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ACE Limited Selected Financial Data

For the years ended December 31,

For the three
months ended
December 31,

For the years-ended mmcﬁmasﬂ 30,

(in thousands of U.S. dollars, except share, per share data and selected data) 2001 2000 1999 1998 1998 53
Operations data:
Net premiums earned
Property and casualty premiums $5,510,897 $4,534,763 $ 2,485,737 $ 218,007 S 894,303 S. 805,372
Life and annuity premiums 406,280 - - - = b
5,917,177 4,534,763 2,485,737 218,007 894,303
Net investment income 785,869 770,855 493,337 85,095 324254
Net realized gains (losses) on investments {58,359) (38,961) 37,916 130,154 188,385
Losses and loss expenses 4,552,456 2,936,065 1,639,543 111,169 516,892
Life and annuity benefits 401,229 - - - -
Policy acquisition costs and administrative expenses 1,614,667 1,393,432 833,312 69,030 271,566
Amortization of goodwill 79,571 78,820 45,350 4,435 12,834
interest expense 199,182 221,450 105,138 4,741 25,459
Income tax expense (benefit} (78,674) 93,908 28,684 5,342 20,040
Income (loss) before cumulative effect of adopting
a new accounting standard (123,744) 542,982 364,963 238,539 560,151 502,725
Cumulative effect of adopting a new accounting
standard (net of income tax) (22,670) - - - - .
Net income (loss) (146,414) 542,982 364,963 238,539 560,151 502,725
Dividends on FELINE PRIDES 25,594 18,391 - . =

Net income (loss) available to holders of Ordinary Shares

$ (172,008)

S 524591

Diluted earnings (loss) per share before cumulative
effect of adopting a new accounting standard

$ (0.64)

) 2.31

Diluted earnings (loss) per share'

$ (0.74)

S 2.31

1) Diluted earnings (loss) per share is calculated by dividing net income (loss) available to holders of Ordinary

Shares by weighted average shares outstanding - diluted.
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here is no way to adequately describe last year. We started out with unbridled optimism. Following
several years of acquisition and transformation, we were poised to benefit from the emerging upturn
in the insurance cycle. Our global platform was firmly in place, the acquisitions we had completed
were fully integrated into a single organization, and we were anticipating a period of sustained

organic growth.

At the Monte Carlo Reinsurance Rendezvous in September, brokers, insurance companies and reinsurers were

busily negotiating their 2002 reinsurance renewals when tragedy struck and the world changed.

Suddenly, we were faced with our largest loss ever and our greatest challenge. As the awful news sank in, our
people quickly began to adjust to the new environment. Amid the horror, this resiliency was truly heartening.
As individuals, we knew the world had turned darker, but as a company, we were able to weather the loss in the
normal course of business. We emerged from the gloom stronger than ever in our resolve to continue serving

the needs of our clients.

The simple fact is that we are in the business of managing risk. While others try to shed volatility from
unforeseen events, we accumulate, diversify, and manage such volatile risks in a manner that provides security
to our clients and a fair risk-adjusted return to our stockholders. That is why we have made the business of

risk the focus of this year’s annual report.

As we look back at the year 2001, despite an overall loss from operations, we are pleased to report a number
of positive achievements. For example, we booked a record high $10.2 billion in gross premiums written,

an increase of 34% over the prior year. In addition, we raised $1.1 billion in new equity capital so that, despite
a very poor third quarter, we ended the year with a much stronger balance sheet than we began it.

We now operate in a very different world. September 11 redefined the magnitude of risk. It constituted the
largest insured loss ever recorded, involved the most complex clash of insurance covers ever experienced,
and tested the insurance industry’s ability to withstand massive shock losses and still honor its obligations

to policyholders.

While the industry stood up to the challenge, September 11 precipitated many changes. Terrorism was clearly
shown to be uninsurable in the routine course of business. Large individual policy limits supported by heavy
recourse to reinsurance markets were also no longer available. And throughout the world’s insurance industry,
the need for adequate pricing of risks was clearly demonstrated. Finally, this unexpected catastrophe alerted
insurance buyers to the need for adequate coverage.
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n September 11, 2001, the unthinkable

occurred. Destruction of this magnitude

stunned government officials and
business leaders, as well as the general
public. The future instantly seemed less secure.
Terrorists, it was now apparent, had multiple means
of delivery and multiple delivery points. How can

an open society hope to defend them all?

The challenge to businesses

Facing a landscape of increased peril, business
leaders turned to their traditional source of protection—
insurance. Senior executives began to question

whether their companies had adequate coverage. A re-
examination of exposure has led to an unprecedented

demand for comprehensive insurance.

The challenge to insurers

Like insurance buyers, of course, insurers now have
an altered view of risk, too. On September 11, the
industry suffered its largest aggregate loss in history.
Although some additional capital has subsequently
flowed into the industry, the net impact of the event,
to date, has been a significant reduction in the

industry’s capacity to accept risk.

In the new environment, insurers have had to be much
more precise about the perils they are actually prepared
to cover. In the softer markets of earlier years, policy
language had grown increasingly broad and general
at many insurers. But in the post-September 11 world,
insurers have tightened their terms and conditions to
cover only named perils. And few—if any—are prepared

to cover terrorism. Although this risk had seemed
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Evan Greenberg
Vice Chairman
ACE Limited




t ACE, risk management is a thoughtful,

prudent, and rigorous process.

Managing limits and retentions

As the events of 2001 brought home, managing risk

is partly a matter of controlling limits and retentions.

One of the reasons ACE was able to withstand the
year’s large gross losses is that we had carefully
matched the coverage we wrote with the support

we could obtain through reinsurance. As reinsurance
has become more difficult and costly to acquire, we
have had to reduce the gross limits we can offer our
clients. Generally speaking, we now write smaller

gross limits and retain a larger portion of them.

Diversification through acquisitions
Diversification is another key to successful risk
management. During ACE’s early years, we offered
Just two lines: excess liability and excess directors

and officers liability insurance. Since 1993, largely

through acquisitions, we have diversified our insurance
portfolio—as well as our revenue streams—by both
geography and product line. By entering the Lloyd’s
market in 1996, for example, we broadened our
international exposure. By purchasing CIGNA’s global
property and casualty insurance business in 1999, we
completed our transformation into a global insurance
provider. Soon thereafter, we added depth and expertise
to our financial reinsurance capabilities by acquiring

Capital Re Corporation.

The CIGNA P&C acquisition made ACE one of the
few property and casualty insurers to operate on a
truly global scale. ACE International writes business
in nearly 50 countries around the world, both mature
and developing. At the same time, clients around the
world can also access cutting-edge insurance solutions

through ACE Bermuda, ACE Financial Services,
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Gary Schmalzriedt
President & Chief Executive Office
ACE Europe and ACE Global MatkeisE>




J hile most companies around the

world take active steps to shed

volatility, ACE is in the business of
acquiring it. By accumulating volatility
in sufficient quantities and diversity, and by applying
a variety of risk management strategies, we can

withstand the uncertainties and continue to thrive.

ACE emerged from the events of 2001 with its financial
strength intact and its commitment to stand by clients
undiminished. While other insurers were withdrawing
from important markets, ACE continued to provide

critical forms of coverage. We also stepped up to add

lines that were in especially strong demand.

This is not to say that we have or will put our own
company at risk. We are professional in our risk

taking and careful to assure that what we do is in

the best interests of our shareholders as well as our
clients. For clients and shareholders alike, of course,
it is vitally important that ACE be able to survive

even the worst event they can imagine.

Underwriting expertise

We are prepared to accept risk from large, complex
global clients because we have confidence in our
technical underwriting skills—our ability to understand
the idiosyncrasies of each client organization and to
evaluate and price the relevant risks. The strength of
our underwriting talent enables us to respond quickly

to changing dynamics and exposures.

ACE has specialized underwriting skills in sectors
ranging from marine to energy to aviation to global
property to casualty to personal accident and health—
to name just a few. ACE Tempest Re, for example, is
pre-eminent in quantifying property catastrophe risk.

The company uses its own proprietary risk assessment




"DV JO spuatpd

[J1IS 218 SIOPUNOJ ASOY} JO AUBW ‘E6GT ADULS

paumo Aparpqnd uoaq aaey am y3noyy|y sartueduwion
00S 2uUnNJIO {¢ JO WNNIOSU0d B Aq ¢8GT Ul PIpUNoy
sem 4OV Teuped wis)-Suof JUI[[IIXI UE SE Y
2Z1u022 S3udNO Auepy “sdiysuonejor Junse[-suof
“aAnonpodd Ajjennuw w0y ued A2y} WoyMm Yim SI2Insul
399 UIYJO SI0ANG OOURINSUI “UIPIRY SIDMBW S

Jauped widy-3uol y

‘weadoad 1oy jo

S104R| [BI9A2S 1B 9FRIJA0D 10] JajIBW Y U0 URY)
210w dey ueo Ayoedeo [euonippe SuIpasu SULIO
ANqer] O SAIIM OS[E un S,pAo[] 1IN0 ‘SIadIB
[BQOD HOV 22UIS "[(0T SULNP YSN OV UM
jnun O pazijeroads e paysiqelsa am ‘weidoad
131 Jo siafe Sunjiom o) ut 98v10A00 Suryass

sjuatpd "S) 104 "sweidosd ) Jo sIoAR[ $SIX

y3y oy ur soyedronaed Ajjeo1dAy epnuiag OV
‘Aj1oeden Jo 90IN0S JUIIDILD UL [JIm POOU SIJUDI[D ©
[ojewt Aj[eIouag ued am “aFrI0A00 29 13]JO plIom

3} punoue sIUdWIIS SSAUISN( )Y [BIOADS JOUIG

‘ssaud oY) u1 pue 199115 [[BA UO Fuipuels s} ‘qudw
-a8euew Jo Ayenb sy ‘sa1aKa9p1| 1onpouad sy ‘adesspuey
aannadwoon sy ‘sjuswILle)s [eIdUBULY §)1—WONOq 0}
doy woyy Auedwod JudID B JurzA[Bue soA[oAul Ajferdads
SIYL “SI[IXS [BOIUYD) JO JOS JUAILJIP AIOA B 9SN om

CO®) AN1qer] S1991J0 pue SI0}LIIP FunumIdapun uj

‘$)|NSal1 9)BINDOR
jsow 3y} 198 0] sjuawisnipe £1esS309U AyeW puk
BIEp 121d103ul 0) MOY SPUB)ISIOPUN }] "SIOPUIA FUIped]

wolj s[apow uonenuwis aydoljseies se [[9m Se sjppow







gy

o , @
©




1n addition to providing traditional forms of risk
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*1 exposures in a variety of complementary ways,

transfer, ACE also helps clients manage their

% including financial solutions, financial guaranty
insurance, reinsurance, captive services, and claims

management services.

Financial solutions

Financial solutions are custom-tailored products
that blend risk transfer with risk financing. With
traditional insurance more difficult and expensive
to obtain than in the past, many large corporations
are retaining more risk through higher deductibles
or greater use of captive insurance subsidiaries.
For these companies, a customized program that
offers stable capacity and significant risk transfer

represents an efficient alternative.

With seven years of experience and a team of profes-
sionals in Bermuda, New York, London, Dublin, and
Japan, ACE is a leading provider of financial solutions.
A substantial portion of the new capital ACE raised

in 2001 was allocated to this business segment.

