $ 3 $ (169) $ 2,578

Statement of Operations by Segment

For the year ended December 31, 2006
(in millions of U.S. dollars)

Insurance –
North

American

Insurance –
Overseas
General

Global
Reinsurance

Life Insurance
and

Reinsurance
Corporate
and Other

ACE
Consolidated

Gross premiums written $ 9,663 $ 5,897 $ 1,567 $ 274 $ – $ 17,401
Net premiums written 5,940 4,266 1,550 274 – 12,030
Net premiums earned 5,719 4,321 1,511 274 – 11,825
Losses and loss expenses 4,026 2,259 784 – 1 7,070
Future policy benefits – – – 123 – 123
Policy acquisition costs 530 856 303 26 – 1,715
Administrative expenses 502 609 62 35 248 1,456

Underwriting income (loss) 661 597 362 90 (249) 1,461

Net investment income 876 370 221 42 92 1,601
Net realized gains (losses) (83) (16) 10 (36) 27 (98)
Interest expense – – – – 176 176
Other (income) expense (2) 10 8 – (51) (35)
Income tax expense (benefit) 352 206 38 (6) (68) 522
Cumulative effect of a change in
accounting principle – – – – 4 4

Net income (loss) $ 1,104 $ 735 $ 547 $ 102 $ (183) $ 2,305

Underwriting assets are reviewed in total by management for purposes of decision-making. The Company does not allocate
assets to its segments.
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The following table shows the impact of the catastrophe losses by segment for the year ended December 31, 2008.

Catastrophe Loss Charges – By Event
(in millions of U.S. dollars)

Insurance -
North

American

Insurance-
Overseas
General

Global
Reinsurance Consolidated

Net loss
Hurricane – Gustav $ 50 $ 11 $ 6 $ 67

Hurricane – Ike 206 48 174 428

Other 42 24 6 72

Total $ 298 $ 83 $ 186 $ 567

Reinstatement premiums (earned) expensed 16 8 (21) 3

Total before income tax 314 91 165 570

Income tax benefit (99) (20) (1) (120)

Total after income tax $ 215 $ 71 $ 164 $ 450

The following tables summarize the net premiums earned of each segment by product offering for the years ended
December 31, 2008, 2007, and 2006.

Year ended December 31, 2008
(in millions of U.S. dollars)

Property &
All Other Casualty

Life, Accident &
Health

ACE
Consolidated

Insurance – North American $ 1,576 $ 3,857 $ 246 $ 5,679

Insurance – Overseas General 1,855 1,487 1,995 5,337

Global Reinsurance 523 494 – 1,017

Life Insurance and Reinsurance – – 1,170 1,170

$ 3,954 $ 5,838 $ 3,411 $ 13,203

Year ended December 31, 2007

Insurance – North American $ 1,486 $ 4,298 $ 223 $ 6,007
Insurance – Overseas General 1,697 1,495 1,431 4,623
Global Reinsurance 628 671 – 1,299
Life Insurance and Reinsurance – – 368 368

$ 3,811 $ 6,464 $ 2,022 $ 12,297

Year ended December 31, 2006

Insurance – North American $ 1,296 $ 4,228 $ 195 $ 5,719
Insurance – Overseas General 1,617 1,479 1,225 4,321
Global Reinsurance 712 799 – 1,511
Life Insurance and Reinsurance – – 274 274

$ 3,625 $ 6,506 $ 1,694 $ 11,825

The following table summarizes the Company’s net premiums earned by geographic region. Allocations have been made on
the basis of location of risk.

Year Ended North America Europe
Asia

Pacific/Far East Latin America

2008 61% 22% 12% 5%

2007 62% 23% 10% 5%
2006 64% 22% 10% 4%
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18. Earnings per share

The following table sets forth the computation of basic and diluted earnings per share for the years ended December 31,
2008, 2007, and 2006.

(in millions of U.S. dollars, except share and per share data) 2008 2007 2006

Numerator:
Net income before cumulative effect of a change in accounting principle $ 1,197 $ 2,578 $ 2,301
Dividends on Preferred Shares (24) (45) (45)

Net income available to holders of Common Shares before cumulative effect of a
change in accounting principle 1,173 2,533 2,256

Cumulative effect of a change in accounting principle – – 4

Net income available to holders of Common Shares $ 1,173 $ 2,533 $ 2,260

Denominator:
Denominator for basic earnings per share:
Weighted-average shares outstanding 328,579,543 324,938,327 321,768,672
Denominator for diluted earnings per share:
Share-based compensation plans 3,902,084 5,509,394 5,463,350

Adjusted weighted average shares outstanding and assumed conversions 332,481,627 330,447,721 327,232,022

Basic earnings per share:

Earnings per share before cumulative effect of a change in accounting principle $ 3.57 $ 7.79 $ 7.01
Cumulative effect of a change in accounting principle – – 0.01

Earnings per share $ 3.57 $ 7.79 $ 7.02

Diluted earnings per share:

Earnings per share before cumulative effect of a change in accounting principle $ 3.53 $ 7.66 $ 6.90
Cumulative effect of a change in accounting principle – – 0.01

Earnings per share $ 3.53 $ 7.66 $ 6.91

Excluded from adjusted weighted average shares outstanding and assumed conversions is the impact of securities that would
have been anti-dilutive during the respective years. For the years ended December 31, 2008, 2007, and 2006, the potential
anti-dilutive share conversions were 638,401, 233,326, and 319,397 respectively.

19. Related party transactions

The ACE Foundation – Bermuda is an unconsolidated not-for-profit organization whose primary purpose is to fund charitable
causes in Bermuda. The Trustees are principally comprised of ACE management. The Company maintains a non-interest bear-
ing demand note receivable from the ACE Foundation – Bermuda, the balance of which was $34 million, at December 31,
2008 and 2007. The receivable is included in Other assets in the accompanying consolidated balance sheets. The borrower
has used the related proceeds to finance investments in Bermuda real estate, some of which have been rented to ACE
employees at rates established by independent, professional real estate appraisers. The borrower uses income from the
investments to both repay the note and to fund charitable activities. Accordingly, the Company reports the demand note at the
lower of its principal value or the fair value of assets held by the borrower to repay the loan, including the real estate proper-
ties.

20. Statutory financial information

The Company’s insurance and reinsurance subsidiaries are subject to insurance laws and regulations in the jurisdictions in
which they operate. These regulations include restrictions that limit the amount of dividends or other distributions, such as
loans or cash advances, available to shareholders without prior approval of the insurance regulatory authorities.
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There are no statutory restrictions on the payment of dividends from retained earnings by any of the Bermuda subsidiaries
as the minimum statutory capital and surplus requirements are satisfied by the share capital and additional paid-in capital of
each of the Bermuda subsidiaries.

The Company’s U.S. subsidiaries file financial statements prepared in accordance with statutory accounting practices
prescribed or permitted by insurance regulators.

Statutory accounting differs from GAAP in the reporting of certain reinsurance contracts, investments, subsidiaries, acquis-
ition expenses, fixed assets, deferred income taxes, and certain other items. The statutory capital and surplus of the U.S.
subsidiaries met regulatory requirements for 2008, 2007, and 2006. The amount of dividends available to be paid in 2009,
without prior approval from the state insurance departments, totals $835 million.

The combined statutory capital and surplus and statutory net income of the Bermuda and U.S. subsidiaries as of and for
the years ended December 31, 2008, 2007, and 2006, are as follows:

Bermuda Subsidiaries U.S. Subsidiaries

(in millions of U.S. dollars) 2008 2007 2006 2008 2007 2006

Statutory capital and surplus $ 7,001 $ 8,579 $ 7,605 $ 5,337 $ 5,321 $ 4,431
Statutory net income $ 684 $ 1,535 $ 1,527 $ 798 $ 873 $ 724

As permitted by the Restructuring discussed previously in Note 7, certain of the Company’s U.S. subsidiaries discount certain
A&E liabilities, which increased statutory capital and surplus by approximately $211 million, $140 million, and $157 million
as of December 31, 2008, 2007, and 2006, respectively.

The Company’s international subsidiaries prepare statutory financial statements based on local laws and regulations.
Some jurisdictions impose complex regulatory requirements on insurance companies while other jurisdictions impose fewer
requirements. In some countries, the Company must obtain licenses issued by governmental authorities to conduct local
insurance business. These licenses may be subject to reserves and minimum capital and solvency tests. Jurisdictions may
impose fines, censure, and/or criminal sanctions for violation of regulatory requirements.

Other disclosures required by Swiss law

(i) Expenses

Total personnel expenses amounted to $1.4 billion for the year ended December 31, 2008, and $1.1 billion for each of the
years ended December 31, 2007 and 2006. Amortization expense related to tangible property amounted to $90 million, $77
million, and $64 million for the years ended December 31, 2008, 2007, and 2006, respectively.

(ii) Fire insurance values of property and equipment

Total fire insurance values of property and equipment amounted to $680 million and $464 million at December 31, 2008
and 2007, respectively.

(iii) Risk assessment and management

The management of ACE is responsible for assessing risks related to the financial reporting process and for establishing and
maintaining adequate internal control over financial reporting. Internal control over financial reporting is a process designed by,
or under the supervision of the Chief Executive Officer and Chief Financial Officer to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of ACE’s consolidated financial statements for external purposes in
accordance with GAAP.

The Board, operating through its Audit Committee composed entirely of directors who are not officers or employees of the
Company, provides oversight of the financial reporting process and safeguarding of assets against unauthorized acquisition,
use, or disposition. The Audit Committee meets with management, the independent registered public accountants and the
internal auditor; approves the overall scope of audit work and related fee arrangements; and reviews audit reports and findings.
In addition, the independent registered public accountants and the internal auditor meet separately with the Audit Committee,
without management representatives present, to discuss the results of their audits; the adequacy of the Company’s internal
control; the quality of its financial reporting; and the safeguarding of assets against unauthorized acquisition, use, or dis-
position.

ACE’s management is responsible for assessing operational risks facing the Company and sets policies designed to
address such risks. Examples of key areas addressed by ACE’s risk management processes follow.
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a) Underwriting

The Company’s underwriting strategy is to employ consistent, disciplined pricing and risk selection. Clearly defined under-
writing authorities, standards, and guidelines are in place in each of the local operations and global profit centers. Global
product boards ensure consistency of approach and the establishment of best practices throughout the world. ACE’s priority is
to help ensure adherence to criteria for risk selection by maintaining high levels of experience and expertise in the underwriting
staff. In addition, ACE employs a business review structure that helps ensure control 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. The Company uses 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.

b) Reinsurance protection

As part of the Company’s risk management strategy, ACE purchases reinsurance protection to mitigate exposure to losses,
including catastrophes, to an acceptable level. 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, manage-
ment, line of business expertise, and its price for assuming the risk transferred. In support of this process, the Company
maintains an ACE authorized reinsurer list that stratifies these authorized reinsurers by classes of business and acceptable lim-
its. This list is maintained by the 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.

c) Investments

ACE’s principal investment objective is to ensure that funds will be available to meet primary insurance and reinsurance obliga-
tions. 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.