Financial solutions may take various forms: structured
financial products enable companies with large reten-
tions to spread potential losses out over several years
so they can more easily be absorbed; loss portfolio
transfers allow insurance and reinsurance companies,
among others, to improve their competitive position
by shedding portions of their loss portfolios. Given
the pressures on insurers and reinsurers, loss portfolio

transfers may be in particularly strong demand in 2002.

Financial guaranties

Through ACE Financial Services, we also provide
sophisticated solutions to problems of financial risk
management. Quite apart from September 11, the
year 2001 was a period of credit unrest and numerous
credit downgrades. Many firms with substantial credit
exposure sought to obtain default protection from

highly rated counterparties. Today, the latter are a
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Philip V. Bancroft
Chief Financial Officer
ACE Limited




F§AP4| ven after the largest industry insured loss

of all time, ACE’s balance sheet remained
very strong following September 11. We
maintained our excellent ratings. Less than
two months later, we were able to raise $1.1 billion in
equity capital to support further expansion. Investors
recognized that ACE, with our extensive client base,

could readily and profitably deploy additional capital.

Pricing discipline

We believe that pricing discipline is critical to sound
capital manageinent. To generate an adequate return
on capital, we firmly believe that business must be
profitable in its own right. In a soft market, when
premium rates are inadequate, we turn down significant
amounts of business. Following the CIGNA property
and casualty acquisition, we exited from lines that

did not meet our standards.

As a responsible market, we must be selective and
price fairly so we can continue to provide a quality
product over time. In the current environment, we

have raised prices in response to the rising costs of

running our business.

Investment discipline

Beyond premiums, our other major source of income
is our investment portfolio, which stood at $16 billion
at the close of 2001. As an investor, we face both
market risk and credit risk. In our financial guaranty
business, we also take credit risk. It is therefore
particularly important for ACE to understand the
potential aggregations and correlations of risk in

our entire credit portfolio. Working with a leading
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ACE’s success is predicated on having outstanding people

Thanks to the talents of our people, ACE can participate over the full
spectrum of risk from standard accident and health policies to highly
customized financial coverages. When presented with client problems,
our professionals have the intellectual firepower and the flexibility

to respond with creative solutions.

An attractive culture for talented people
ACE is a big company that is managed like a small one. Because we

operate with a rclatively flat organizational structure, professionals at

all levels have ready access to management. The CEOs of our various
business segments are all directly involved in day-to-day decision making.
With few bureaucratic barriers to overcome, people at ACE tend to know

that they can make a difference.

We value leadership as it is exercised at all levels of the organization.
In our experience, for example, talented underwriters want to use their
skills to make underwriting decisions. Instead of expecting them all

to become administrators, we reward highly skilled underwriters for the
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Management’s Discussion and Analysis of Results of Operations and Financial Cendition

Management’s Discussion and Analysis of Results of Operations and Financial
Condition is a discussion of ACE’s results of operations, financial condition,
liquidity and capital resources. This discussion should be read in conjunction with
our consolidated financial statements and related notes, presented on pages 52 to
100 of this annual report.

Safe Harbor Disclosure

The Private Securities Litigation Reform Act of 1995 provides a “safe harbor” for
forward-looking statements. Any written or oral statements made by or on behalf
of ACE may include forward-looking statements which reflect our current views
with respect to future events and financial performance. These forward-looking
statements are subject to certain uncertainties and other factors that could cause
actual results to differ materially from such statements. These uncertainties and
other factors (which are described in more detail elsewhere herein and in other
documents we file with the Securities and Exchange Commission) include, but are
not limited to: (i) the impact of the September 11th tragedy and its aftermath on
ACE’ insureds and reinsureds, on the insurance and reinsurance industry and on
the economy in general, and uncertainties relating to governmental responses to
the tragedy; (ii) the ability to collect reinsurance recoverables and any delays with
respect thereto; (iii) the occurrence of catastrophic events or other insured or rein-
sured events with a frequency or severity exceeding our estimates; (iv) the uncer-
tainties of the loss reserving process, including the difficulties associated with
assessing environmental damage and latent injuries; (v) uncertainties relating to
government and regulatory policies such as subjecting ACE to insurance regulation
or taxation in additional jurisdictions or amending, revoking or enacting any laws,
regulations or treaties affecting our current operations and other legal, regulatory
and legislative developments; (vi) the actual amount of new and renewal business
and market acceptance of our products; (vii) risks associated with the introduction
of new products and services; (viii) the competitive environment in which we

operate, related trends and associated pricing pressures, market perception, and

developments; (ix) actions that rating agencies may take from time to time;

(x) developments in giobal financial markets, which could affect our investment
portfolio and financing plans; (xi) changing rates of inflation and other economic
conditions; (xii) losses due to foreign currency exchange rate fluctuations;

(xiii) loss of the services of any of our executive officers without suitable replace-
ments being recruited in a reasonable timeframe; (xiv) the ability of technology to
perform as anticipated; (xv) the amount of dividends received from subsidiaries,
and (xvi) management’s response to these factors. The words “believe”, “anticipate”,
“estimate”, “project”, “should”, “plan”, “expect”, “intend”, “hope”, “will likely
result”, or “will continue”, variations thereof and similar expressions identify
forward-looking statements. Readers are cautioned not to place undue reliance

on these forward-looking statements, which speak only as of their dates. We under-
take no obligation to publicly update or review any forward-looking statements,
whether as a result of new information, future events or otherwise.

General

ACE, through its various subsidiaries, provides a broad range of insurance and
reinsurance products to insureds worldwide. We currently operate through six
business segments: ACE Bermuda, ACE Global Markets, ACE Global Reinsurance
{(includes both property and casualty reinsurance business and life reinsurance
business), ACE USA, ACE International and ACE Financial Services. Our segments
are structured on a geographic basis. Following recent management changes, we
are reassessing the manner in which we present our segments.

During 1999, we made two substantial acquisitions that were accounted for under
the purchase method of accounting, which requires that income from the acquired
company only be included in our results from the date of acquisition. These
acquisitions are described below.
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impact of any of them, singularly or in the aggregate, could be material. For
example, business interruption insurance claims could materialize in the future
with greater frequency than we have anticipated or provided for in our estimates,
or, insureds that we expect will not be held responsible for injuries resulting from
the attack are ultimately found to be responsible at a financial level that impacts
our insurance or reinsurance policies.

Detailed below is an analysis, by operating segment, of the impact of the
September 11th tragedy on our statement of operations recorded in the quarter
ended September 30, 2001. This analysis includes the effects of intercompany
reinsurance transactions. As noted, our net income was reduced by $559 million
on an after tax basis. In estimating the impact of the tragedy on us, premium
payments required for us to reinstate reinsurance policies with third parties have
been accrued. Premiums from insureds required to reinstate their insurance or
reinsurance coverage with us have not been accrued in the estimate. The premiums
accrued in ACE Bermuda represent additional premiums due under the terms of
certain financial solutions reinsurance programs directly impacted by the tragedy.
These amounts have not changed substantively since they were reported in the
third quarter.

Impact of September 11, 2001 Tragedy
Year ended December 31, 2001

ACE ACE

ACE Global Global ACE ACE ACE
{in millions of U.S. dollars) Bermuda Markets Reinsurance USA International Consolidated
Operations Data:
Gross premiums writen $ 142 S 200 $ - 0§ - S - §S122
Net premiums written 139 (66) 2 (18) (5) 52
Net premiums earned 100 (66) 3 (18) (5 14
Losses and loss expenses 342 140 122 28 18 650
Policy acquisition costs - - 1 - - 1
Underwriting income (242) (206) (120) (46) (23) 637)
Income tax benefit - 62) - (16) - (78)

S(242) S(144) Fm:NQ $(30) $(23)

$(559)

32

Prior to the September 11th tragedy, we were operating in an environment where
insurance and reinsurance rates were increasing. As a result of the tragedy, changes
in the insurance and reinsurance industry have accelerated. Prices are increasing,
available capacity has reduced, and coverage along with policy terms and conditions
are changing. Changes in industry conditions will be discussed where relevant in
the segment discussions.

In line with the industry, we are experiencing price increases in most lines of
business. In certain areas, at times, we are reducing the gross capacity we offer to
insureds as reinsurance prices increase and available capacity reduces. We are also
assessing the amount of gross and net capacity offered in lines of business where
price increases have not been commensurate with our assessment of risk. However,
we expect to continue to increase our net retention in other areas. In addition, we
are assessing our exposure to terrorism related risks and, where considered neces-
sary, have and will continue to take steps to reduce or eliminate these risks from
our insurance portfolios.

Resulis of Operations
Years ended December 31,

(in millions of U.S. dollars) 2001 2000 1999

Income (loss) excluding net realized gains (losses)
on investments, non-recurring expenses
and cumulative effect of adopting a new
accounting standard
Net realized gains (losses) on investments
(net of income tax) {50) (39) 42
Non-recurring expenses (net of income tax) (4) - (7)

$ (69) $582  $330

Income (loss) excluding cumulative effect
of adopting a new accounting standard

Cumulative effect of adopting a new
accounting standard (net of income tax)

(123) 543 365

(23) - -
$(146) 5543  $365

Net income (loss)
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Net premiums written, which reflect the premiums we retain after purchasing
reinsurance protection, increased by 30 percent to $6.4 billion in 2001 due to the
increase in gross premiums written. Net premiums written did not increase at the
same rate as gross premiums written as some of our growth in premiums came from
more heavily ceded business at ACE USA and ACE Global Markets where additional
reinsurance was purchased following the September 11th tragedy. Net premiums
earned, which reflect the portion of net premiums written recorded as revenues for
the year, also increased by 30 percent in 2001 compared with 2000.

Gross premiums written in 2000 increased by 96 percent to $7.6 billion compared
with $3.9 billion in 1999. The increase resulted from several factors including the
upturn in the business cycle for the insurance and reinsurance markets. However,
the primary reasons for the increase were the inclusion of ACE INA premiums
for the full year in 2000 compared with six months in 1999, the increase in our
participation in Lloyd’s and the inclusion of ACE Financial Services in 2000.

ACE Bermuda: Gross premiums written in 2001 increased by 92 percent to

$1.1 billion compared with 2000. The increase is due primarily to the financial solu-
tions line of business that has shown significant growth augmented by additional
premiums on policies in force arising from the September 11th tragedy. In 2001,
financial solutions wrote $868 million of premiums compared with $286 million

in 2000. Included in the financial solutions premium in 2001 is a $125 million
mnter-company reinsurance contract written with a wholly owned subsidiary,

ACE Capital Re. ACE Capital Re is included in the ACE Financial Services segment.

The increase in the financial solutions business was somewhat offset by a decrease
in professional lines, aviation and satellite lines. In 2000, the professional lines
division wrote a retrospective program with premiums of $50 million that was not
available for renewal this year. As disclosed in previous filings, during fiscal 2000,
ACE Bermuda moved its aviation business to ACE Global Markets and a large part
of the satellite business to ACE USA. In 2000, these lines accounted for $60 million
of gross premiums written in ACE Bermuda.

Prior to the September 11th tragedy, excess liability, excess property and profes-
sional lines were experiencing premium growth as a result of rising insurance prices
in the industry. Since that time rates have continued to increase in the region of
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20-30 percent, 50-100 percent and 20-25 percent, respectively. In addition, the
political risk premium written through Sovereign Risk, a 50 percent owned joint
venture, increased in 2001 compared with 2000.

Net premiums written in 2001 increased by 107 percent to $1.1 billion compared
with 2000 for the same reasons outlined above for gross premiums written. Net
premiums written increased by a higher percentage than gross due to a change in
the mix of business written as financial solutions tends to reinsure less business
than the other lines in ACE Bermuda. Net premiums earned in 2001 increased by
94 percent to $945 million compared with 2000. As with gross and net premiums
written, the increase is due primarily to the increase in the financial solutions line
of business that experienced significant premium growth during the year. This line
also benefited by additional premiums earned due under terms of certain financial
solutions programs directly impacted by the September 11th tragedy.

Gross premiums written in 2000 increased by 8 percent to $598 million compared
with $553 million in 1999, primarily due to growth in the professional lines divi-
sion. During the third quarter of 2000, the professional lines division bound a retro-
spective professional lines program that resulted in $50 million of gross, net and
earned premiums in the quarter. Premium production in the other divisions was
mixed in 2000. Net premiums written increased by 19 percent to $512 million in
2000 compared with $429 million in 1999. The increase was primarily due to the
$50 million professional lines program previously discussed. Net premiums earned
in 2000 decreased by $23 million to $487 million compared with $510 million in
1999. This decrease is primarily due to a significant LPT transaction in 1999 that
was earned when written. The decrease in net premiums earned was partially offset
by the aforementioned $50 million professional lines retrospective premium.

ACE Global Markets: Gross premiums written in 2001 increased by 22 percent to
$1.3 billion compared with 2000. In the March 2000 quarter, ACE Global Markets
accelerated its reporting to a current basis from a quarter in arrears. On a comparable
basis, gross premiums written increased by 37 percent. The increase is primarily due
to an increase in our participation in syndicate 2488 and higher premium levels in
most areas of our business in 2001 due to price increases.
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market conditions during the year prior to the September 11th tragedy. In the after-
math of the tragedy, with account retention remaining strong, premiums charged
to insureds have risen in virtually every business group, generally with attachment
points increasing and policy limits on the decline. The pricing increases are most
significant in the large property accounts, catastrophe exposed property business
and the excess casualty lines. During the fourth quarter of 2001, ACE USA also
experienced sizeable price increases expanding to the professional risk (errors and
omissions and directors and officers) and commercial marine lines. The financial
solutions group also experienced strong growth during 2001 and contributed

$148 million to the increase in gross premiums written.

Net premiums written in 2001 increased by 20 percent compared with 2000. The
increase follows the growth in gross premiums written in 2001. Although there was
an increase in net premiums written during 2001 compared with 2000, most of the
gross premium growth during 2001 occurred in business segments that traditionally
purchase more reinsurance protection.

Net premiums earned in 2001 increased by 17 percent to $1.9 billion compared
with 2000. The increase is consistent with the growth in net premiums written.
Net premiums written and earned in 2001 were reduced by $18 million due to
reinstatement reinsurance premiums associated with the September 11th tragedy.

Gross premiums written in 2000 increased by 116 percent compared with 1999.
Gross premiums in 2000 include premiums from both ACE US Holdings and the
U.S. operations of ACE INA, which in 1999 are included from July 2, 1999, the
date of acquisition. On a comparable basis, including 12 months of 1999 premiums
for the U.S. operations of ACE INA, gross premiums increased by more than

30 percent in 2000, despite a $158 million reduction in gross premiums due to
curtailment of certain unprofitable business. In the 2000 calendar year, market
conditions were favorable over 1999 with firming prices, increases in submission
levels and strong account retention providing a backdrop for the growth.

Net premiums written in 2000 were 114 percent higher than 1999. The increase
was primarily due to the inclusion of a full year of results for the ACE INA business
in 2000, which for 1999 was only included from July 2, 1999. On a comparable
basis, net premiumns written increased by $346 million, due to the more favorable
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market conditions driving the increase in gross premiums written, as well as the
formation of the financial solutions business group in 2000.

Net premiums earned in 2000 increased by 116 percent from 1999. The increase
was partly due to the higher level of net premiums written achieved in 2000 due

to the improvement in market conditions and growth in new business. More signif-
icantly, the increase was attributable to the inclusion of the ACE INA business for
a full year in 2000 compared with 1999 where ACE INA business was included
from July 2, 1999.

ACE International: Gross premiums written in 2001 increased by 11 percent

to $2.3 billion compared with 2000. On a constant dollar basis, gross premiums
written increased by 21 percent. The increase in 2001 reflects growth in underlying
property and casualty lines in both indigenous and multinational programs, and

in the accident and health and consumer products business segments. ACE Europe
experienced growth primarily due to large price increases on property renewals
and Latin America experienced growth in its Mexican captive program business.
Premiums written in Japan were relatively flat on a constant-dollar basis. Overall,
growth in local currency premiums was partially offset by the weakening of
European and Japanese currencies against the U.S. dollar during 2001. Net premiums
written and net premiums earned increased by 7 percent and 4 percent respectively,
primarily due to the growth in ACE Europe.

Gross premiums written in 2000 increased by 117 percent to $2 billion compared
with 1999. The increase was primarily due to the inclusion of a full year of results for
the ACE INA business in 2000, which in 1999 are only included from July 2, 1999.
Net premiums written and net premiums earned increased for the same reasons.

ACE Financial Services: Gross premiums written in 2001 decreased by 11 percent
to $292 million compared with 2000. During the fourth quarter of 2001, ACE
Capital Re (which is included in the ACE Financial Services segment) purchased
long-term reinsurance protection from its parent, ACE Bermuda, for $125 million.
ACE Capital Re purchased the cover to enhance rating agency capital and claims-
paying resources as a result of increased demand for ACE Capital Re’s products
after consultation with the major rating agencies. Adjusting for this intercompany
contract, gross premiums written in this segment would have increased by 28 per-
cent due primarily to growth from new business in the structured finance, credit
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losses or reinsurance recoverables, and would be reflected in our results of opera-
tions in the period in which the estimates are changed.

In addition, catastrophe losses may have a significant effect on the insurance and
reinsurance industry. ACE Global Reinsurance and other segments of our group
have exposure to windstorm, hail, earthquake and other catastrophic events, all

of which are managed using measures including underwriting controls, occurrence
caps as well as modeling, monitoring and managing our accumulations of potential
losses across the group. We use retrocessional programs to limit our net losses from
catastrophes. However, property catastrophe loss experience is generally character-
ized as low frequency but high severity short-tail claims, which may add volatility
to our financial results.

The loss and loss expense ratio increased to 82.6 percent in 2001 compared with
64.7 percent in 2000. The increase resulted from three significant events. During
the quarter ended June 30, 2001, we incurred losses of $55 million from a series
of Mid-Western United States storms that added 1 percentage point to our loss
ratio. As already noted, we incurred large losses as a result of the September 11th
tragedy that added 11.6 percentage points to our loss ratio. In addition, in the fourth
quarter, we strengthened our loss reserves in our international casualty operations,
which added 1.2 percentage points to our loss ratio. Removing the effects of these
three items would put our 2001 loss and loss expense ratio at 68.8 percent. The loss
and loss expense ratio declined to 64.7 percent in 2000 compared with 66.0 per-
cent in 1999, as there were relatively few major catastrophe losses during 2000.

ACE Bermuda: The loss and loss expense ratio increased to 111.7 percent in 2001
from 74.3 percent in 2000 primarily due to losses incurred in the financial solutions
and property lines of business as a result of the Mid-Western United States storms
and the September 11th tragedy. Loss and loss expenses incurred as a result of these
events amounted to $360 million. Even though the loss and loss expense ratio was
slightly offset by additional premiums due under the terms of certain financial
solutions reinsurance programs directly impacted by the tragedy, the event had a
significantly negative impact on the loss and loss expense ratio for 2001. Adjusting

for the impact of these losses, the loss ratio would have been 82.4 percent. The

remaining increase in the loss ratio from 74.3 percent to 82.4 percent results from
a change in the mix of business, primarily due to the increase in financial solutions
business. The loss and loss expense ratio decreased from 76.5 percent in 1999 to
74.3 percent in 2000. This change was primarily the result of a change in the mix
of business written.

ACE Global Markets: The loss and loss expense ratio increased to 88.2 percent

in 2001 from 57.2 percent in 2000. The most significant contributing factors to the
increase were the losses arising from the September 11th tragedy as well as reserve
strengthening in one of our syndicates that is in run-off. Adjusting for these two items,
the loss ratio would have been 56.9 percent, a slight improvement on the prior year.

The loss and loss expense ratio did not substantially change in 2000 compared
with 1999.

ACE Global Reinsurance: The loss and loss expense ratio increased to 78.1 percent
in 2001 from 12.7 percent in 2000. The change in the loss ratio is primarily the
result of the $122 million loss incurred from the September 11th tragedy in the third
quarter of 2001 and catastrophe losses incurred in the second quarter resulting from
a series of Mid-Western United States storms. There was no significant loss activity
in fiscal 2000. Excluding the impact of these two items, the loss and loss expense
ratio would have been 16.1 percent.

The loss and loss expense ratio decreased from 69.2 percent in 1999 to 12.7 percent
in 2000. This significant decrease was the result of the relatively small number of
catastrophes in 2000 as compared with 1999,

ACE USA: The loss and loss expense ratio increased to 75 percent in 2001 from
73.7 percent in 2000. This change is primarily the result of the September 11th
tragedy, which added net incurred losses and loss expenses of $28 million or about
2.2 percentage points to the ratio. The curtailment of certain business that did not
meet our underwriting standards subsequent to the acquisition and the associated
run-off of earned premiums attributable to the high loss ratio business in 2000,
contributed to the improvement in 2001. The loss and loss expense ratio increased
from 71.2 percent in 1999 to 73.7 percent in 2000. The loss and loss expense ratio
of the ACE INA domestic segment is historically higher than the loss ratio reported
for ACE US Holdings business due to the type of business mix. On a comparative
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The underwriting and administrative expense ratio decreased by 3.3 percentage
points in 2000 over 1999. This change was primarily due to savings achieved as
a result of restructuring and other spending reduction initiatives,

ACE Financial Services: The underwriting and administrative expense ratio decreased
from 27 percent in 2000 to 23.9 percent in 2001. The reduction in the expense ratio
is the result of a larger portion of the business derived from the structured finance
and credit default swap lines, which typically have much lower or no associated
ceding commissions.

ACE Financial Services was acquired on December 30, 1999; therefore, there are
no comparative figures for 1999.

Net Investiment [ncome
Years ended December 31,

Percentage Percentage
{in millions of U.S. dollars) 2001 Change 2000 Change 1999
ACE Bermuda $153 2% $150 (14% $174
ACE Global Markets 36 (2) 37 29 28
ACE Global Reinsurance 74 23 60 - 60
ACE USA 335 (2) 341 81 189
ACE International 81 (12) 92 127 41
ACE Financial Services 102 ) 97 - -
Other 5 - (6) - 1
Net Investment Income §78 2% §771 56% $493

—)

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 as well as
changes in overall asset allocation. Net investment income increased in 2001 by
$15 million to $786 million compared to $771 million in 2000. On a comparable
basis, net investment income declined by $14 million. As our Commercial Insurance
Services (“CIS”) was treated as a discontinued operation until July 2, 2000, the
2000 year only includes six months of investment income from the CIS division.

The comparable number assumes 2000 includes 12 months of investment income
from CIS.

While we had substantial positive operating and financing cash flow in 2001, these
inflows were weighted toward the end of the year. Thus they did not have a large
impact on net investment income during the year.