The management of the 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 the 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 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 the operating companies to ensure consistency of approach and
adherence to investment guidelines.

For the portfolio, ACE determines 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 the Company’s operating
environment, including expected volatility of cash flows, overall capital position, regulatory, and rating agency considerations.

The Finance and Investment Committee of the Board of Directors approves asset allocation targets and reviews invest-
ment policy to ensure that it is consistent with overall goals, strategies, and objectives. Overall investment guidelines are
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.
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21. Information provided in connection with outstanding debt of subsidiaries

The following tables present condensed consolidating financial information at December 31, 2008 and 2007, and for the
years ended December 31, 2008, 2007, and 2006, for ACE Limited (the “Parent Guarantor”) and its “Subsidiary Issuer”, ACE
INA Holdings, Inc. The Subsidiary Issuer is an indirect 100 percent-owned subsidiary of the Parent Guarantor. Investments in
subsidiaries are accounted for by the Parent Guarantor under the equity method for purposes of the supplemental consolidat-
ing presentation. Earnings of subsidiaries are reflected in the Parent Guarantor’s investment accounts and earnings. The Parent
Guarantor fully and unconditionally guarantees certain of the debt of the Subsidiary Issuer.

Condensed Consolidating Balance Sheet at December 31, 2008

(in millions of U.S. dollars)

ACE Limited
(Parent

Guarantor)

ACE INA
Holdings, Inc.

(Subsidiary
Issuer)

Other ACE
Limited

Subsidiaries and
Eliminations(1)

Consolidating
Adjustments(2)

ACE Limited
Consoli\dated

Assets

Investments $ 143 $ 20,323 $ 19,249 $ – $ 39,715

Cash (52) 442 477 – 867

Insurance and reinsurance balances receivable – 2,944 509 – 3,453

Reinsurance recoverable on losses and loss
expenses – 16,880 (2,963) – 13,917

Reinsurance recoverable on future policy
benefits – 625 (366) – 259

Value of business acquired – 823 – – 823

Goodwill and other intangible assets – 3,199 548 – 3,747

Investments in subsidiaries 13,697 – – (13,697) –

Due from (to) subsidiaries and affiliates, net 784 (389) 389 (784) –

Other assets 12 7,398 1,866 – 9,276

Total assets $ 14,584 $ 52,245 $ 19,709 $ (14,481) $ 72,057

Liabilities

Unpaid losses and loss expenses $ – $ 29,127 $ 8,049 $ – $ 37,176

Unearned premiums – 4,804 1,146 – 5,950

Future policy benefits – 2,249 655 – 2,904

Short-term debt – 471 – – 471

Long-term debt – 2,806 – – 2,806

Trust preferred securities – 309 – – 309

Other liabilities 138 5,932 1,925 – 7,995

Total liabilities 138 45,698 11,775 – 57,611

Total shareholders’ equity 14,446 6,547 7,934 (14,481) 14,446

Total liabilities and shareholders’ equity $ 14,584 $ 52,245 $ 19,709 $ (14,481) $ 72,057

(1) Includes all other subsidiaries of ACE Limited and intercompany eliminations.
(2) Includes ACE Limited parent company eliminations.

F-72



N O T E S T O C O N S O L I D A T E D F I N A N C I A L S T A T E M E N T S (continued)

ACE Limited and Subsidiaries

Condensed Consolidating Balance Sheet at December 31, 2007

(in millions of U.S. dollars)

ACE Limited
(Parent

Guarantor)

ACE INA
Holdings, Inc.

(Subsidiary
Issuer)

Other ACE
Limited

Subsidiaries and
Eliminations(1)

Consolidating
Adjustments(2)

ACE Limited
Consolidated

Assets

Investments $ 62 $ 20,671 $ 21,046 $ – $ 41,779
Cash – 310 251 (51) 510
Insurance and reinsurance balances receivable – 2,961 579 – 3,540
Reinsurance recoverable on losses and loss

expenses – 16,742 (2,388) – 14,354
Reinsurance recoverable on future policy

benefits – – 8 – 8
Goodwill and other intangible assets – 2,267 571 – 2,838
Investments in subsidiaries 16,669 – – (16,669) –
Due from (to) subsidiaries and affiliates, net 174 45 (45) (174) –
Other assets 14 6,333 2,714 – 9,061

Total assets $ 16,919 $ 49,329 $ 22,736 $ (16,894) $ 72,090

Liabilities

Unpaid losses and loss expenses $ – $ 28,984 $ 8,128 $ – $ 37,112
Unearned premiums – 4,930 1,297 – 6,227
Future policy benefits – – 545 – 545
Short-term debt 51 87 285 (51) 372
Long-term debt – 1,811 – – 1,811
Trust preferred securities – 309 – – 309
Other liabilities 191 6,199 2,647 – 9,037

Total liabilities 242 42,320 12,902 (51) 55,413

Total shareholders’ equity 16,677 7,009 9,834 (16,843) 16,677

Total liabilities and shareholders’ equity $ 16,919 $ 49,329 $ 22,736 $ (16,894) $ 72,090

(1) Includes all other subsidiaries of ACE Limited and intercompany eliminations.
(2) Includes ACE Limited parent company eliminations.
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Condensed Consolidating Statement of Operations

For the year ended December 31, 2008
(in millions of U.S. dollars)

ACE Limited
(Parent

Guarantor)

ACE INA
Holdings, Inc.

(Subsidiary
Issuer)

Other ACE
Limited

Subsidiaries and
Eliminations(1)

Consolidating
Adjustments(2)

ACE Limited
Consolidated

Net premiums written $ – $ 7,267 $ 5,813 $ – $ 13,080

Net premiums earned – 7,424 5,779 – 13,203

Net investment income (16) 1,068 1,010 – 2,062

Equity in earnings of subsidiaries 1,150 – – (1,150) –

Net realized gains (losses) 90 (572) (1,151) – (1,633)

Losses and loss expenses – 4,427 3,176 – 7,603

Future policy benefits – 125 274 – 399

Policy acquisition costs and administrative
expenses 73 2,218 1,604 (23) 3,872

Interest expense (38) 241 (2) 29 230

Other (income) expense (15) 1 (25) – (39)

Income tax expense 7 346 17 – 370

Net income $ 1,197 $ 562 $ 594 $ (1,156) $ 1,197

Condensed Consolidating Statement of Operations

For the year ended December 31, 2007
(in millions of U.S. dollars)

ACE Limited
(Parent

Guarantor)

ACE INA
Holdings, Inc.

(Subsidiary
Issuer)

Other ACE
Limited

Subsidiaries and
Eliminations(1)

Consolidating
Adjustments(2)

ACE Limited
Consolidated

Net premiums written $ – $ 7,033 $ 4,946 $ – $ 11,979
Net premiums earned – 7,193 5,104 – 12,297
Net investment income 14 935 969 – 1,918
Equity in earnings of subsidiaries 2,633 – – (2,633) –
Net realized gains (losses) 21 – (82) – (61)
Losses and loss expenses – 4,724 2,627 – 7,351
Future policy benefits – 43 125 – 168
Policy acquisition costs and administrative

expenses 87 1,835 1,324 (20) 3,226
Interest expense (income) (10) 165 12 8 175
Other (income) expense 10 14 57 – 81
Income tax expense 3 462 110 – 575

Net income $ 2,578 $ 885 $ 1,736 $ (2,621) $ 2,578

(1) Includes all other subsidiaries of ACE Limited and intercompany eliminations.
(2) Includes ACE Limited parent company eliminations.
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ACE Limited and Subsidiaries

Condensed Consolidating Statement of Operations

For the year ended December 31, 2006
(in millions of U.S. dollars)

ACE Limited
(Parent

Guarantor)

ACE INA
Holdings, Inc.

(Subsidiary
Issuer)

Other ACE
Limited

Subsidiaries and
Eliminations(1)

Consolidating
Adjustments(2)

ACE Limited
Consolidated

Net premiums written $ – $ 6,609 $ 5,421 $ – $ 12,030
Net premiums earned – 6,630 5,195 – 11,825
Net investment income 6 805 790 – 1,601
Equity in earnings of subsidiaries 2,412 – – (2,412) –
Net realized gains (losses) 11 (58) (51) – (98)
Losses and loss expenses – 4,199 2,871 – 7,070
Future policy benefits – 14 109 – 123
Policy acquisition costs and administrative

expenses 115 1,812 1,281 (37) 3,171
Interest expense (income) – 156 (1) 21 176
Other (income) expense 2 14 (51) – (35)
Income tax expense 8 425 89 – 522
Cumulative effect of a change in accounting

principle 1 2 1 – 4

Net income $ 2,305 $ 759 $ 1,637 $ (2,396) $ 2,305

(1) Includes all other subsidiaries of ACE Limited and intercompany eliminations.
(2) Includes ACE Limited parent company eliminations.
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N O T E S T O C O N S O L I D A T E D F I N A N C I A L S T A T E M E N T S (continued)

ACE Limited and Subsidiaries

Condensed Consolidating Statement of Cash Flows

For the year ended December 31, 2008
(in millions of U.S. dollars)

ACE Limited
(Parent

Guarantor)

ACE INA
Holdings, Inc.

(Subsidiary
Issuer)

Other ACE
Limited

Subsidiaries and
Eliminations (1)

ACE Limited
Consolidated

Net cash flows from operating activities $ 1,613 $ 886 $ 1,602 $ 4,101

Cash flows from (used for) investing activities

Purchases of fixed maturities available for sale (94) (15,535) (27,877) (43,506)

Purchases of fixed maturities held to maturity – (351) (15) (366)

Purchases of equity securities – (492) (479) (971)

Sales of fixed maturities available for sale – 14,117 25,310 39,427

Sales of equity securities – 749 415 1,164

Maturities and redemptions of fixed maturities available for sale – 1,355 1,425 2,780

Maturities and redemptions of fixed maturities held to maturity – 332 113 445

Net proceeds from (payments made on) the settlement of
investment derivatives 11 – 21 32

Capitalization of subsidiary (215) – 215 –

Advances (to) from affiliates (475) – 475 –

Acquisition of subsidiary (net of cash acquired of $19) – (2,521) – (2,521)

Other 13 (150) (471) (608)

Net cash flows from (used for) investing activities (760) (2,496) (868) (4,124)

Cash flows from (used for) financing activities

Dividends paid on Common Shares (362) – – (362)

Dividends paid on Preferred Shares (24) – – (24)

Net repayment of short-term debt (51) 196 (234) (89)

Net proceeds from (repayment of) issuance of long-term debt – 1,245 – 1,245

Redemption of Preferred Shares (575) – – (575)

Proceeds from exercise of options for Common Shares 97 – – 97

Proceeds from Common Shares issued under ESPP 10 – – 10

Advances (to) from affiliates – 234 (234) –

Tax benefit on share-based compensation expense – – 12 12

Net cash flows from (used for) financing activities (905) 1,675 (456) 314

Effect of foreign currency rate changes on cash and cash
equivalents – 67 (1) 66

Net (decrease) increase in cash (52) 132 277 357

Cash – beginning of year – 310 200 510

Cash – end of year $ (52) $ 442 $ 477 $ 867

(1) Includes all other subsidiaries of ACE Limited and intercompany eliminations.
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N O T E S T O C O N S O L I D A T E D F I N A N C I A L S T A T E M E N T S (continued)

ACE Limited and Subsidiaries

Condensed Consolidating Statement of Cash Flows

For the year ended December 31, 2007
(in millions of U.S. dollars)

ACE Limited
(Parent

Guarantor)

ACE INA
Holdings, Inc.