Offsetting the increase in investment income from the higher asset base was the
continual decline in interest rates during the year and the corresponding decline in
the investment portfolio’s yield.

Net investment income increased in 2000 by $278 million to $771 million compared
with $493 million in 1999. The primary reason for the increase was an increase

in the size of the investable asset base resulting from the ACE INA Acquisition on
July 2, 1999, and the ACE Financial Services acquisition on December 30, 1999.
Net investment income in 1999 includes six months of ACE INA results, whereas
the net investment income in 2000 includes 12 months of both ACE INA and
ACE Financial Services.

ACE Bermuda: Net investment income increased by $3 million to $153 million
in 2001. The increase is primarily the result of a larger asset base and a change in
investment strategy to a portfolio with a higher yield. The increase was offset by
lower short-term interest rates in the second half of the year.

Net investment income decreased by $24 million in 2000 compared with 1999.
This decrease was primarily the result of a higher investable asset base in the first
half of 1999, before ACE Bermuda paid dividends to ACE Limited for the purchase
of ACE INA. ACE Bermuda also provided funding for the ACE Financial Services
acquisition in December 1999.

ACE Global Markets: Net investment income in 2001 was relatively unchanged
compared with 2000. The investable base grew on average by approximately 18 per-
cent in 2001 over 2000, however this was offset by ACE Global Markets’ need to
have relatively higher cash and short-term investment balances (in order to maintain
liquidity) while short-term rates were falling. In addition, the fourth quarter of 2001
experienced significant reduction in federal interest and fixed income coupon rates.

Net investment income was $37 million in 2000 compared with $28 million in 1999,
The increase was the result of our increased participation in the Lloyd’s syndicates
we manage, in both 2000 and 1999, resulting in an increasing asset base.
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The liquidation of certain equity portfolios contributed $27 million to net realized
gains in 2001 compared to $114 million and $47 million in 2000 and 1999,
respectively.

We use fixed income futures contracts and interest rate swaps to manage duration
exposure. Gains of $11 million were recognized on interest rate swaps during 2001.
Net realized losses generated by our equity index futures contracts amounted to
$22 miltion for the year, bringing the total net realized losses attributable to finan-
cial futures and option contracts and interest rate swaps to $11 million compared
with losses of $48 million in 2000, and gains of $68 million in 1999.

Other investments had a loss of $38 million primarily because we wrote down the
value of an equity investment by $28 million during the third quarter of 2001.

We implemented FAS 133 on January 1, 2001, which requires that all derivatives
be recognized as either assets or liabilities in the consolidated balance sheet and
measured at fair value. The change in fair value of our derivatives in 2001 was a
loss of $17 million. The level of such gains and losses is dependent upon a number
of factors including changes in interest rates, credit spreads and other market factors.

Other Expenses
Years ended December 31,

Percentage Percentage
(in millions of U.S. dollars) 2001 Change 2000 Change 1999
Amortization of goodwill § 80 1% S 79 76% S 45
Interest expense $199 (10)% $221 111% $105
Income tax expense (benefit) $(79) (184)% S 94 227% $ 29

As expected, the amortization of goodwill was relatively unchanged in 2001
compared with 2000. The amortization of goodwill increased by $34 million in
2000 compared with 1999. Of this increase, $30 million related to the difference in
ACE INA goodwill amortization as 2000 had a full year of amortization compared
with six months in 1999. The remaining increase relates to the amortization of
goodwill generated by the acquisition of ACE Financial Services in December 1999.

42

In June 2001, the Financial Accounting Standards Board (“FASB”) issued Statement
of Financial Accounting Standards No. 142, “Goodwill and Other Intangible Assets”
(“FAS 142”). FAS 142 primarily addresses the accounting for goodwill and intangi-
ble assets subsequent to their acquisition. As required, we have adopted FAS 142
on January 1, 2002 and ceased amortizing goodwill.

Interest expense decreased by 10 percent in 2001 compared with 2000. The decrease
is primarily attributed to lower short-term interest rates on our floating rate debt in
2001 as compared with 2000. The increase in interest expense in 2000 as compared
with 1999 was a result of our incurring a full year of interest with respect to debt
acquired in connection with the ACE INA Acquisition. A full description of our
outstanding debt, including interest rates and terms, is included in Note 9 of the
Consolidated Financial Statements.

We recorded an income tax benefit of $79 million in 2001 compared with an
expense of $94 million in 2000. This decrease was primarily due to the net loss we
incurred in 2001. The increase in income tax expense from $29 million in 1999 to
$94 million in 2000 was primarily due to the inclusion of ACE INA for six months
in 1999 and a full year in 2000. For further information on taxation, see Note 14
of the Consolidated Financial Statements.

Investments and Cash

Our principal investment objective is to ensure that funds will be available to meet
our insurance and reinsurance obligations. Within this broad liquidity constraint,
our 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 fixed
income securities of the highest credit quality.

At December 31, 2001, total investments and cash were $15.9 billion compared
with $13.8 billion at December 31, 2000, an increase of $2.1 billion. In October
2001, we raised $1.1 billion in a public offering of our Ordinary Shares (see
Liquidity and Capital Resources discussion). The balance of the increase in total
investments and cash is primarily due to positive cash flows from operations due
to strong premium volume, and an increase in unrealized appreciation on the fixed
income portfolio caused by declining interest rates during 2001. Offsetting these
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and casualty underwriting results. Net losses and loss expenses incurred in 2001 were
impacted by $94 million of prior year development principally in the ACE Interna-
tional segment. This development was reflected during the fourth quarter of 2001
when we recorded additional reserves to strengthen our casualty loss reserves.

Net losses and loss expenses incurred in 2000 were impacted by favorable develop-
ment of reserves from prior periods primarily from ACE Tempest Re, ACE USA
and ACE Bermuda partially offset by unfavorable development in ACE Financial
Services.

Net losses and loss expenses incurred tn 1999 include incurred losses for ACE INA
from July 2, 1999, the date of acquisition. In our analysis of incurred and paid losses
for ACE INA for the 1999 period, all losses incurred and paid on losses occurring
in the period January 1, 1999, through December 31, 1999, have been included

as current year activity in 1999.

Reinsurance

One of the ways we manage our loss exposure is through the use of reinsurance.
While reinsurance arrangements are designed to limit our losses from large exposures
and to permit recovery of a portion of direct losses, reinsurance does not relieve us
of our liability to our insureds. Accordingly, our loss reserves represent total gross
losses, and reinsurance recoverable represents anticipated recoveries of a portion of
those losses as well as amounts recoverable from reinsurers with respect to claims
which we have already paid. Reinsurance recoverables increased by $2.4 billion
during 2001 to $11.4 billion. Part of this increase was due to the §1.3 billion of
reinsurance recoverables accrued with respect to the September 11th tragedy, as our
gross insured losses are covered by significant amounts of reinsurance from high-
quality reinsurers. The remaining increase is a result of our business growth during
2001. Our reinsurance recoverable on our September 11th losses is of high quality
with approximately 98 percent of all reinsurance purchased by us being with
reinsurers rated A- or better, including 38 percent with reinsurers rated AAA-

and 33 percent with reinsurers rated AA-, based on ratings from Standard & Poor’s
or an equivalent rating. Our total reinsurance recoverable is also of high quality
with approximately 90 percent of our reinsurance recoverable with reinsurers rated
A- or better, including approximately 53 percent with reinsurers that are either

rated AAA- or better, are collateralized or recoverable from a government pool.

a4

Approximately 20 percent is recoverable from reinsurers in the AA rating category,
18 percent from reinsurers in the A rating category and 9 percent is recoverable
from all others. This analysis is based on ratings from Standard & Poor’s or an
equivalent rating.

We evaluate the financial condition of our reinsurers and potential reinsurers

on a regular basis and also monitor concentrations of credit risk with reinsurers.
At December 31, 2001, the largest concentration of reinsurance recoverable, which
amounted to 24 percent, was with a group of affiliated reinsurers rated AAA by
Standard & Poor’s, and no other reinsurer or affiliated group of reinsurers accounted
for more than 5 percent of total reinsurance recoverable.

The allowance for unrecoverable reinsurance is required principally due to the failure
of reinsurers to indemnify us, primarily because of disputes under reinsurance con-
tracts and insolvencies. Reinsurance disputes continue to be significant, particularly
on larger and more complex claims, such as those related to asbestos and environ-
mental pollution and London reinsurance market exposures. Allowances have been
established for amounts estimated to be uncollectible. Our allowance for unrecover-
able reinsurance was $789 million and $710 million for 2001 and 2000, respectively.

Asbestos and Environmental Claims

Included in our liabilities for losses and loss expenses are liabilities for asbestos,
environmental and latent injury damage claims and expenses (“A&E exposures™).
These claims 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. These amounts include provision for both
reported and IBNR claims. The table below presents loss reserve details for A&E
exposures as of December 31, 2001 and 2000:

2001 2000
{in millions of U.S. dollars) Gross Net Gross Net
Asbestos $1,119 $149 $1,073 §212
Environmental and Other $1,089 $452 $1,156 $540
Total $2,208 $601 $2,229 $752
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from these underwriting and investing activities are used to build the investment
portfolio and thereby increase future investment income.

Our insurance and reinsurance operations provide liquidity in that premiums are
received in advance, generally substantially in advance, of the time claims are paid.
Our consolidated net cash flow from operating activities was $1.4 billion in 2001,
compared with $(427) million in 2000. The positive operating cash flows were
generated from strong premium volume during the current year. This growth in
premiums came from all segments in the group, including the new ACE Global Re
life reinsurance division, which completed its first full year of operation in 2001.
Net loss and loss expense payments were the same in 2001 and 2000 at $3.8 biilion.
Generally cash flows are affected by claim payments which, due to the nature of
our operations, may comprise large loss payments on a limited number of claims
and therefore can fluctuate significantly from year to year. The irregular timing

of these loss payments, for which the source of cash can be from operations,
available net credit facilities or routine sales of investments, can create significant
variations in cash flows from operations between periods. We believe that we have
sufficient liquidity to meet our anticipated cash flow obligations, including those
resulting from the September 11th tragedy. Although ongoing operations continue
to generate positive cash flows, our cash flows are currently impacted by a large
book of loss reserves from businesses in run-off. The run-off operations generated
negative cash flows of $614 million and $729 million in 2001 and 2000, respectively,
primarily due to claim payments. The run-off book of business continues to require
cash to meet its liabilities and cash flows are very dependent on the timing of
claim settlements.

Both internal and external forces influence our financial condition, results of opera-
tions and cash flows. Claim settlements, 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 (discussed below) are adequate to meet expected cash requirements.

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 as of December 31, 2001, 2000 and 1999:

{in millions of U.S. dollars) 2001 2000 1999
Shareholders’ equity $6,107 $5,420 $4,451
Mezzanine equity 311 311 -
Trust preferred securities 875 875 575
Long-term debt 1,349 1,424 1,424
Shortterm debt 495 365 1,075
Total capitalization . - $9,137 $8,395 $7,525
owww to @‘_‘n%_s_nmzo: 20% m&, o mw&

Our financial strength provides us with the flexibility and capacity to obtain funds
externally through debt or equity financings on both a short-term and long-term
basis. As noted in the table above, we have accessed both the debt and equity markets
from time to time. Historically, this has primarily been in connection with acquisi-
tions, although we did issue Ordinary Shares in October 2001 to provide additional
capital to support growth in our operations. Our ability to access the capital markets
is dependent on maintaining our debt and financial strength ratings. We are currently
rated by the four major rating agencies.