(Subsidiary
Issuer)

Other ACE
Limited

Subsidiaries and
Eliminations(1)

ACE Limited
Consolidated

Net cash flows from operating activities $ 241 $ 1,612 $ 2,848 $ 4,701

Cash flows from (used for) investing activities

Purchases of fixed maturities available for sale – (18,092) (30,026) (48,118)
Purchases of fixed maturities held to maturity – (319) (5) (324)
Purchases of equity securities – (603) (326) (929)
Sales of fixed maturities available for sale 3 15,127 25,686 40,816
Sales of equity securities – 456 407 863
Maturities and redemptions of fixed maturities available for sale – 1,764 1,468 3,232
Maturities and redemptions of fixed maturities held to maturity – 256 109 365
Net proceeds from (payments made on) the settlement of

investment derivatives 14 – (30) (16)
Advances (to) from affiliates 496 – (496) –
Other (6) (166) (247) (419)

Net cash flows from (used for) investing activities 507 (1,577) (3,460) (4,530)

Cash flows from (used for) financing activities

Dividends paid on Common Shares (341) – – (341)
Dividends paid on Preferred Shares (45) – – (45)
Net repayment of short-term debt (449) – (16) (465)
Net proceeds from issuance of long-term debt – 500 – 500
Proceeds from exercise of options for Common Shares 65 – – 65
Proceeds from Common Shares issued under ESPP 9 – – 9
Advances (to) from affiliates – (483) 483 –
Tax benefit on share-based compensation expense – 21 3 24

Net cash flows from (used for) financing activities (761) 38 470 (253)

Effect of foreign currency rate changes on cash and cash
equivalents – 24 3 27

Net (decrease) increase in cash (13) 97 (139) (55)
Cash – beginning of year 13 213 339 565

Cash – end of year $ – $ 310 $ 200 $ 510

(1) Includes all other subsidiaries of ACE Limited and intercompany eliminations.
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N O T E S T O C O N S O L I D A T E D F I N A N C I A L S T A T E M E N T S (continued)

ACE Limited and Subsidiaries

Condensed Consolidating Statement of Cash Flows

For the year ended December 31, 2006
(in millions of U.S. dollars)

ACE Limited
(Parent

Guarantor)

ACE INA
Holdings, Inc.

(Subsidiary
Issuer)

Other ACE
Limited

Subsidiaries and
Eliminations(1)

ACE Limited
Consolidated

Net cash flows from operating activities $ 502 $ 2,033 $ 1,570 $ 4,105

Cash flows used for investing activities

Purchases of fixed maturities available for sale – (13,159) (28,036) (41,195)
Purchases of fixed maturities held to maturity – (474) (59) (533)
Purchases of equity securities – (508) (333) (841)
Sales of fixed maturities available for sale 12 9,279 24,648 33,939
Sales of equity securities – 427 500 927
Maturities and redemptions of fixed maturities available for sale – 1,836 1,573 3,409
Maturities and redemptions of fixed maturities held to maturity – 445 98 543
Net proceeds from (payments made on) the settlement of

investment derivatives 11 – (51) (40)
Capitalization of subsidiaries (15) – 15 –
Advances (to) from affiliates (237) – 237 –
Sale of subsidiary (net of cash sold of $2) – (2) – (2)
Other 2 (134) 155 23

Net cash flows used for investing activities (227) (2,290) (1,253) (3,770)

Cash flows from (used for) financing activities

Dividends paid on Common Shares (312) – – (312)
Dividends paid on Preferred Shares (45) – – (45)
Repayment of short-term debt – (300) – (300)
Net proceeds from issuance of long-term debt – 298 – 298
Proceeds from exercise of options for Common Shares 67 – – 67
Proceeds from Common Shares issued under ESPP 8 – – 8
Advances (to) from affiliates – 194 (194) –

Net cash flows from (used for) financing activities (282) 192 (194) (284)

Effect of foreign currency rate changes on cash and cash
equivalents – 2 – 2

Net increase (decrease) in cash (7) (63) 123 53
Cash – beginning of year 20 276 216 512

Cash – end of year $ 13 $ 213 $ 339 $ 565

(1) Includes all other subsidiaries of ACE Limited and intercompany eliminations.
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N O T E S T O C O N S O L I D A T E D F I N A N C I A L S T A T E M E N T S (continued)

ACE Limited and Subsidiaries

22. Condensed unaudited quarterly financial data

(in millions of U.S. dollars, except per share data)

Quarter Ended
March 31,

2008

Quarter Ended
June 30,

2008

Quarter Ended
September 30,

2008

Quarter Ended
December 31,

2008

Net premiums earned $ 2,940 $ 3,428 $ 3,609 $ 3,226

Net investment income 489 532 520 521

Net realized gains (losses) (353) (126) (510) (644)

Total revenues $ 3,076 $ 3,834 $ 3,619 $ 3,103

Losses and loss expenses $ 1,579 $ 1,895 $ 2,369 $ 1,760

Future policy benefits $ 63 $ 89 $ 91 $ 156

Net income $ 377 $ 746 $ 54 $ 20

Basic earnings per share $ 1.12 $ 2.23 $ 0.16 $ 0.06

Diluted earnings per share $ 1.10 $ 2.20 $ 0.16 $ 0.06

(in millions of U.S. dollars, except per share data)

Quarter Ended
March 31,

2007

Quarter Ended
June 30,

2007

Quarter Ended
September 30,

2007

Quarter Ended
December 31,

2007

Net premiums earned $ 3,082 $ 3,008 $ 3,150 $ 3,057
Net investment income 451 471 492 504
Net realized gains (losses) 16 (11) – (66)

Total revenues $ 3,549 $ 3,468 $ 3,642 $ 3,495

Losses and loss expenses $ 1,860 $ 1,793 $ 1,910 $ 1,788

Future policy benefits $ 36 $ 33 $ 39 $ 60

Net income $ 701 $ 649 $ 656 $ 572

Basic earnings per share $ 2.13 $ 1.96 $ 1.98 $ 1.72

Diluted earnings per share $ 2.10 $ 1.93 $ 1.95 $ 1.69

F-79



S C H E D U L E I

ACE Limited and Subsidiaries

S U M M A R Y O F I N V E S T M E N T S – O T H E R T H A N I N V E S T M E N T S I N R E L A T E D P A R T I E S

December 31, 2008
(in millions of U.S. dollars)

Cost or
Amortized Cost Fair Value

Amount at which
shown in the

balance sheet

Fixed maturities available for sale:

Bonds:
U.S. Treasury and agency $ 1,991 $ 2,122 $ 2,122

Foreign 8,625 8,374 8,374

Corporate securities 10,093 9,061 9,061

Mortgage-backed securities 10,958 10,160 10,160

States, municipalities, and political subdivisions 1,442 1,438 1,438

Total fixed maturities 33,109 31,155 31,155

Fixed maturities held to maturity:

Bonds:
U.S. Treasury and agency 862 923 862

Foreign 38 38 38

Corporate securities 405 392 405

Mortgage-backed securities 877 826 877

States, municipalities, and political subdivisions 678 686 678

Total fixed maturities 2,860 2,865 2,860

Equity securities:

Common stock:
Public utilities 28 26 26

Banks, trust, and insurance companies 132 96 96

Industrial, miscellaneous, and all other 972 866 866

Total equity securities 1,132 988 988

Short-term investments 3,350 3,350 3,350

Other investments 1,368 1,362 1,362

4,718 4,712 4,712

Total investments – other than investments in related parties $ 41,819 $39,720 $ 39,715
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S C H E D U L E I I

ACE Limited and Subsidiaries

C O N D E N S E D F I N A N C I A L I N F O R M A T I O N O F R E G I S T R A N T

BALANCE SHEETS (Parent Company Only)

December 31, 2008 and 2007
(in millions of U.S. dollars) 2008 2007

Assets

Investments in subsidiaries and affiliates on equity basis $ 13,697 $ 16,669
Short-term investments 97 3
Other investments, at cost 46 59

Total investments 13,840 16,731

Cash (52) –
Due from subsidiaries and affiliates, net 784 174
Other assets 12 14

Total assets $ 14,584 $ 16,919

Liabilities

Accounts payable, accrued expenses, and other liabilities $ 47 $ 102
Dividends payable 91 89
Short-term debt – 51

Total liabilities 138 242

Shareholders’ equity

Preferred Shares – 2
Common Shares 10,827 14
Common Shares in treasury (3) –
Additional paid-in capital 5,464 6,812
Retained earnings 74 9,080
Deferred compensation obligation 3 3
Accumulated other comprehensive income (1,916) 769
Common Shares issued to employee trust (3) (3)

Total shareholders’ equity 14,446 16,677

Total liabilities and shareholders’ equity $ 14,584 $ 16,919
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S C H E D U L E I I (continued)

ACE Limited and Subsidiaries

CONDENSED FINANCIAL INFORMATION OF REGISTRANT

STATEMENTS OF OPERATIONS (Parent Company Only)

For the years ended December 31, 2008, 2007, and 2006
(in millions of U.S. dollars) 2008 2007 2006

Revenues

Investment income, including intercompany
interest income (expense) $ 14 $ 22 $ 27
Equity in net income of subsidiaries and affiliates 1,150 2,633 2,412
Net realized gains (losses) 90 21 11

1,254 2,676 2,450

Expenses

Administrative and other expenses 65 100 124
Interest expense (income) (8) (2) 21

57 98 145

Net income $ 1,197 $ 2,578 $ 2,305
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S C H E D U L E I I (continued)

ACE Limited and Subsidiaries

CONDENSED FINANCIAL INFORMATION OF REGISTRANT

STATEMENTS OF CASH FLOWS (Parent Company Only)

For the years ended December 31, 2008, 2007, and 2006
(in millions of U.S. dollars) 2008 2007 2006

Cash flows from operating activities

Net income $ 1,197 $ 2,578 $ 2,305
Adjustments to reconcile net income to net cash flows from operating activities:
Equity in net income of subsidiaries and affiliates (1,150) (2,633) (2,412)
Dividends received from subsidiaries 1,662 168 616
Net realized (gains) losses (90) (21) (11)
Amounts due to subsidiaries and affiliates, net 40 90 (8)
Accounts payable, accrued expenses, and other liabilities (61) 4 (18)
Accrued interest on advances from affiliate (7) 7 (4)
Other 22 48 34

Net cash flows from operating activities 1,613 241 502

Cash flows from (used for) investing activities

Purchases of fixed maturities available for sale (94) – –
Sales of fixed maturities available for sale 3 12
Net proceeds from the settlement of investment derivatives 11 14 11
Capitalization of subsidiaries (215) – (15)
Advances (to) from affiliates (475) 496 (237)
Other 13 (6) 2

Net cash flows from (used for) investing activities (760) 507 (227)

Cash flows (used for) from financing activities

Dividends paid on Common Shares (362) (341) (312)
Dividends paid on Preferred Shares (24) (45) (45)
Net repayment of short-term debt (51) (449) –
Redemption of Preferred Shares (575) – –
Proceeds from exercise of options for Common Shares 97 65 67
Proceeds from Common Shares issued under ESPP 10 9 8

Net cash flows (used for) from financing activities (905) (761) (282)

Net (decrease) increase in cash (52) (13) (7)
Cash – beginning of year – 13 20

Cash – end of year $ (52) $ – $ 13
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S C H E D U L E I V (continued)

ACE Limited and Subsidiaries

S U P P L E M E N T A L I N F O R M A T I O N C O N C E R N I N G R E I N S U R A N C E

Premiums Earned

For the years ended December 31, 2008, 2007, and 2006
(in millions of U.S. dollars)

Direct
Amount

Ceded To
Other

Companies

Assumed
From Other
Companies Net Amount

Percentage of
Amount

Assumed to
Net

2008 $ 16,087 $ 6,144 $ 3,260 $ 13,203 25%

2007 $ 14,673 $ 5,834 $ 3,458 $ 12,297 28%

2006 $ 13,562 $ 5,198 $ 3,461 $ 11,825 29%
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S C H E D U L E V I

ACE Limited and Subsidiaries

S U P P L E M E N T A R Y I N F O R M A T I O N C O N C E R N I N G P R O P E R T Y A N D C A S U A L T Y O P E R A T I O N S

As of and for the years ended December 31, 2008, 2007, and 2006
(in millions of U.S. dollars)

Deferred
Policy

Acquisition
Costs

Net Reserves
for Unpaid

Losses
and Loss
Expenses

Unearned
Premiums

Net
Premiums

Earned

Net
Investment

Income

Net Losses and Loss
Expenses

Incurred Related to

Amortization
of Deferred

Policy
Acquisition

Costs

Net Paid
Losses

and Loss
Expenses

Net
Premiums

Written
Current

Year
Prior
Year

2008 $ 1,192 $ 24,241 $ 5,924 $ 12,742 $ 1,966 $ 8,417 $ (814) $ 2,087 $ 6,327 $ 12,594

2007 $ 1,109 $ 23,592 $ 6,215 $ 11,929 $ 1,863 $ 7,568 $ (217) $ 1,726 $ 5,934 $ 11,598

2006 $ 1,074 $ 22,008 $ 6,434 $ 11,551 $ 1,559 $ 7,082 $ (12) $ 1,689 $ 5,459 $ 11,756
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REPORT OF THE STATUTORY AUDITORS TO THE GENERAL MEETING OF ACE LIMITED, ZURICH ON

THE CONSOLIDATED (US GAAP) FINANCIAL STATEMENTS

Report of the statutory auditors on the consolidated financial statements

As statutory auditors, we have audited the consolidated financial statements of ACE Limited, which comprise the balance
sheet, statements of operations and comprehensive income, statements of shareholders’ equity, statements of cash flows and
notes (pages F-5 to F-79), for the year ended December 31, 2008.

Board of Directors’ Responsibility
The Board of Directors is responsible for the preparation and fair presentation of the consolidated financial statements in
accordance with accounting principles generally accepted in the United States of America (US GAAP) and the requirements of
Swiss law. This responsibility includes designing, implementing and maintaining an internal control system relevant to the
preparation and fair presentation of consolidated financial statements that are free from material misstatement, whether due to
fraud or error. The Board of Directors is further responsible for selecting and applying appropriate accounting policies and
making accounting estimates that are reasonable in the circumstances.

Auditor’s Responsibility
Our responsibility is to express an opinion on these consolidated financial statements based on our audit. We conducted our
audit in accordance with Swiss law, Swiss Auditing Standards and auditing standards generally accepted in the United States
of America. Those standards require that we plan and perform the audit to obtain reasonable assurance whether the con-
solidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of the risks of
material misstatement of the consolidated financial statements, whether due to fraud or error. In making those risk assess-
ments, the auditor considers the internal control system relevant to the entity’s preparation and fair presentation of the
consolidated financial statements in order to design audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the entity’s internal control system. An audit also includes evaluating
the appropriateness of the accounting policies used and the reasonableness of accounting estimates made, as well as evaluat-
ing the overall presentation of the consolidated financial statements. We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our audit opinion.

Opinion
In our opinion, the consolidated financial statements for the year ended December 31, 2008 present fairly, in all material
respects, the financial position of ACE Limited, the results of operations and the cash flows in accordance with accounting
principles generally accepted in the United States of America (US GAAP) and comply with Swiss law.

Report on other legal requirements

We confirm that we meet the legal requirements on licensing according to the Auditor Oversight Act (AOA) and independence
(article 728 CO and article 11 AOA) and that there are no circumstances incompatible with our independence.

In accordance with article 728a paragraph 1 item 3 CO and Swiss Auditing Standard 890, we confirm that an internal
control system exists which has been designed for the preparation of consolidated financial statements according to the
instructions of the Board of Directors.

We recommend that the consolidated financial statements submitted to you be approved.

PricewaterhouseCoopers AG

/S/ RICHARD BURGER

Richard Burger
Audit expert
Auditor in charge

/S/ PATRICK SHOUVLIN

Patrick Shouvlin
Audit expert

Zurich, February 27, 2009
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S W I S S S T A T U T O R Y B A L A N C E S H E E T S ( u n c o n s o l i d a t e d )

ACE Limited

(in millions of Swiss francs)
December 31

2008
July 10

2008

Assets

Cash and cash equivalents 8 130
Treasury shares 3 –
Accounts receivable and prepaid assets 9 8
Short-term investments, at cost – 1
Receivable from subsidiaries 142 108

Total current assets 162 247

Investments in subsidiaries 17,865 17,637
Loans to subsidiaries 674 651
Other assets 10 3

Total non-current assets 18,549 18,291

Total assets 18,711 18,538

Liabilities

Accounts payable 30 25
Loan/payable from subsidiaries 25 207
Capital distribution payable 96 99
Bank overdraft 11 –
Deferred unrealized exchange gain 46 –

Total liabilities 208 331

Shareholders’ Equity

Share capital 11,114 11,311
Legal reserves:

Additional paid in capital 6,416 6,415
Reserve for treasury shares 3 –

Free reserves:
Retained earnings 479 481
Net income 491 –

Total shareholders’ equity 18,503 18,207

Total liabilities and shareholders’ equity 18,711 18,538
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S W I S S S T A T U T O R Y S T A T E M E N T O F I N C O M E ( u n c o n s o l i d a t e d )

ACE Limited

For the period from July 10, 2008 to December 31, 2008
(in millions of Swiss francs) 2008

Revenues

Dividend income 506

Interest income 23

Net realized gains (losses) 14

Total revenues 543

Expenses

Administrative and other expenses 51

Income tax expense 1

Total expenses 52

Net income 491
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N O T E S T O S W I S S S T A T U T O R Y F I N A N C I A L S T A T E M E N T S

ACE Limited

1. Basis of presentation

ACE Limited (ACE or the Company) is the holding company of ACE Group with a listing on the New York Stock Exchange
(NYSE). ACE Limited’s principal activity is the holding of subsidiaries. Revenues consist mainly of dividend and interest
income. On July 10, 2008, and July 14, 2008, during ACE Limited’s annual general meeting, the Company’s shareholders
approved a proposal to move the Company’s jurisdiction of incorporation from the Cayman Islands to Zurich, Switzerland (the
Continuation) and ACE became a Swiss company effective July 18, 2008. Accordingly, the balance sheet at July 10, 2008,
has been presented as the comparative to the accompanying balance sheet at December 31, 2008, and the accompanying
income statement reflects results of operations for the period of July 10, 2008, to December 31, 2008. The accompanying
financial statements comply with Swiss Law. The financial statements present the financial position of the holding company
on a standalone basis and do not represent the consolidated financial position of the holding company and its subsidiaries.

All amounts in the notes are shown in Swiss franc million, rounded to the nearest thousand unless otherwise stated.

2. Significant accounting policies

a) Cash and cash equivalents

Cash and cash equivalents includes cash on hand and deposits with an original maturity of three months or less at time of
purchase.

b) Short-term investments

Short-term investments comprise securities due to mature within one year of the date of purchase.

c) Investments in subsidiaries

Investments in subsidiaries are equity interests, which are held on a long-term basis for the purpose of the holding company’s
business activities. They are carried at a value no higher than their cost less adjustments for impairment. The cost basis was
determined by the Articles of Incorporation prior to the Continuation and was calculated based on the closing sales price of the
Company’s Common Shares as reported on the NYSE Composite Tape on July 10, 2008.

d) Translation of foreign currencies

Assets, other than Investments in subsidiaries, and liabilities denominated in foreign currencies are converted at year end
exchange rates. Revenues and expenses denominated in foreign currencies are converted using an average exchange rate.
Unrealized exchange losses are recorded in the statement of income and unrealized exchange gains are deferred until realized.

3. Commitments, contingencies, and guarantee

a) Credit facilities

In November 2007, the Company entered into a $500 million (CHF 532) million unsecured revolving credit facility expiring in
November 2012. This facility is available for general corporate purposes and the issuance of letters of credit (LOCs) and
replaced the existing $600 million (CHF 639 million) revolving credit facility. On the effective date of the new revolving credit
facility, all outstanding LOCs issued under the replaced facility were deemed to have been issued under the new revolving
credit facility and the replaced facility terminated. At December 31, 2008, the outstanding LOCs issued under the renewed
facility were $142 million (CHF 151 million). There were no other drawings or LOCs issued under this facility. This facility
requires that the Company and/or certain of its subsidiaries continue to maintain certain covenants, including a minimum
consolidated net worth covenant and a maximum leverage covenant, which have been met at December 31, 2008.

b) Letters of credit

In November 2007, the Company entered into a $1 billion (CHF 1.064 billion) unsecured operational LOC facility expiring in
November 2012. This facility replaced two LOC facilities permitting up to $1.5 billion (CHF 1.591 billion) of LOCs. On the
effective date of the new LOC facility, all outstanding LOCs issued under the replaced facilities were deemed to have been
issued under the new LOC facility and the replaced facilities terminated. At December 31, 2008, $811 million (CHF 863 mil-
lion) of this facility was utilized.