In 1999, we filed a registration statement with the Securities and Exchange Commis-
sion utilizing a “shelf” registration process relating to a number of different types
of debt and equity securities. Under this shelf process, we may sell the securities
described in the registration statement up to a total offering price of $4 billion. We
have utilized the shelf to issue the mezzanine equity, the trust preferred securities,
the short- and long-term debt, as well as the equity offerings of $400 million in
2000 and $1.1 billion in October 2001. At December 31, 2001, $627 million of
securities were available under the shelf filing.
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In June 1999, we arranged certain commercial paper programs. The programs use
revolving credit facilities as back-up facilities and provide for up to $2.8 billion
in commercial paper issuance (subject to the availability of back-up facilities,
which currently total $1.05 billion) for ACE and for ACE INA. The commercial
paper for ACE and ACE INA is rated Pl by Moody’s, A2 by Standard & Poor’s
and F1 by Fitch.

Following the September 11th tragedy, our ability to access the commercial paper
markets was disrupted, partly because certain of our debt ratings were placed on
“negative watch” As we were unable to sell new commercial paper, we borrowed
$180 million under the $300 million 364-day revolving credit facility to replace
the maturing commercial paper. These funds were borrowed at rates which averaged
3.4 percent. During the fourth quarter of 2001, as an alternative to raising commer-
cial paper, we entered into securities repurchase agreements with various counter-
parties to raise short-term funds. Under these repurchase agreements, we agree to
sell securities and repurchase them at a date in the future for a predetermined price,
thereby creating liquidity. The proceeds of repurchase transactions and internal
liquidity were used to repay maturing commercial paper of $215 million and the
bank borrowings of $180 million. At December 31, 2001, amounts due to brokers
under the repurchase agreements amounted to $395 million. The average cost of
borrowing using repurchase transactions was 2.0 percent.

Long-Term Debt

Our total long-term debt of $1.3 billion is described in Note 9 to our Consolidated
Financial Statements. The following instruments have specific collateral triggers.
In 1998, ACE US Holdings issued $250 million of unsecured senior notes that
mature in October 2008. Simultaneously, we have entered into a notional $250 mil-
lion swap transaction that has the economic effect of reducing our cost of borrowing.
Fixed maturity securities of approximately $90 million are pledged as collateral
for the swap transaction. In December 1999, ACE INA issued $300 million of
unsecured subordinated notes that mature in December 2009. Simultaneously, we
entered into a notional $300 million swap transaction that has the economic effect
of reducing our cost of borrowing. Fixed maturity securities totaling approximately
$10S miltion are pledged as collateral in connection with the swap transaction.

48

Under these two issuances, we would be required to provide collateral of $300 mil-
lion and $250 million, respectively, if Standard & Poor’s downgraded our debt rating
to BB+ or lower (currently A-), or downgraded ACE Bermuda’s financial strength
rating to BBB- or lower (currently A+). Although there can be no assurance, we
believe it is unlikely that either of these two events will occur. In the event that we
terminate either of the swaps prematurely, we would be liable for certain transaction
costs. The counter-party in each swap is a highly rated major financial institution
and management does not anticipate non-performance.

The “negative watches” on our debt ratings have now been lifted. Subsequent to
year-end we raised commercial paper and repaid $335 million of the amounts due
to brokers under the repurchase agreements.

We continue to have access to substantial liquidity resources. In the event of any
future disruption to the commercial paper markets, we have access to our cash
resources, short-term investments and our substantial investment portfolio. We
also have the ability to draw down on our existing $1.05 billion of credit facilities.
In addition, we have the ability to enter into repurchase agreements to provide
liquidity. The covenants of our existing credit facilities limit our borrowing under
repurchase agreements to $800 million.

Trust Preferred Securities

During 1999 and 2000, we issued $800 million of trust preferred securities. The
funds generated from these issues were used to partially finance the ACE INA
Acquisition. These securities consist of:

(1) $400 million company-obligated mandatorily redeemable preferred shares
(3100 million and $300 million) issued by two business trusts wholly owned by
us and,

(ii) $400 million Auction Rate Reset Preferred Securitics (“RHINO Preferred
Securities”) issued by a business trust wholly owned by us (“RHINOS Trust”).

We also have outstanding $75 million of monthly income preferred securities
issued by one of our subsidiary limited liability companies.
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All of the above facilities require that we maintain certain covenants. These
covenants include:

(i) a minimum consolidated tangible net worth covenant of $3.6 billion plus
25 percent of cumulative net income since March 31, 2000 and;

(i) maximum debt to total capitalization of 35 percent. 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 capital-
ization is greater than 15 percent. In this circumstance, the surplus greater than

15 percent would be included in the debt to total capitalization ratio.

At December 31, 2001, the minimum consolidated net worth requirement under
the covenant was $3.8 billion and our actual consolidated net worth as calculated
under the covenant was $6.0 billion and our ratio of debt to total capitalization
was 20 percent.

Our failure to meet these covenants would result in an event of default and we
could be required to repay any outstanding borrowings under these facilities. The
covenants also provide that failure to meet commitments of $25 million or more
under any of these facilities would result in default of the other facilities.

As of December 31, 2001, ACE Guaranty Re Inc. was party to a non-recourse credit
facility which provides up to $150 million specifically designed to provide rating
agency qualified capital to further support ACE Guaranty Re Inc. claims-paying
resources. During 2001, the facility’s expiry date was extended to October 2008.
ACE Guaranty Re Inc. has not borrowed under this credit facility.

We also maintain various other LOC facilities, both collateralized and uncollater-
alized, for general corporate purposes. At December 31, 2001, the aggregate
availability under these facilities was $533 million and usage was $307 million.

Market-Sensitive Instruments and Rislk Management

Market risk represents the potential for loss due to adverse changes in the fair value
of financial instruments. We are exposed to potential loss to various market risks,
including changes in interest rates and foreign currency exchange rates. Our invest-

ment portfolio consists of both fixed income and equity securities, denominated in
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both U.S. and foreign currencies, which are sensitive to changes in interest rates,
equity prices and foreign currency exchange rates. Therefore, earnings would be
effected by changes in interest rates, equity prices and foreign currency exchange
rates. We use investment derivative instruments such as futures, options, interest
rate swaps, and foreign currency forward contracts for duration management and
management of foreign currency exposures. These instruments are sensitive to
changes in interest rates and foreign currency exchange rates. The portfolio includes
other market-sensitive instruments which are subject to changes in market values,
with changes in interest rates.

Duration Management and Market Exposure Management

We utilize financial futures, options, interest rate swaps, and foreign currency
forward contracts for the purpose of managing certain investment portfolio expo-
sures. These instruments are recognized as assets or liabilities in our consolidated
financial statements and changes in market value are included in net realized gains
or losses on investments in the consolidated statements of operations. The market
value of mortgage-backed securities, another category of market sensitive instru-
ments, was $2.3 billion at December 31, 2001, or approximately 15 percent of

the total investment portfolio, compared with $1.7 billion or 13 percent in 2000.
Mortgage-backed securities include pass-through mortgage bonds and collateralized
mortgage obligations.

Our exposure to interest rate risk is concentrated in our investment portfolio, and
to a lessor extent, our debt obligations. A hypothetical adverse parallel shift in the
treasury yield curve of 100 basis points would have resulted in a decrease in total
return of 3.2 percent on our fixed income portfolio in 2001 compared with 3.8 per-
cent in 2000. This equates to a decrease in market value of approximately $452 mil-
lion on a fixed income portfolio valued at $14 billion at December 31, 2001, and
$450 million on a fixed income portfolio valued at $12 billion at December 31,
2000. An immediate time horizon was used as this presents the worse case scenario.

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 prices. In addition, we attain exposure to the
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Management's Responsibility for Financial Statements

Management is responsible for the preparation, integrity and objectivity of the
consolidated financial statements and other financial information presented in this
annual report. The accompanying consolidated financial statements were prepared
in accordance with accounting principles generally accepted in the United States,
applying certain estimates and judgments as required.

The Company’s internal controls are designed to provide reasonable assurance as
to the integrity and reliability of the financial statements and to adequately safeguard,
verify and maintain accountability of assets. Such controls are based on established
policies and procedures and are implemented by trained, skilled personnel with an
appropriate segregation of duties. The Company’s internal audit department performs
independent audits on the Company’s internal controls. The Company’s policies
and procedures prescribe that the Company and all its employees are to maintain the
highest ethical standards and that its business practices are to be conducted in a

manner which is above reproach.

PricewaterhouseCoopers LLP, independent accountants, are retained to audit the
Company’s financial statements. Their accompanying report is based on audits
conducted in accordance with auditing standards, generally accepted in the United
States which includes the consideration of the Company’s internal controls to
establish a basis for reliance thereon in determining the nature, timing and extent
of audit tests to be applied.

The Board of Directors exercises its responsibility for these financial statements
through its Audit Committee, which consists entirely of independent non-manage-
ment Board members. The Audit Committee meets periodically with the independent
accountants, both privately and with management present, to review accounting,
auditing, internal controls and financial reporting matters.

(k. G

Philip V. Bancroft
Chief Financial Officer

Brian Duperreault
Chairman and Chief Executive Officer
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Consolideted Balance Shects
ACE Limited and Subsidiaries

December 31, 2001 and 2000

(in thousands of U.S. dollars, except share and per share data) 2001 2000
Assets
Investments and cash
Fixed maturities available for sale, at fair value {amortized cost — $12,794,444 and $10,640,937) $13,000,165 $10,721,309
Equity securities, at fair value (cost - $516,028 and $495,049) 467,566 532,046
Short-term investments, at fair value 1,205,795 1,369,784
Other investments (cost - $569,045 and $518,130) 591,006 531,116
Cash 671,381 608,069
Total investments and cash 15,935,913 13,762,324
Accrued investment income 213,821 183,011
Insurance and reinsurance balances receivable 2,521,562 2,095,573
Accounts and notes receivable 242,724 388,996
Reinsurance recoverable 11,398,446 8,994,940
Deferred policy acquisition costs 679,281 572,757
Prepaid reinsurance premiums 1,222,795 857,745
Goodwill 2,772,094 2,846,709
Deferred tax assets 1,250,835 1,144,261
Other assets 949,293 843,210
Total assets $31,689,526

O T e e e T e e e s e e

$37,186,764

s — e ey
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Censolidated Statements of Operations
ACE Limited and Subsidiaries

For the years ended December 31,

{in thousands of U.S. Qoﬁa_ except per share data) 2001 2000 1999
Revenues
Gross premiums written
Property and casualty premiums $ 9,751,310 $7,586,771 $3,869,157
Life and annuity premiums 414,052 -~ -
10,165,362 7,586,771 3,869,157
Reinsurance premiums ceded (3,801,748) (2,707,417} (1,373,809)
Net premiums written
Property and casualty premiums 5,955,924 4,879,354 2,495,348
Life and annuity premiums 407,690 - -
6,363,614 4,879,354 2,495,348
Change in unearned premiums (446,437) (344,591) (9,611)
Net premiums earned
Property and casualty premiums 5,510,897 4,534,763 2,485,737
Life and annuity premiums 406,280 - -
5,917,177 4,534,763 2,485,737
Net investment income 785,869 770,855 493,337
Net realized gains {losses) on investments (58,359) (38,961) 37,916
Total revenues $ 6,644,687 §5,266,657 $3,016,990
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Consolidated Statements of Sharehelders’ Equity
ACE Limited and Subsidiaries

For the years ended December 31,

(in thousands of U.S. dollars) 2001 2000 1999
Ordinary Shares

Balance — beginning of year $ 9,681 S 9,061 S 8,070
Shares issued 1,380 542 -
Exercise of stock options 69 76 15
Issued under Employee Stock Purchase Plan (ESPP) 9 2 1
Repurchase of Shares (282) - -
Cancellation of Ordinary Shares (29) - -
Shares issued in ACE Financial Services transaction - - 867
Shares issued in ACE INA transaction - - 108
Balance - end of year 10,828 9,681 9,061
Additional paid-in capital

Balance — beginning of year 2,637,085 2,214,989 1,767,188
Ordinary Shares issued 1,135,328 406,561 -
Exercise of stock options 32,597 31,259 5,658
Ordinary Shares issued under ESPP 6,065 1,232 1,150
Equity offering expenses (830) (7,072) -
Cancellation of Ordinary Shares (22,698) - -
Repurchase of Ordinary Shares (76,849) - -
FELINE PRIDES issuance cost - (9,884) -
Ordinary Shares issued in ACE Financial Services transaction - - 366,009
Ordinary Shares issued in ACE INA transaction - - 72,484
Options issued in ACE Financial Services transaction - - 2,600
Balance - end of year 3,710,698 2,637,085 2,214,989
Unearned stock grant compensation

Balance - beginning of year (29,642) (28,908) (15,087}
Stock grants awarded (22,559) (10,346) (21,706}
Stock grants forfeited 4533 - 312
Amortization 9,674 9,612 7,573
Balance - end of year $ (37,994) S (29,642) S (28,908)
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Consolidated Statements of Cash Flows
ACE Limited and Subsidiaries

For the years ended December 31,

(in thousands of U.S. doltars) 2001 2000 1999
Cash flows from operaiing acfivities
Net income (loss) $ (146,414) S 542,982 S 364,963
Adjustments to reconcile net income to net cash provided by operating activities:
Unpaid losses and loss expenses, net of reinsurance recoverable 965,983 (329,072) (1,098,795)
Unearned premiums 771,039 574,244 71,658
Future policy benefits for life and annuity contracts 382,730 - -
Prepaid reinsurance premiums (365,050} (256,501) (65,068)
Deferred income taxes (118,058) 33,827 (46,853)
Net realized (gains) losses on investments 58,359 38,961 (37,916)
Amortization of premium/discounts on fixed maturities {2,019) {(7,377) {8,712)
Amortization of goodwill 79,571 78,820 45,350
Deferred policy acquisition costs (112,714} (50,626) (7,282)
Insurance and reinsurance balances receivable (449,585) (175,809) (41,199)
Premiums received in advance (5,637} (636) 1,088
Insurance and reinsurance balances payable 110,809 (415,310) 440,607
Accounts payable, accrued expenses and other liabilities 160,646 (373,733) (89,171)
Net change in contract holder deposit funds (31,670) (49,825) (3,814)
Cumulative effect of adopting a new accounting standard 22,670 - -
Other 32,345 (37,117) 14,292
Net cash flows from (used for) operating activities § 1,353,005 S (427,172 S {460,852)
Cash flows from investing activities
Purchases of fixed maturities (16,847,920) (11,476,638) (17,853,323)
Purchases of equity securities (210,936) (411,022) (368,923)
Sales of fixed maturities 14,733,578 11,521,678 18,553,593
Sales of equity securities 204,842 793,499 421,365
Maturities of fixed maturities 44,929 68,869 437,665
Net realized gains (losses) on financial future contracts (21,976) (48,227) 68,311
Other investments (89,115) (214,416) {139,034)
Acquisitions of subsidiaries, net of cash acquired - - (2,679,216)
Net cash from (used for} investing activities $ (2,186,598) S 233,743 $ (1,559,562)

[e= P o
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Consolidated Statements of Comprehensive lncome
ACE Limited and Subsidiaries

For years ended December 31,

{in thousands of U.S. ae__m:.& i - o e .womw. o 2000 5%
Net income {loss) § (146,414) S 542,982 $ 364,963
Other comprehensive income (loss)
Net unrealized appreciation (depreciation) on investments
Unrealized appreciation (depreciation) on investments 65,168 220,901 (130,832)
Less: reclassification adjustment for net realized (gains) losses included in net income (16,303) (7,219) (60,145)
48,865 213,682 (190,977}
Cumulative translation adjustments (6,646) (70,448) 18,008
Other comprehensive income (loss), before income tax 42,219 143,234 (172,969)
Income tax expense related to other comprehensive income items (10,074) (7,628) (1,925)
Other comprehensive income (loss) 32,145 135,606 (174,894)
@oSE%m;m?m income (loss) § (L14,269) S 678,588 S 190,069

I TR T T

See accompanying notes to consolidated financial statements
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Notes to Consolidated Financial Statements (continved)
ACE Limited and Subsidiaries

The Company utilizes financial futures, options, interest rate swaps and foreign
currency forward contracts for the purpose of managing certain investment portfolio
exposures (see Note 8 for additional discussion of the objectives and strategies
employed). These instruments are recognized as assets or liabilities in the accom-
panying consolidated financial statements and changes in market value are included
in net realized gains or losses on investments in the consolidated statements

of operations.

Collateral 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 together with
amortization of market premiums and discounts and is net of investment manage-
ment 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 resultant change in
effective yields and maturities are recognized prospectively.

¢) Premiums

Premiums are generally recognized as written upon inception of the policy. For
multi-year policies written which are payable in annual installments, due to the
ability of the insured/reinsured to commute or cancel coverage within the term of
the policy, only the annual premium is included as written at policy inception. The
remaining annual premiums are included as written at each successive anniversary
date within the multi-year term.

Reinsurance premiums from traditional life and annuity policies with life
contingencies 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.

64

Premiums written are primarily earned on a daily pro rata basis over the terms

of the policies to which they relate. Accordingly, unearned premiums represent

the portion of premiums written which is applicable to the unexpired portion of the
policies in force. Premium estimates for retrospectively rated policies are recognized
within the periods in which the related losses are incurred.

Financial guarantee premiums that are received upon inception of the policy are
earned pro rata over the period of risk. Installment premiums are earned over each
installment period, generally one year or less.

The Company underwrites loss portfolio transfer contracts. These contracts, which
meet the established criteria for reinsurance accounting, are recorded in the state-
ment of operations when written and generally result in large one-time written and
earned premiums with comparable incurred losses. The contracts, when written,
can cause significant variances in gross premiums written, net premiums written,
net premiums earned, net incurred losses, as well as the loss and loss expense ratio
and underwriting and administrative expense ratio.

Reinsurance premiums assumed are estimated based on information provided by
ceding companies. 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 terms of the related reinsurance contracts.

d) Earnings per share

Basic earnings per share is calculated utilizing the weighted average shares out-
standing. All potentially dilutive securities including FELINE PRIDES, unvested
restricted stock, stock options, warrants and convertible securities 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. The incremental shares from assumed conversions are not
included in computing diluted loss per share amounts as these shares are considered
anti-dilutive. Basic and diluted earnings per share are calculated by dividing
income available to ordinary shareholders by the applicable weighted average
number of shares outstanding during the year.
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Notes to Consoclidated Financial Statements (continued
ACE Limited and Subsidiaries

i} Translation of foreign currencies

Financial statements of subsidiaries expressed in foreign currencies are translated
into U.S. dollars in accordance with FAS No. 52, “Foreign Currency Translation”
(“FAS 52”). Under FAS 52, functional currency assets and liabilities are translated
into U.S. dollars generally using period end rates of exchange and the related trans-
lation adjustments are recorded as a separate component of accumulated other
comprehensive income. Functional currencies are generally the currencies of the
local operating environment. Statement of operations amounts expressed in func-
tional currencies are translated using average exchange rates. Gains and losses
resulting from foreign currency transactions are recorded in current income.

k) Income taxes

Income taxes have been provided in accordance with the provisions of FAS No. 109,
“Accounting for Income Taxes” on those operations which are subject to income
taxes (see Note 14). 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. Such temporary differences
are primarily due to the tax basis discount on unpaid losses, adjustment for unearned
premiums, uncollectible reinsurance, and tax benefits of net operating loss carry-
forwards. 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.

1) Cash flow infermation
Purchases and sales or maturities of short-term investments are recorded net for
purposes of the statements of cash flows and are included with fixed maturities.

im) Derivatives

The Company adopted FAS No. 133, “Accounting for Derivative Instruments
and Hedging Activities” (“FAS 133”) which establishes accounting and reporting
standards for derivative instruments, including certain derivative instruments
embedded in other contracts (collectively referred to as derivatives), and for
hedging activities as of January 1, 2001. It requires that an entity recognize all
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derivatives as either assets or liabilities in the consolidated balance sheet and measure
those instruments at fair value. If certain conditions are met, a derivative may be
specifically designated as a fair value, cash flow or foreign currency hedge. The
accounting for changes in the fair value of a derivative (that is, gains and losses)
depends on the intended use of the derivative and the resulting designation. Upon
initial application of FAS 133, hedging relationships must be designated anew and
documented pursuant to the provisions of this statement. As of December 31, 2001,
the Company had no derivatives that were designated as hedges.

The Company maintains investments in derivative instruments such as futures,
options, interest rate swaps and foreign currency forward contracts for which

the primary purposes are to manage duration and foreign currency exposure,

yield enhancement or to obtain an exposure to a particular financial market. The
Company has historically recorded the changes in market value of these instruments
as realized gains or losses in the consolidated statements of operations and, accord-
ingly, FAS 133, as amended, did not have a significant impact on the results of
operations, financial condition or liquidity as it relates to these instruments.

Certain products (principally credit protection oriented) issued by the ACE Financial
Services segment have been determined to meet the definition of a derivative under
FAS 133. These products consist primarily of credit default swaps, index-based
instruments and certain financial guarantee coverages. Included in premiums
written is $76 million related to these products. Effective January 1, 2001, the
Company records these products at their fair value, which is determined principally
through obtaining quotes from independent dealers and counterparties.