In November 2006, to satisfy funding requirements of the Company’s Lloyd’s of London (Lloyd’s) Syndicate 2488
through 2009, the Company renewed its syndicated, uncollateralized LOC facility in the amount of £380 million (CHF 588
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N O T E S T O S W I S S S T A T U T O R Y F I N A N C I A L S T A T E M E N T S (continued)

ACE Limited

million). In June 2007, Syndicate 2488 reduced the LOC balance supporting its funds at Lloyd’s in line with the requirements
promulgated by Lloyd’s. The facility amount was also reduced to £300 million (CHF 466 million). In November 2007, the
Company gained approval from its bank group to extend the term of the facility by one year, to satisfy Syndicate 2488’s fund-
ing requirements through 2010. LOCs issued under this facility will expire no earlier than December 2013. At December 31,
2008, £176 million (CHF 272 million) of this facility was utilized.

These facilities require that the Company and/or certain of its subsidiaries continue to maintain certain covenants, includ-
ing a minimum consolidated net worth covenant and a maximum leverage covenant, which have been met at December 31,
2008.

c) Lease commitments

The Company leases property under an operating lease which expires in 2018. Future minimum lease payments are expected
to be as follows:

(in millions of Swiss francs)

Year ending December 31
2009 1.73

2010 1.73

2011 1.73

2012 1.73

2013 1.73

Later years 8.25

Total minimum future lease commitments 16.9

d) Guarantee of debt

At December 31, 2008, the parent company had no direct debt outstanding other than bank overdraft; however, it fully and
unconditionally guarantees certain of the debt of its subsidiaries totaling $3,336 million (CHF 3,551 million) at December 31,
2008.

4. Significant investments

Share capital amounts are expressed in whole U.S. dollars or Swiss francs.

Company Country
% of

Possession Currency Share Capital Purpose

ACE Group Holdings, Inc. U.S.A. 100% USD 11 Holding company
ACE Insurance (Switzerland) Limited Switzerland 100% CHF 250,000,000 Insurance Company
ACE Group Management and Holdings Ltd. Bermuda 100% USD 100 Holding company

5. Shareholders’ equity

The following table details issued, authorized, and conditional share capital, at December 31, 2008. Treasury shares which
are issued but not outstanding and discussed in Note 5 c) below totaled 53,362 at December 31, 2008.

December 31, 2008

Issued share capital 335,413,501

General purposes 99,750,000

Conditional share capital for bonds and similar debt instruments 33,000,000

Conditional share capital for employee benefit plans 32,829,840
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N O T E S T O S W I S S S T A T U T O R Y F I N A N C I A L S T A T E M E N T S (continued)

ACE Limited

a) Shares authorized and issued

The following table presents changes in Common Shares issued for the period from July 10, 2008, to December 31, 2008:

Period from
July 10, 2008 to

December 31, 2008

Opening balance 335,243,341

Conditional issuances 170,160

Ending balance 335,413,501

The Company’s share capital as of December 31, 2008, consisted of 335,413,501 Common Shares with a par value of CHF
33.14 each. The Board of Directors is authorized to increase the share capital from time to time and at any time until July 14,
2010 by an amount not exceeding CHF 3.3 billion through the issue of up to 99,750,000 fully paid up registered shares with
a nominal value of CHF 33.14 each.

b) Conditional share capital

(i) Conditional share capital for bonds and similar debt instruments

As of December 31, 2008, the share capital of the Company may be increased by an amount not exceeding CHF 1.094 bil-
lion through the issue of a maximum of 33,000,000 registered shares, payable in full, each with a nominal value of CHF
33.14 through the exercise of conversion and/or option or warrant rights granted in connection with bonds, notes, or similar
instruments, issued or to be issued by the Company or by subsidiaries of the Company, including convertible debt instruments.

(ii) Conditional share capital for employee benefit plans

As of December 31, 2008, the share capital of the Company may be increased by an amount not exceeding CHF 1.088 bil-
lion through the issue from time to time of a maximum of 32,829,840 registered shares, payable in full, each with a nominal
value of CHF 33.14, in connection with the exercise of option rights granted to any employee of the Company or a subsidiary,
and any consultant, director, or other person providing services to the Company or a subsidiary.

c) Treasury shares

Treasury shares are carried at the lower of cost or market. The following table presents a roll forward of treasury shares for the
period from July 10, 2008, to December 31, 2008:

Period from July 10,
2008 to December 31, 2008

(cost in millions of Swiss francs) Number of Shares Average Cost

Opening balance – –

Additions during the period 168,980 9

Redeemed under share-based compensation plans (115,618) (6)

Ending balance 53,362 3

d) Movements on retained earnings

(in millions of Swiss Francs)

Period from
July 10, 2008 to

December 31, 2008

Opening balance 481

Attribution to reserve for treasury shares (3)

Par value reduction on treasury shares 1

Net income 491

Ending balance 970
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N O T E S T O S W I S S S T A T U T O R Y F I N A N C I A L S T A T E M E N T S (continued)

ACE Limited

e) ACE Limited securities repurchase authorization

In November 2001, the Board of Directors (the Board) authorized the repurchase of any ACE issued debt or capital securities,
which includes ACE’s Common Shares, up to an aggregate total of $250 million (CHF 266 million). These purchases may
take place from time to time in the open market or in private purchase transactions. At December 31, 2008, this authorization
had not been utilized.

f) General restrictions

The holders of Common Shares are entitled to receive dividends as proposed by the Board and approved by the shareholders.
The treasury shares held by the Company are not entitled to dividends. Holders of Common Shares are allowed one vote per
share provided that, if the controlled shares of any shareholder constitute ten percent or more of the outstanding Common
Shares of the Company, only a fraction of the vote will be allowed so as not to exceed ten percent. Entry of acquirers of
Common Shares as shareholders with voting rights in the share register may be refused if it would confer voting rights with
respect to 10 percent or more of the registered share capital recorded in the commercial register.

6. Remuneration of the Board of Directors and the Group Executives for 2008

a) Basis of presentation

The following information sets forth the compensation for the year ended December 31, 2008, of the members of Board of
Directors (the Board) of the Company and Group Executives for all of the functions that they have performed for the Company.
Compensation is presented for the year ended December 31, 2008, rather than for the period since ACE became a Swiss
company because the former presentation is more meaningful. Compensation of the Board is paid by ACE Limited. Compensa-
tion of the Group Executives is paid by ACE Limited and the group entities where they are employed Compensation is paid as a
combination of both U.S dollars and Swiss francs though the following tables expresses all remuneration details in Swiss
francs with totals in both Swiss francs and U.S. dollars. [Further details of executive compensation can be found in the Execu-
tive Compensation section of the Company’s 2009 proxy statement.]

b) Remuneration of the Board of Directors

Under current board compensation policy, non-management directors receive $220,000 (CHF 238,260) per year for their
service as directors. The Company pays $140,000 (CHF 151,620) of this fee in the form of restricted stock units, based on
the fair market value of the Company’s Common Shares at the date of award. These stock units are awarded at the Annual
General Meeting and vest at the next Annual General Meeting. ACE pays the remaining $80,000 (CHF 86,640) of the annual
fee to directors in cash quarterly. Committee chairmen receive committee chair retainers as follows: Audit Committee—
$25,000 (CHF 27,075); Compensation Committee—$15,000 (CHF 16,245); and other committees—$10,000 (CHF
10,830). Further, travel expenses of directors are paid by the Company.

The Lead Director receives a retainer of $25,000 (CHF 27,075), which is in addition to any retainer received as a com-
mittee chairman. All members of the Audit Committee, other than the chairman, receive a premium of $10,000 (CHF
10,830) per year and all members of the Compensation Committee, other than the chairman, receive a premium of $5,000
(CHF 5,415) per year. Directors are not paid fees for attending regular Board or committee meetings but, at the discretion of
the Chairman of the Board and the Lead Director, ACE may pay an additional $2,000 (CHF 2,166) fee for each special meet-
ing attended by telephone and $3,000 (CHF 3,249) for each special meeting attended in person. The Company pays the
retainers for committee chairmanships and Lead Director, and premiums for Audit or Compensation Committee service and
special Board meeting fees quarterly in cash. Director fees are not pensionable.

Directors may elect to receive all of their compensation, other than compensation for special meetings, in the form of
stock units issued on an annual basis. ACE will issue Common Shares for stock units six months after a director’s termination
from the Board. Until ACE issues such Common Shares, the director may not sell or transfer the stock units awarded to them.
When the Company pays dividends, stock units are issued to directors equivalent in value to the dividend payments that they
would have received if they held stock rather than stock units.

In addition to the above described compensation, the Company has a matching contribution program for
non-management directors pursuant to which ACE will match director charitable contributions to registered charities, churches,
and other places of worship or schools up to a maximum of $10,000 (CHF 10,830) per year.

The Company’s Corporate Governance Guidelines specify director equity ownership requirements. ACE awards
independent directors restricted stock units (RSU), which are the functional equivalent of stock ownership. Such units are not
transferable until six months after departure from the Board and, as a result, ACE mandates that independent directors
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N O T E S T O S W I S S S T A T U T O R Y F I N A N C I A L S T A T E M E N T S (continued)

ACE Limited

accumulate the entirety of these awards through their tenure on the Board. The amount of such award is RSUs reflecting
$140,000 (CHF 151,620) of equity ownership per year. Thus, the Company mandates minimum equity ownership (based on
stock price on date of award) of:

New director: $140,000 (CHF 151,620)
Three-year director: $420,000 (CHF 454,859)
Five-year director: $700,000 (CHF 758,099)

Brian Duperreault received fees during the year ended December 31, 2008, totaling $4,950,000 (CHF 5,360,840);
Mr. Duperreault stepped down from the Board during 2008. No other compensation was paid to former directors nor did any
former director receive any benefits in kind or waivers of claims during the year ended December 31, 2008. During 2008,
Olivier Steimer joined the Board. During the year ended December 31, 2008, no current directors received benefits in kind or
waivers of claims and no compensation had been paid to any related party of current or former directors nor did any related
party of current or former directors receive any benefits in kind or waivers of claims. At December 31, 2008, no current or
former directors or any related party of current or former directors had outstanding loans or credits from the Company.

The following table sets forth information concerning director compensation paid or, in the case of restricted stock units,
earned in 2008. Although Evan G. Greenberg is Chairman of the Board, Mr. Greenberg had received no compensation in
respect of these duties. Details of Mr. Greenberg’s compensation in his capacity as a Group Executive are included in Note 6
c) below.

Name Board Function
Fees Earned or

Paid Stock Awards(1) All Other(2) Total in CHF Total in USD

Michael G. Atieh(3) Member — 274,140 10,830 284,970 263,131
Mary A. Cirillo(4) Member — 239,480 10,830 250,310 231,127
Bruce L. Crockett(5) Member 101,081 176,324 29,391 306,796 283,283
Robert M. Hernandez Lead Director 151,620 159,026 20,767 331,413 306,014
John A. Krol Member 120,033 149,860 14,075 283,968 262,206
Peter Menikoff(6) Member — 282,872 10,830 293,702 271,193
Leo F. Mullin Member 99,028 121,272 12,000 232,300 214,497
Thomas J. Neff(7) Member — 268,540 11,047 279,587 258,160
Robert Ripp Member 132,667 162,491 14,883 310,041 286,281
Dermot F. Smurfit Member 107,397 148,862 68,063 324,322 299,467
Olivier Steimer Member 37,484 57,634 7,744 102,862 94,979
Gary M. Stuart Member 113,715 163,882 15,984 293,581 271,081

Total 863,025 2,204,383 226,444 3,293,852 3,041,419

1. This column reflects restricted stock units earned during 2008. These restricted stock units were awarded at the 2008 Annual General Meeting and vest at the
2009 Annual General Meeting. Common Shares will be issued for stock units six months after a director’s termination from the Board.

2. Other annual compensation includes reimbursement of travel-related expenses totaling $110,481 (CHF 119,650) and the Company’s matching contribution
program for non-management directors pursuant to which the Company matches director charitable contributions to registered charities, churches, and other places
of worship or schools up to a maximum of $10,000 (CHF 10,830) per year.

3. Included in Mr. Atieh’s stock awards are the following amounts which were paid in stock, rather than cash, at the election of the director: an annual retainer fee of
$80,000 (CHF 86,640) for which he received 1,625.36 restricted stock units and two committee retainer fees of $10,000 (CHF 10,830) each for which he
received 406.34 restricted stock units.

4. Included in Ms. Cirillo’s stock awards are the following amounts which were paid in stock, rather than cash, at the election of the director: an annual retainer fee of
$80,000 (CHF 86,640) for which she received 1,625.36 restricted stock units and a committee retainer fee of $5,000 (CHF 5,415) for which she received
101.58 restricted stock units.

5. Included in Mr. Crockett’s stock awards is a committee retainer fee of $10,000 (CHF 10,830) which was paid in 203.17 restricted stock units, rather than cash, at
the election of the director.

6. Included in Mr. Menikoff’s stock awards are the following amounts which were paid in stock, rather than cash, at the election of the director: an annual retainer fee
of $80,000 (CHF 86,640) for which he received 1,625.36 restricted stock units and a committee retainer fee of $10,000 (CHF 10,830) for which he received
203.17 restricted stock units.

7. Included in Mr. Neff’s stock awards are the following amounts which was paid in stock, rather than cash, at the election of the director: an annual retainer fee of
$80,000 (CHF 86,640) for which he received 1,625.36 restricted stock units and a committee retainer fee of $5,000 (CHF 5,415) for which he received 101.58
restricted stock units.
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N O T E S T O S W I S S S T A T U T O R Y F I N A N C I A L S T A T E M E N T S (continued)

ACE Limited

c) Remuneration of Group Executives

There have been no changes in the composition of the executive committee during the year ended December 31, 2008, as
compared to the year ended December 31, 2007. During the year ended December 31, 2008, no compensation had been
paid to former Group Executives or to any related party of current or former Group Executives nor had any such persons
received benefits in kind or waivers of claims. At December 31, 2008, no current or former Group Executives or any related
party of current or former Group Executives had outstanding loans or credits from the Company. The following table sets forth
information concerning the Group Executives’ 2008 compensation. During this period, no Group Executive received waivers of
claims other than as described in the footnotes to this table or benefits in kind.

Name and
Principal Position Salary Bonus

Stock
Awards (1)

Options
Awards (2)

All Other
Compensation (3) Total in CHF Total in USD

Evan G. Greenberg
President and Chief
Executive Officer, ACE
Limited (highest paid
executive) 1,299,598 3,140,694 5,785,918 3,112,757 1,497,066 14,836,033 13,699,040

Philip V. Bancroft
Chief Financial Officer,
ACE Limited 725,609 779,759 1,384,347 389,710 592,664 3,872,089 3,575,343

Robert Cusumano
General Counsel and
Secretary, ACE Limited 557,744 606,479 898,784 287,387 542,777 2,893,171 2,671,445

Brian E. Dowd
Chief Executive Officer,
Insurance—North
America 758,099 953,038 1,627,214 956,924 240,053 4,535,328 4,187,753

John W. Keogh
Chief Executive Officer,
ACE Overseas General 731,024 812,249 1,144,639 381,956 181,362 3,251,230 3,002,064

Total 4,072,074 6,292,219 10,840,902 5,128,734 3,053,922 29,387,851 27,135,645

1. This column discloses the expense recognized in 2008 for restricted stock awarded in 2008 and prior years. This column includes time-based and performance-
based restricted stock.

2. This column discloses the expense recognized in 2008 for stock options awarded in 2008 and prior years.
3. This column includes:

• Perquisites and other personal benefits

O These consist of housing allowances, personal use of the Company aircraft and Company apartment, relocation expenses, and miscellaneous other benefits,
including interest forgiven on loans, club memberships, private drivers, financial planning, executive medical cover, car allowance or car lease, car maintenance
allowance, cost of living allowance, and long service awards.

O Housing allowances are provided to Messrs. Greenberg, Bancroft, and Cusumano because these individuals are required to maintain a second residence in
Bermuda.

o Included in this table are amounts for personal use of corporate aircraft by all Group Executives who make personal use of the corporate aircraft, although the
Board has required Mr. Greenberg to use corporate aircraft for all travel whenever practicable for security reasons. For all other Group Executives, personal use
of the corporate aircraft was limited to space available on normally scheduled management business flights.

• The Company reimburses the Group Executives for the following taxes:

O In the case of the Group Executives who received housing allowances, taxes incurred on housing allowances, except for Mr. Bancroft.

O In the case certain of our Bermuda-based Group Executives (that is, Messrs. Bancroft and Cusumano), taxes incurred due to the Company’s payment of such
Group Executive’s portion of Social Security and Medicare taxes, to which they are subject when they work within the United States.

• Contributions to retirement plans which totaled CHF 1.48 million ($1.36 million)

• These consist of discretionary and non-discretionary employer contributions for 2008. The discretionary employer contributions for 2008 have been
calculated and will be paid in April 2009.
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N O T E S T O S W I S S S T A T U T O R Y F I N A N C I A L S T A T E M E N T S (continued)

ACE Limited

7. Common Share ownership of the Board of Directors and Group Executives

a) Board of Directors

The following table sets forth information, as of December 31, 2008, with respect to the beneficial ownership of Common
Shares by each of our directors. Although Evan G. Greenberg is Chairman of the Board, details of Mr. Greenberg’s Common
share ownership are included Note 7 b) below. Unless otherwise indicated, the named individual has sole voting and invest-
ment power over the Common Shares listed in the Common Shares Beneficially Owned column.

Name of Beneficial Owner

Common Shares
Beneficially

Owned

Common
Shares

Subject to
Options (1)

Weighted
Average Option
Exercise Price

in CHF

Option
Exercise

Years

Restricted
Stock

Units (2)

Michael G. Atieh 13,089 14,000 37.35 3.22 22,695
Mary A. Cirillo — — — — 6,959
Bruce L. Crockett 14,602 14,000 37.35 3.22 22,829
Robert M. Hernandez 54,230 14,000 37.35 3.22 17,325
John A. Krol 5,655 11,030 37.21 3.53 9,458
Peter Menikoff (3) 26,576 14,000 37.35 3.22 39,533
Leo Mullin 1,845 — — — 1,728
Thomas J. Neff 16,971 14,000 37.35 3.22 31,904
Robert Ripp 22,857 14,000 37.35 3.22 20,300
Dermot F. Smurfit 9,959 14,000 37.35 3.22 8,601
Olivier Steimer — — — — 15
Gary M. Stuart 14,721 14,000 37.35 3.22 21,493

Total 180,505 123,030 37.34 3.25 202,840

1. Represents Common Shares that the individual has the right to acquire within 60 days of December 2008 through option exercises (all options are vested).
2. Represents Common Shares that will be issued to the director upon his or her termination from the Board. These Common Shares relate to stock units granted as

director’s compensation and associated dividend reinvestment accruals.
3. Mr. Menikoff shares with other persons the power to vote and/or dispose of 4,800 of the Common Shares listed.

b) Group Executives

The following table sets forth information, as of December 31, 2008, with respect to the beneficial ownership of Common
Shares by each of our Group Executives. Unless otherwise indicated, the named individual has sole voting and investment
power over the Common Shares listed in the Common Shares Beneficially Owned column.

Name of Beneficial Owner

Common Shares
Beneficially

Owned

Common
Shares

Subject to
Options (1)

Weighted
Average Option
Exercise Price

in CHF

Option
Exercise

Years

Restricted
Common
Stock (2)

Evan G. Greenberg (3)(4) 238,941 951,479 44.42 5.35 231,927
Philip Bancroft 70,239 178,983 43.75 4.93 60,830
Robert Cusumano 12,493 34,326 56.34 7.41 35,482
Brian E. Dowd 20,757 217,890 47.25 4.63 65,136
John Keogh 8,826 18,667 62.16 8.43 42,973

Total 351,256 1,401,345 45.30 5.28 436,348

1. Represents Common Shares that the individual has the right to acquire through option exercises, both vested and unvested.
2. Represents Common Shares with respect to which the individual has the power to vote (but not to dispose of).
3. Mr. Greenberg shares with other persons the power to vote and/or dispose of 8,190 of the Common Shares listed.
4. Mr. Greenberg has pledged 224,335 Common Shares in connection with a margin account.
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N O T E S T O S W I S S S T A T U T O R Y F I N A N C I A L S T A T E M E N T S (continued)

ACE Limited

8. Significant shareholders

The following table sets forth information regarding each person, including corporate groups, known to the Company to own
beneficially or of record more than five percent of the Company’s outstanding Common Shares as of December 31, 2008.

Name of Beneficial Owner

Number of Shares
Beneficially

Owned
Percent of

Class

Wellington Management Company, LLP 46,502,309 13.94%
FMR Corp. 33,324,838 9.99%

9. Risk assessment and management

The management of ACE is responsible for assessing risks related to the financial reporting process and for establishing and
maintaining adequate internal control over financial reporting. Internal control over financial reporting is a process designed by,
or under the supervision of our Chief Executive Officer and Chief Financial Officer to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of ACE’s consolidated financial statements for external purposes in
accordance with generally accepted accounting principles and various statutory requirements.