The Company recorded an expense related to the cumulative effect of adopting
this standard of $23 million, net of income tax of $12 million. The Company has
recorded in net realized gains (losses) on investments, a pretax loss of $17 million
to reflect the change in the fair value of derivatives during the year. The level of
gains and losses resulting from changes in the fair value of derivatives on a pros-
pective basis is dependent upon a number of factors including changes in interest
rates, credit spreads and other market factors. The Company’s involvement with
derivative instruments and transactions is primarily to offer protection to others or
to mitigate its own risk and is not considered speculative in nature.
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Notes to Consolidated Financial Statements (continved
ACE Limited and Subsidiaries

4, Invyestments
a) Fixed maturities

The fair values and amortized costs of fixed maturities at December 31, 2001 and

2000 are as follows:

2001 2000
(in thousands of U.S. dollars) Fair Yalue Amoriized Cost Fair Value Amortized Cost
U.S. Treasury and agency § 1,344,076 § 1,314,524 S 1,216,544 $ 1,179,018
Non-U.S. governments 1,428,977 1,403,053 1,250,712 1,205,424
Corporate securities 6,743,090 6,687,887 5,378,203 5,450,681
Mortgage-backed securities 2,322,951 2,272,111 1,712,949 1,689,849
States, municipalities and political subdivisions 1,161,071 1,116,869 1,162,901 1,115,965
Fixed maturities ) $13,000,165 mww_w@&_&ﬁ_ $10,721,309 mHo_m\_obww
The gross unrealized appreciation (depreciation) related to fixed maturities at
December 31, 2001 and 2000 are as follows:
2001 2000
Gross Unrealized Gross Unrealized Gross Unrealized Gross Unrealized
{in thousands of U.S. dollars) Appreciation Depreciation Appreciation Depreciation
U.S. Treasury and agency S 38,499 S (8,947) S 38,566 S (1,040)
Non-U.S. governments 32,993 (7,068) 54,494 (9,2006)
Corporate securities 179,028 (123,826) 70,868 (143,346)
Mortgage-backed securities 60,345 (9,505) 30,316 (7,216)
States, municipalities and political subdivisions 50,105 (5,903} 48,213 (1,277)
\m 360,970 § (185,249) S 242,457 $  (162,085)
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Notes to Consolidated Financial Statements (continved)
ACE Limited and Subsidiaries

d) Net invesiment income
Net investment income for the years ended December 31, 2001, 2000 and 1999 was
derived from the following sources:

{in thousands of U.S. doltars) 2001 2000 1999
Fixed maturities and shortterm investments $811,812 $ 766,312 $ 495,078
Equity securities 9,837 12,268 8,731
Other investments 5,861 39,783 22,481
Gross investment income 827,610 818,363 526,290
Investment expenses (41,741} (47,508) (32,953)

$785,869 S 770,855 :“m\\bww_www}

e) 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 jurisdictions.
These funds 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 8 and 9. The total value of restricted assets at
December 31, 2001 and 2000 was $3.5 billion and $2.3 billion, respectively.
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{in millions of U.S. dollars}) 2001 2000
Deposits with U.S. regulatory authorities $ 864 S 923
Deposits with non-U.S. regulatory authorities 735 670
Assets used for collateral or guarantees 1,030 731
Trust funds 852 -

$ 3481 S 2,324

[ e = e P

5. September 11, 2001 tragedy

The terrorist attacks on September 11, 2001 (“the September 11th tragedy”) resulted
in the largest insured loss in history and had a substantial impact on the results of
the Company. Detailed below is an analysis, by operating segment, of the impact
of the September 11th tragedy on the Company’s statement of operations for the
year ended December 31, 2001. The analysis of the impact of the September 11th
tragedy includes the effects of intercompany reinsurance transactions. ACE believes
that its current estimate for September 11, 2001 claims is reasonable and accurate
based on information currently available. ACE continues to evaluate its total potential
liability based upon individual insurance and reinsurance policy language, legal

and factual developments in underlying matters involving its insureds as well as
legislative developments in the U.S. involving the terrorist attack. If ACE’s current
assessments of future developments are proved wrong, the financial impact of any
of them, singularly or in the aggregate, could be material. For example, business
interruption insurance claims could materialize in the future with greater frequency
than ACE has anticipated or provided for in its estimates; or, insureds that ACE
expects will not be held responsible for injuries resulting from the attack, are
ultimately found to be responsible at a financial level that impacts ACE’s

insurance or reinsurance policies.
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Notes to Consolidated [Financial Statements (continved)
ACE Limited and Subsidiaries

The reconciliation of unpaid losses and loss expenses for the years ended
December 31, 2001, 2000 and 1999 is as follows:

{in thousands of U.S. dollars) 2001 2000 1999
Gross unpaid losses and loss expenses at beginning of year $ 17,388,394 $16,460,247 S 3,678,269
Reinsurance recoverable on unpaid losses (8,057,444) (7,551,430} (1,100,464)
Net unpaid losses and loss expenses at beginning of year 9,330,950 8,908,817 2,577,805
Unpaid losses and loss expenses assumed in respect of reinsurance business acquired 300,204 169,537 183,774
Unpaid losses and loss expenses in respect of formerly discontinued operations - 1,269,914 -
Unpaid losses and loss expenses assumed in respect of acquired

companies (net of reinsurance recoverable of $6,345,679 in 1999) - - 6,940,593

Total 9,631,154 10,348,268 9,702,172
Net losses and loss expenses incurred in respect of losses occurring in:

Current year 4 457,986 2,996,429 1,601,278

Prior year 94,470 (60,364) 38,265

Total 4,552,456 2,936,065 1,639,543
Net losses and loss expenses paid in respect of losses occurring in:

Current year 1,345,699 1,205,110 916,848

Prior year 2,430,655 2,631,171 1,509,638

Total 3,776,354 3,836,281 2,426,486
Foreign currency revaluation (68,242) {117,102) (6,412)
Net unpaid losses and loss expenses at end of year 10,339,014 9,330,950 8,908,817
Reinsurance recoverable on unpaid losses 10,389,108 8,057,444 7,651,430
Gross unpaid losses and _omm expenses at end of year ‘ $ N@.Mmm.wmm $16,460,247

Net losses and loss expenses incurred for the year ended December 31, 2001
were impacted by $94 million of prior year development principally in the
ACE International segment. This development was reflected during the fourth
quarter of 2001 when the Company recorded additional reserves to strengthen
its casualty loss reserves.

$17,388,394

T

Net losses and loss expenses incurred for the year ended December 31, 2000 were
impacted by favorable development of reserves from prior periods primarily from
ACE Tempest Re, ACE USA and ACE Bermuda partially offset by unfavorable
development in ACE Financial Services.
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Notes to Consolidated Financial Statements (continued)
ACE Limited and Subsidiaries

7. Reinsurance

The Company purchases reinsurance to manage various exposures including
catastrophe risks. Although reinsurance agreements 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 statements of operations
are net of reinsurance. Direct, assumed and ceded amounts for these items for

the years ended December 31, 2001, 2000 and 1999 are as follows:

(in thousands of U.S. dollars) 2001 2000 1999
Premiums written

Direct § 7,629,233 $ 6,003,151 $3,015,176
Assumed 2,536,129 1,493,620 853,981
Ceded (3,801,748) (2,707,417) (1,373,809)
Nt $6,363,614  $ 4,879,354 $ 2,495,348
Premiums earned

Direct $ 6,980,359 $ 5,612,988 $2,917,301
Assumed 2,359,241 1,361,254 835,966
Ceded (3,422,423) (2,439,479) (1,267,530}
Net ) - ,m 5,817,177 S A.m‘w&wlmwf; S N.hmmhmw

The Company’s provision for reinsurance recoverable at December 31, 2001 and
2000, 1s as follows:

{in thousands of U.S. dollars) 2001 2000

Reinsurance recoverable on paid losses and
loss expenses, {net of provision for

uncollectible balances — $62,493 and nil) § 1,004,003 $ 937,496
Reinsurance recoverable on future policy benefits 5,335 -
Reinsurance recoverable on unpaid losses

and loss expenses 11,115,552 8,767,111
Provision for uncollectible balances on

reinsurance recoverable (726,444) (709,667)
Reinsurance recoverable $11,398,446 $ 8,994,940

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. At December 31, 2001, the largest concentration of reinsurance recover-
able, which amounted to 24 percent, was with a group of affiliated reinsurers rated
AAA by Standard & Poor’s. No other reinsurer or affiliated group of reinsurers
accounted for more than 5 percent of the total reinsurance recoverable.

At December 31, 2001, approximately 90 percent of the reinsurance recoverable
was recoverable from reinsurers rated A- or better, including approximately 53 per-
cent with reinsurers that are either rated AAA- or better, are collateralized or
recoverable from a government pool. Approximately 20 percent was recoverable
from reinsurers in the AA rating category, 18 percent from reinsurers in the A rating
category and 9 percent was recoverable from all others. This analysis is based on
ratings from Standard & Poor’s or an equivalent rating. The allowance for unrecov-
erable reinsurance is required principally due to the failure of reinsurers to indem-
nify ACE, primarily because of disputes under reinsurance contracts and insolven-
cies. Reinsurance disputes continue to be significant, particularly on larger and
more complex claims, such as those related to asbestos and environmental pollu-
tion and London reinsurance market exposures. Allowances have been established
for amounts estimated to be uncollectible.

8. Commitments ant contingencies

a) Derivative instruments

The Company maintains investments in derivative instruments such as futures,
options, interest rate swaps and foreign currency forward contracts for which the
primary purposes are to manage duration and foreign currency exposure, yield
enhancement or to obtain an exposure to a particular financial market. The Company
currently records changes in market value of these instruments as realized gains

or losses in the consolidated statements of operations.

(i) Foreign currency exposure management

The Company uses foreign currency forward contracts to minimize the effect of
fluctuating foreign currencies. The forward currency contracts 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
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Netes to Consolidated Financial Staterments (continued)
ACE Limited and Subsidiaries

purposes and each of the facilities may also be used as commercial paper back-up
facilities. The five-year facility also permits the issuance of letters of credit. Under
these facilities the Company and various subsidiaries are named borrowers and
guarantors. Each facility requires that the Company and/or certain of its subsidiaries
maintain specific covenants, including a consolidated tangible net worth covenant
and a maximum leverage covenant. During the year ended December 31, 2001,
amounts of $180 million were drawn under the 364-day revolving credit facility.
These amounts were fully repaid during the year. In 2000, an amount of $25 mil-
lion was drawn under the five-year facility and remained outstanding at December
31, 2001.

ACE Tempest Re also maintained an uncollateralized, syndicated revolving credit
facility in the amount of $72.5 million, which was guaranteed by the Company.
At December 31, 2001, no amounts had drawn down under this facility. This
facility expired in February 2002 and was not renewed.

As of December 31, 2001, ACE Guaranty Re Inc. was party to a non-recourse
credit facility with a syndicate of banks pursuant to which the syndicate provides
up to $150 million specifically designed to provide rating agency qualified capital
to further support ACE Guaranty Re Inc. claims-paying resources. The facility
expires on October 15, 2008. ACE Guaranty Re Inc. has not borrowed under this
credit facility.

d) Letters of Credit

In November 2001, to fulfill the requirements of Lloyd’s for open years of account,
the Company renewed and increased a syndicated uncollateralized, five-year LOC
facility in the amount of £440 million (approximately $625 million). This facility
was originally arranged in 1998. This LOC facility requires that the Company and/or
certain of its subsidiaries continue to maintain certain covenants, including a mini-
mum consolidated tangible net worth covenant and a maximum leverage covenant.

In August 2001, the Company, and various subsidiaries as Account Parties and
Guarantors, entered into an unsecured syndicated, one-year LOC facility in the
amount of $450 million for general business purposes, including the issuance of
insurance and reinsurance letters of credit. This facility replaced an LOC facility
originally arranged in September 1999 and renewed in September 2000. This

facility requires that the Company and/or certain of its subsidiaries maintain
specific covenants, including a consolidated tangible net worth covenant and a
maximum leverage covenant. Usage under this facility was $373 million as of
December 31, 2001.

In December 2001, the Company, along with various subsidiaries as Account
Parties and Guarantors, entered into a secured syndicated, one-year LOC facility
in the amount of $500 million for general business purposes, including the issuance
of insurance and reinsurance letters of credit. Usage under this facility is secured
by fixed maturity investments and requires that the Company and/or certain of its
subsidiaries maintain specific covenants, including a consolidated tangible net
worth covenant and a maximum leverage covenant. Usage under this facility was
$130 million as of December 31, 2001.