The Board, operating through its Audit Committee composed entirely of directors who are not officers or employees of the
Company, provides oversight of the financial reporting process and safeguarding of assets against unauthorized acquisition,
use, or disposition. The Board usually meets four times per year in regularly scheduled meetings, but will meet more often if
necessary. The Board met six times during 2008, including two telephonic meetings. The Audit Committee participated in five
regularly scheduled meetings (one of which was telephonic), four telephonic earnings discussions and two training sessions,
one of which was telephonic. The Audit Committee meets with management, the independent registered public accountants
and the internal auditor; approves the overall scope of audit work and related fee arrangements; and reviews audit reports and
findings. In addition, the independent registered public accountants and the internal auditor meet separately with the Audit
Committee, without management representatives present, to discuss the results of their audits; the adequacy of the Company’s
internal control; the quality of its financial reporting; and the safeguarding of assets against unauthorized acquisition, use, or
disposition.

10. Other disclosures required by Swiss law

a) Expenses

Total personnel expenses and amortization expense related to tangible property amounted to CHF 859 thousand and
CHF 212 thousand, respectively, for the period from July 10, 2008, to December 31, 2008.

b) Fire insurance values of property and equipment

Total fire insurance values of property and equipment amounted to CHF 8.293 million at December 31, 2008.
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Proposed appropriation of available earnings

At December 31, 2008, 333,645,471 of the Company’s Common Shares were eligible for dividends. The following table
shows the appropriation of available earnings as proposed by the Board of Directors (the Board) for the period from July 10,
2008, to December 31, 2008.

2008

Net income 491

Balance, beginning of period 481

Attribution to reserve for treasury shares (3)

Par value reduction on treasury shares 1

Dividend –

Balance carried forward 970

The Board of Directors proposes to the Annual General Meeting to appropriate the net income to the free reserve in accordance
with the table above.

For the foreseeable future, the Company expects to make distributions as a repayment of share capital in the form of a reduc-
tion in par value or qualified paid-in capital rather than through dividends. At the 2008 annual general meeting, the
Company’s shareholders approved a par value reduction of CHF 0.90, payable in three installments between that meeting and
the 2009 annual general meeting. For the period of July 10, 2008, to December 31, 2008, the Company declared dis-
tributions through a reduction in par value of Common Shares totaling CHF 0.60 which has been reflected as a reduction to
the balance of Share Capital in the accompanying balance sheet; as such, no dividend has been reflected in the table above.
The U.S. dollar amount of each 2008 installment depended upon the currency exchange rate in effect at the time of its pay-
ment, which caused the U.S. dollar value of each installment to vary. This will also be true for the first installment declared in
2009, which represents the final installment related to the par value reduction approved during the 2008 annual general
meeting.

This year, the Board proposes that the Company pay a distribution in the form of a CHF par value reduction pursuant to a
formula that will have the effect of making the U.S. dollar value of distributions more consistent. The Board proposes dis-
tributions in 2009 totaling $1.24 per Common Share using the USD/CHF currency exchange rate as published in The Wall
Street Journal on the fourth New York business day prior to the date of the 2009 annual general meeting (the Base Annual
Distribution), payable in four installments; provided that each of the CHF installments will be adjusted pursuant to the formula
so that the actual CHF par value reduction amount for each installment will equal $0.31, subject to an aggregate upward
adjustment (the Distribution Cap) for the four installments of 50 percent of the Base Annual Distribution. Application of the
formula will mean that the CHF amount of each installment will be determined at the approximate time of distribution, while
the U.S. dollar value of the installment will remain $0.31 unless and until the Distribution Cap is reached. A par value reduc-
tion that would otherwise exceed the Distribution Cap will be reduced to equal the CHF amount remaining available under the
Distribution Cap, and the U.S. dollar amount distributed will be the then-applicable U.S. dollar equivalent of that CHF amount.
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REPORT OF THE STATUTORY AUDITORS TO THE GENERAL MEETING OF ACE LIMITED, ZURICH ON

THE (SWISS STATUTORY) FINANCIAL STATEMENTS

Report of the statutory auditors on the financial statements

As statutory auditors, we have audited the accompanying financial statements of ACE Limited, which comprise the balance
sheet, statement of income and notes (pages S-2 to S-11), for the year ended December 31, 2008.

Board of Directors’ Responsibility
The Board of Directors is responsible for the preparation of the financial statements in accordance with the requirements of
Swiss law and the company’s articles of incorporation. This responsibility includes designing, implementing and maintaining
an internal control system relevant to the preparation of financial statements that are free from material misstatement, whether
due to fraud or error. The Board of Directors is further responsible for selecting and applying appropriate accounting policies
and making accounting estimates that are reasonable in the circumstances.

Auditor’s Responsibility
Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our audit in accord-
ance with Swiss law and Swiss Auditing Standards. Those standards require that we plan and perform the audit to obtain
reasonable assurance whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditor’s judgment, including the assessment of the risks of material mis-
statement of the financial statements, whether due to fraud or error. In making those risk assessments, the auditor considers
the internal control system relevant to the entity’s preparation of the financial statements in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s
internal control system. An audit also includes evaluating the appropriateness of the accounting policies used and the reason-
ableness of accounting estimates made, as well as evaluating the overall presentation of the financial statements. We believe
that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.

Opinion
In our opinion, the financial statements for the year ended December 31, 2008 comply with Swiss law and the company’s
articles of incorporation.

Report on other legal requirements

We confirm that we meet the legal requirements on licensing according to the Auditor Oversight Act (AOA) and independence
(article 728 CO and article 11 AOA) and that there are no circumstances incompatible with our independence.

In accordance with article 728a paragraph 1 item 3 CO and Swiss Auditing Standard 890, we confirm that an internal
control system exists which has been designed for the preparation of financial statements according to the instructions of the
Board of Directors.

We further confirm that the proposed appropriation of available earnings complies with Swiss law and the company’s
articles of incorporation. We recommend that the financial statements submitted to you be approved.

PricewaterhouseCoopers AG

/S/ RICHARD BURGER

Richard Burger
Audit expert
Auditor in charge

/S/ PATRICK SHOUVLIN

Patrick Shouvlin
Audit expert

Zurich, February 27, 2009
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A C E  L I M I T E D  D I R E C T O R S

Evan G. Greenberg

Chairman and Chief Executive Officer, 

ACE Limited

Prior experience:

President and Chief Operating Officer, Vice
Chairman, ACE Limited; President and
Chief Operating Officer, American
International Group.

Board/Trustee memberships: 

Chairman, American Insurance Association;
Trustee, New York Philharmonic; Trustee,
The Eisenhower Fellowships. 

Michael G. Atieh

Executive Chairman, Eyetech Inc.

Prior experience:

Executive Vice President and Chief
Financial Officer, OSI Pharmaceuticals;
Group President, Dendrite International,
Inc.; Senior Vice President and Chief
Financial Officer, Dendrite International,
Inc.; Vice President, U.S. Human Health 
(a division of Merck & Co., Inc.); Senior
Vice President, Merck-Medco Managed
Care L.L.C.; Treasurer, Merck & Co., Inc.

Certified Public Accountant

Board/Trustee memberships: 

Executive Chairman, Eyetech Inc.

Mary A. Cirillo

Advisor, Hudson Venture Partners L.P.

Prior experience:

Chairman, Opcenter LLC; Chief Executive
Officer, Global Institutional Services,
Deutsche Bank North America; Senior Vice
President, Global Relationship Banking
Operations & Technology, Citicorp (USA).

Board/Trustee memberships:

Director, Thomson Reuters Corporation;
Director, DealerTrack Holdings; Advisory
Board Member, Hudson Venture Partners;
Director, Roundabout Theatre Company.

Bruce L. Crockett

Chairman, Crockett Technologies

Associates (CTA)

Prior experience:

President, Chief Executive Officer, COMSAT
Corporation.

Board/Trustee memberships:

Chairman, AIM Family of Mutual Funds;
Life Trustee, University of Rochester; 
Board of Visitors Member, Vanderbilt
Graduate Business School; Board Member,
Investment Company Institute.

Robert M. Hernandez

Chairman, RTI International Metals, Inc.

Prior experience:

Vice Chairman, Director and Chief Financial
Officer, USX Corporation.

Board/Trustee memberships: 

Chairman, BlackRock Open-End Equity and
Long Term Bond Funds; Director, Eastman
Chemical Company; Director, Tyco
Electronics Ltd. 

Mr. Hernandez is Lead Director of the
Board of Directors of ACE Limited.

John A. Krol

Retired Chairman and Chief Executive

Officer, E.I. du Pont de Nemours 

and Company

Prior experience:

Vice Chairman, President, E.I. du Pont de
Nemours and Company.

Board/Trustee memberships:

Director, Tyco International Ltd.; Director,
Norvax, Inc.; Director, Pacolet Milliken
Enterprises, Inc.; Advisory Board Member,
Bechtel Corporation.

Peter Menikoff

Private Investor

Prior experience:

Interim Chief Financial Officer, Vlasic Foods
International Inc.; President and Chief
Executive Officer, CONEMSCO, Inc.;
Executive Vice President and Chief
Administrative Officer, Tenneco Energy
Corporation; Senior Vice President,
Tenneco, Inc.; Executive Vice President,
Case Corporation; Treasurer, Tenneco, Inc.

Board/Trustee memberships:

Director, American Electric Technologies, Inc.
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Dermot F. Smurfit

Chairman, Powerflute OYJ

Prior experience:

President, Federation European Fabrication
Carton Ondule (FEFCO); Chairman, 
Anker plc; Chairman, Peach Holdings plc;
Chairman, Smurfit Europe; Joint Deputy
Chairman, Jefferson Smurfit Group plc;
Chairman and Chief Executive Officer,
Continental European Operations, Jefferson
Smurfit Group plc; Director, Sales and
Marketing, Jefferson Smurfit Group plc.

Board/Trustee memberships:

Chairman, Eurolink Motorway Operations
Ltd.; Chairman, World Containerboard
Organisation; Chairman, Pankaboard Oy;
Chairman, Sellu Trading Oy; Chairman,
Timber Capital Ltd.; Deputy Chairman, 
The Forest Company Limited; Member,
Foundation Board, Limerick University.

Olivier Steimer

Chairman of the Board, Banque

Cantonale Vaudoise

Prior experience:

Chief Executive Officer, Private Banking
International, Credit Suisse Group.

Board/Trustee memberships:

Chairman, Foundation Board, Swiss
Finance Institute; Chairman of Committee,
Construction Office, Lausanne University;
Board Member, Swiss Federal Railways;
Board Member, Foot Avenir; Board
Member, Pro Aventico; Board Member,
Studienzentrum Gerzensee; Board Member,
Renault Finance S.A.; Board Member,
Mont Olivet Institut; Board Member, 
Espoir pour personnes en detresse.

Gary M. Stuart

Former Chief Financial Officer, 

Optimum Logistics Inc.

Prior experience: 

Executive Vice President and Chief
Financial Officer, Vice President and
Treasurer, Union Pacific Corporation.

Mr. Stuart will retire from the Board of
Directors of ACE Limited upon the expiration
of his term at the Annual General Meeting
held on May 20, 2009.

Leo F. Mullin

Senior Advisor, Goldman Sachs Capital

Partners

Prior experience:

Chairman and Chief Executive Officer, 
Delta Air Lines.

Board/Trustee memberships:

Director, Johnson & Johnson; Director,
Hawker Beechcraft; Director, Cooper
Standard; Director, Education Management
Corporation; Director, Euramax; Chairman,
Juvenile Diabetes Research Foundation.

Thomas J. Neff

Chairman, Spencer Stuart, U.S.

Prior experience:

President and Managing Partner, 
Spencer Stuart.

Board/Trustee memberships: 

Director, Hewitt Associates, Inc.; 
Director, Various Lord Abbett Mutual Funds;
Trustee, Lafayette College.

Robert Ripp

Chairman, Lightpath Technologies Inc.

Prior experience:

Chairman, Director and Chief Executive
Officer, AMP Incorporated; Vice President
and Chief Financial Officer, AMP
Incorporated; Vice President and Treasurer,
International Business Machines
Corporation.

Board/Trustee memberships:

Director, PPG Industries, Inc.; 
Chairman, Lightpath Technologies Inc.



Audit Committee

The committee was established by the Board to assist 
the Board in its oversight of the integrity of the company’s 
financial statements and financial reporting process, 
compliance with legal and regulatory requirements, the 
system of internal controls, the audit process, the performance
of the company’s internal auditors and the performance,
qualification and independence of the company’s independent
registered public accounting firm.

Robert Ripp, Chairman 
Michael G. Atieh
Bruce L. Crockett
Peter Menikoff
Leo F. Mullin
Gary M. Stuart*

Nominating and Governance Committee

The committee was established by the Board to assist 
the Board in identifying individuals qualified to become
Board members; to recommend to the Board director 
nominees; and to develop and recommend to the Board
appropriate corporate governance guidelines. In addition 
to general corporate governance matters, the Nominating
and Governance Committee assists the Board and the 
Board committees in their self-evaluation.

Robert M. Hernandez, Chairman
Mary A. Cirillo
John A. Krol
Thomas J. Neff
Dermot F. Smurfit
Olivier Steimer

Compensation Committee

The committee was established to discharge the 
Board’s responsibilities relating to compensation of the 
company’s employees.

John A. Krol, Chairman
Mary A. Cirillo
Robert M. Hernandez
Thomas J. Neff
Dermot F. Smurfit
Olivier Steimer

Finance and Investment Committee

The committee was established to oversee management’s
investment of the company’s investable assets. The 
committee also oversees the company’s capital structure 
and financing arrangements in support of the company’s
annual financial plan and makes recommendations to 
the Board with regard thereto.

Michael G. Atieh, Chairman
Bruce L. Crockett
Peter Menikoff
Leo F. Mullin
Robert Ripp
Gary M. Stuart*

Executive Committee

The committee, which meets only in emergency situations,
was established by the Board to exercise all the powers and
authority of the Board in the management of the business
and affairs of the company between the meetings of the
Board, except as limited by the company’s Articles of
Association and Organizational Regulations, rules of the 
New York Stock Exchange or applicable law or regulation;
and matters that are specifically reserved for another 
committee of the Board.

Evan G. Greenberg, Chairman 
Michael G. Atieh
Robert M. Hernandez
John A. Krol
Robert Ripp
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*Until retirement effective as of the Annual General Meeting 
held on May 20, 2009



Rainer Kirchgaessner
Global Corporate Development Officer, ACE Group

Ken Koreyva
Treasurer, ACE Group

Frank Lattal
Chief Claims Officer, ACE Group

Andreas Lewin
Managing Director, ACE Tempest Re Europe

John Lupica
President and Chief Executive Officer, ACE USA

Patrick F. McGovern
Chief Communications Officer, ACE Group

Paul Medini
Chief Accounting Officer, ACE Group

Constantin Petalas
President, ACE Tempest Re Canada

Richard Pryce
President, ACE UK

Sean Ringsted
Chief Risk Officer and Chief Actuary, ACE Group

Ronald J. Rintala
Global Operations Officer, ACE Group

Audrey Samers
Global Compliance and Business Ethics Officer, ACE Group

Lori Samson
Chief Administration Officer, Bermuda Companies

Julie Schaekel
Chief Auditor, ACE Group

Kevin Shearan
Chief Information Officer, ACE Group

Erin Skala
President and Chief Operating Officer, 

ACE Tempest Re Bermuda

Neil C. Smith
President, ACE Far East

Damien Sullivan
Chief Operating Officer, ACE Asia Pacific

Ian Watts
Chief Operating Officer, ACE Life

Douglas Wendt
President and Chief Executive Officer, Combined Insurance

James E. Wixtead
Chief Executive Officer, ACE Tempest Re USA

David Wolf
President, ACE Life

ACE Limited Executive Officers*

Evan G. Greenberg
Chairman and Chief Executive Officer

Philip V. Bancroft
Chief Financial Officer

Robert Cusumano
General Counsel

Brian E. Dowd
Chief Executive Officer, Insurance – North America

John Keogh
Chief Executive Officer, ACE Overseas General 

ACE Group Executives

John Bassetto
President and Chief Executive Officer, ACE Asia Pacific

Jacques Q. Bonneau
President and Chief Executive Officer,

ACE Tempest Re Group

Timothy Boroughs
Chief Investment Officer, ACE Group

Jorge Luis Cazar
President and Chief Executive Officer,

ACE Latin America 

Edward Clancy
President and Chief Operating Officer, 

ACE Overseas General; Executive Vice President,

ACE Group Holdings, Global Accident & Health

Phillip B. Cole
Global Human Resources Officer, ACE Group

Robert Courtemanche
Chief Executive Officer, ACE Private Risk Services

Dennis Crosby
President and Chief Executive Officer,

ACE Westchester

David Drury
Chairman and Chief Executive Officer, 

ACE Tempest Re Bermuda; 

President and Chief Executive Officer, 

ACE Tempest Life Re

Rees Fletcher
President and Chief Executive Officer, ACE Bermuda

Samantha Froud
Group Financial Controller, ACE Group

David Furby
President, ACE Continental Europe

Andrew Kendrick
Chairman and Chief Executive Officer, ACE European Group

* Executive Officers for SEC reporting purposes
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Visit the Investor Information section of acelimited.com,
write to the Investor Relations Department at ACE Limited 
or e-mail investorrelations@acegroup.com for copies of 
the company’s reports to the Securities and Exchange
Commission on Form 10-K, Form 10-Q or Form 8-K, 
all of which are available without charge. 

Address Investor Relations Inquiries to:

Director, Investor Relations
ACE Limited
17 Woodbourne Avenue
Hamilton HM 08
Bermuda
Tel: 441 299 9283
Fax: 441 292 8675
E-mail: investorrelations@acegroup.com

Transfer Agent & Registrar:

Mellon Investor Services LLC
480 Washington Boulevard
Jersey City, NJ 07310-1900 USA
Tel: 201 680 4637

Address Shareholder Inquiries to:

Mellon Investor Services LLC
P.O. Box 358010
Pittsburgh, PA  15252-8010 USA
E-mail: shrrelations@bnymellon.com
Website: www.bnymellon.com/shareowner/isd

Send Certificates for Transfer and 

Address Changes to:

Mellon Investor Services LLC
Stock Transfer Department
P.O. Box 358010
Pittsburgh, PA 15252-8010 USA

Independent Auditors:

PricewaterhouseCoopers AG
Birchstrasse 160
8050 Zurich
Switzerland
Tel: 41 58 792 44 00

PricewaterhouseCoopers LLP
Two Commerce Square, Suite 1700
Philadelphia, PA 19103 USA
Tel: 267 230 3000

New York Stock Exchange Symbol:

ACE

ACE Cusip Number:

H0023R-10-5

CEO and CFO Certifications

In 2008, ACE Limited’s Chief Executive Officer (CEO) 
provided to the New York Stock Exchange the annual 
CEO certification regarding ACE Limited’s compliance 
with the New York Stock Exchange’s corporate governance 
listing standards. In addition, in 2008 ACE Limited filed
with the U.S. Securities and Exchange Commission all 
certifications of its CEO and Chief Financial Officer 
required by the Sarbanes-Oxley Act of 2002. 

Price Range of Common Shares and Dividends

As of February 24, 2009, the company had 333,613,391 
Common Shares outstanding with 3,524 registered holders 
of Common Shares.

2008 2007

High Low Closing High Low Closing

Quarter ending March 31 $61.65 $53.66 $55.06 $0.27 $60.35 $53.22 $57.06 $0.25

Quarter ending June 30 $62.67 $55.06 $55.09 $0.29 $62.54 $57.21 $62.52 $0.27

Quarter ending September 30 $66.00 $45.30 $54.13 $0.26* $63.97 $54.23 $60.57 $0.27

Quarter ending December 31 $57.36 $37.97 $52.92 $0.27* $63.33 $56.83 $61.78 $0.27

Cash
Dividends

Cash
Dividends

The accompanying table sets forth the cash dividends
declared, the high and low closing sales prices, and the closing
sales price of the company’s Common Shares, as reported on
the NYSE Composite Tape for the periods indicated:
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*The payments to shareholders of record for the quarters ended September 30, 2008, and December 31, 2008, are the U.S. dollar equivalent of CHF 0.30 
converted at the U.S. dollar/Swiss franc exchange rate shortly before the payment dates.



This Annual Report contains
trademarks, trade names and service
marks owned by ACE Limited and 
its subsidiaries. In addition, this 
report contains trademarks, trade
names or service marks of companies
other than us, which belong to their 
respective owners.

This report is printed on recycled
paper containing 10% and 100%
post-consumer waste, the latter 
of which was also manufactured 
using windpower. These papers 
are certified to the international 
standards of the Forest Stewardship
Council (FSC), which promotes 
responsible management of the 
world’s forests. It was printed by
Finlay, an FSC-certified printer.

Design and art direction: 

Rob Frankle 
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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.



ACE Limited

Bärengasse 32
CH-8001 Zürich
Switzerland

acelimited.com

“ACE performed well in 2008 – 
a direct result of our disciplined
approach to managing risk. Our
results stand out among financial
companies and demonstrate 
consistent performance even in
the most challenging of times.”

ACE LimitedAnnual Report 2008
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