The Company also maintains various LOC facilities, both collateralized and uncol-
lateralized, for general corporate purposes. At December 31, 2001, the aggregate
availability under these facilities was $533 million and usage was $307 million.

e) 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 January 2017.
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 for the years
ended December 31, 2001, 2000 and 1999, were approximately $62 million,

$64 million and $63 million, respectively.

Future minimum lease payments under the leases are expected to be as follows:

Year ending
December 31,

2002 $ 64,300

(in thousands of U.S. dollars)

2003 62,300
2004 57,400
2005 52,300
2006 27,200

54,200
$317,700

Later years

Total minimum future lease commitments

S —— e — -
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Notes to Consolidated Financial Statemaents (continued)
ACE Limited and Subsidiaries

¢} ACE US Holdings senior notes

In 1998, ACE US Holdings issued $250 million in aggregate principal amount of
unsecured senior notes maturing in October 2008. Interest payments, based on a
floating rate, averaged 9.0 percent during fiscal 2000 and 8.6 percent during fiscal
2001. The senior notes are callable subject to certain call premiums. Simultaneously,
the Company entered into a notional $250 million swap transaction that has the
economic effect of reducing the cost of debt to the consolidated group, excluding
fees and expenses, to 6.47 percent for 10 years. Certain assets totaling approximately
$90 million are pledged as collateral in connection with the swap transaction. In
the event that the Company terminates the swap prematurely, the Company would
be lable for certain transaction costs. The swap counterparty is a highly rated
major financial institution and the Company does not anticipate non-performance.

d) ACE INA subordinated notes

In 1999, ACE INA issued $300 million 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 10 years.
Certain assets totaling approximately $105 million are pledged as collateral in
connection with the swap transaction. 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.

e) ACE INA RHINO preferred securities
In 1999, ACE RHINOS Trust, a Delaware statutory business trust (the “Trust™),
sold in a private placement $400 million of Auction Rate Reset Preferred Securities

(the “Rhino Preferred Securities™). All of the common securities of the Trust are
owned by ACE INA.

The Rhino Preferred Securities mature on September 30, 2002. Distributions on
the Rhino Preferred Securities are payable quarterly at LIBOR plus 87.5 basis
points, adjusted quarterly. The Trust may defer interest payments (but no later
than September 30, 2002, or, if there is a remarketing, the maturity date of the
remarketed securities), if ACE INA defers interest on the Subordinated Notes

(as defined below). Deferred payments accrue interest compounded quarterly. [f
the trading price of ACE’ Ordinary Shares declines to approximately $18.83 per
Ordinary Share, the holders of a majority of the Rhino Preferred Securities will
have the option to require Banc of America Securities LLC as the Remarketing
Agent to remarket the Rhino Preferred Securities. If remarketed, the maturity

of the remarketed securities will be reset to one year from the date on which the
remarketed securities are issued. The coupon will be reset pursuant to a bid process
to value the remarketed securities at 100.25 percent of the face amount thereof. If
Banc of America were unable to remarket the securities, the holders of a majority
of the Rhino Preferred Securities would have the right to require ACE INA to
repurchase them at a purchase price equal to the face amount of the securities plus
accrued and unpaid distributions. These obligations would be guaranteed by ACE.
ACE’s Ordinary Shares have traded below $18.83 during the year ended December
31, 2001. The holders of the Rhino Preferred Securities did not exercise their
remarketing rights at that time.

The sole assets of the Trust consist of $412,372,000 principal amount of Auction
Rate Reset Subordinated Notes Series A (the “Subordinated Notes”) issued by
ACE INA. The Subordinated Notes mature on September 30, 2002. Interest on the
Subordinated Notes is payable quarterly at LIBOR plus 87.5 basis points, adjusted
quarterly. ACE INA may defer the interest payments (but no later than September
30, 2002, or, if there is a remarketing, the maturity date of the remarketed securities).
Deferred payments accrue interest compounded quarterly. If under certain circum-
stances the Trust is dissolved and the holders of the Rhino Preferred Securities
directly hold the Subordinated Notes, then the remarketing provisions described
above will be applicable to the Subordinated Notes.
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Netes to Consolidated Financial Staterments (continued)
ACE Limited and Subsidiaries

payments (but no later than April 1, 2030), with such deferred payments accruing
interest compounded semi-annually. ACE INA may redeem the Subordinated
Debentures due 2030 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 11 Common Securities will be redeemed upon repayment

of the Subordinated Debentures due 2030.

The Company has guaranteed, on a subordinated basis, ACE INA’s obligations under
the Subordinated Debentures due 2030, 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 11, pro-
vide a full and unconditional guarantee of amounts due on the Capital Securities.

10. WMezzanine equity

On April 12, 2000, the Company publicly offered and issued 6,000,000 FELINE
PRIDES. On May 8, 2000, exercise of the over allotment option resulted in the
issuance of an additional 221,000 FELINE PRIDES, for aggregate net proceeds of
approximately $311 million. Each FELINE PRIDE initially consists of a unit refer-
red to as an Income PRIDE. Each Income PRIDE consists of (i) one 8.25 percent
Cumulative Redeemable Preferred Share, Series A, liquidation preference $50 per
share, of the Company, and (ii) a purchase contract pursuant to which the holder
of the Income PRIDE agrees to purchase from the Company, on May 16, 2003,
Ordinary Shares at the applicable settlement rate. Each preferred share is pledged
to the Company to secure the holders obligations under the purchase contract.

A holder of an Income PRIDE can obtain the release of the preferred share by
substituting certain zero-coupon treasury securities as security for performance
under the purchase contract. The resulting unit consisting of the zero-coupon
treasury security and the purchase contract is a Growth PRIDE, and the preferred
shares would be a separate security. A holder of a Growth PRIDE can convert

it back into an Income PRIDE by depositing preferred shares as security for
performance under the purchase contract and thereby obtain the release of the
ZEro-coupon treasury securities.

80

The aggregate liquidation preference of the 8.25 percent Cumulative Redeemable
Preferred Shares is $311 million. Unless deferred by the Company, the preferred
shares pay dividends quarterly at a rate of 8.25 percent per year to May 16, 2003,
and thereafter at the reset rate established pursuant to a remarketing procedure.

If the Company elects to defer dividend payments on the preferred shares, the
dividends will continue to accrue and the Company will be restricted from paying
dividends on its Ordinary Shares and taking certain other actions. The preferred
shares are not redeemable prior to June 16, 2003, on which date they must be
redeemed by the Company in whole.

11. Shareheolders’ equity

a) Shares issued and outstanding
Following is a table of changes in Ordinary Shares issued and outstanding for the
years ended December 31, 2001, 2000 and 1999:

2001 2000 1999
Opening balance 232,346,579 217,460,515 193,687,126
Shares issued, net 32,415,912 13,008,419 -
Exercise of stock options 1,648,326 1,826,993 356,472
Shares issued under Employee Stock

Purchase Plan 211,288 50,652 25,697
Repurchase of shares (6,760,200) - -
Cancellation of non-vested

restricted stock - - (5,500)

Shares issued in ACE Financial Services
acquisition - - 20,815,677
Shares issued in ACE INA acquisition - - 2,581,043

- - 259,861,205
Ordinary Shares issued to
employee trust
Opening balance (661,125) (659,625) (411,625)
Shares issued (52,350) (1,500) (248,000)
- wa,m@m@ (661,125) (659,625)
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Notes to Consolidated Financial Statements (continved)
ACE Limited and Subsidiaries

under these Incentive Plans. Prior to the adoption of the Incentive Plans, the
Company adopted the Equity Linked Incentive Plan, which incorporated both a
Stock Appreciation Rights Plan and a Stock Option Plan (“Option Plan™) which
will continue to run off. Under the Option Plan, generally, options expire ten years
after the award date and are subject to a vesting period of four years. Stock options
granted under the Incentive Plan may be exercised for Ordinary Shares of the
Company upon vesting. Under the Incentive Plans, generally, options expire ten
years after the award date and vest in equal portions over three years.

During 1999, the Company established the ACE Limited 1999 Replacement Stock
Plan. This plan was established to replace existing Capital Re employee benefits

in connection with the Capital Re acquisition, as well as to permit additional grants
to employees of the Company. At December 31, 2001, 2,000,000 Ordinary Shares
were available for grant under this plan.

d) Options

(i) Options outstanding
Following is a summary of options issued and outstanding for the years ended
December 31, 2001, 2000 and 1999.

Average Options for

Year of Exercise Ordinary

Expiration Price Shares

Balance at December 31, 1998 10,807,926
Options granted 2009 $27.86 4,058,190
Options exercised 2005-2007 $15.91 {356,472)
Options forfeited 2005-2008 $29.02 (544,884)
Balance at December 31, 1999 13,964,760
Options granted 2010 $25.26 4,214,018
Options exercised 2003-2009 $35.71 (1,826,993)
Options forfeited 2006-2008 $25.30 (454,985)
Balance at December 31, 2000 15,896,800
Options granted 2011 $35.63 3,821,615
Options exercised 2002-2010 $37.87 (1,648,326}
Options forfeited 2004-2011 $26.28 999,459

Balance at December 31, 2001

17,070,63

82

The following table summarizes the range of exercise prices for outstanding
options at December 31, 2001;

Weighted Weighted Weighted

Average Average Average

Range of Options Remaining Exercisable Options Exercise

Exercise Prices Outstanding Contractual Life Price Exercisable Price

$7.45-515.00 3,273,296 2.87 years $ 9.15 3,267,962 S 9.14

$15.00-$30.00 9,597,639 6.90 years §22.16 7,524,888 $22.83

$30.00-$41.25 4,199,695 8.85 years $35.91 501,389 $33.08
17,070,630 11,294,239

C [ —

(ii) FAS 123 pro forma disclosures

In October 1995, FASB issued Statement of Financial Accounting Standards No. 123,
“Accounting for Stock-Based Compensation” (“FAS 123”). FAS 123 establishes
accounting and reporting standards for stock-based employee compensation plans,
which include stock option and stock purchase plans. FAS 123 provides employers

a choice: adopt FAS 123 accounting standards for all stock compensation arrange-
ments which requires the recognition of compensation expense for the fair value of
virtually all stock compensation awards; or continue to account for stock options and
other forms of stock compensation under Accounting Principles Board Opinion
No. 25 (“APB 257), while also providing the disclosure required under FAS 123. The
Company continues to account for stock-based compensation plans under APB 25.

The following table outlines the Company’s net income available to holders of
Ordinary Shares and diluted earnings per share had the compensation cost been
determined in accordance with the fair value method recommended in FAS 123,

December 31, December 31,
(in thousands of U.S. dollars, except per share data) 2001 2000

Net income (loss) available to holders of Ordinary Shares:
As reported
Pro forma

$(172,008) S 524,591
$(192,712) S 509,088

Diluted earnings (loss) per share:
As reported S
Pro forma $

Tt

(0.74) $ 2.31
(0.82) $ 2.24

R R e e R S R R —
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Notes to Consolidated Financial Statements (continued)
ACE Limited and Subsidiaries

13. Earnings per share
The following table sets forth the computation of basic and diluted earnings per
share for the years ended December 31, 2001, 2000 and 1999:

(in thousands of U.S. dollars, except share and per share data) 2001 2000 1999

Numerator:
Net income (loss) before cumulative effect of adopting a new accounting standard § (123,744) S 542,982 5 364,963
Dividends on FELINE PRIDES (25,594) (18,391} -

e
Net income (loss) available to holders of Ordinary Shares before cumulative effect (149,338) 524,591 364,963

Curnulative effect of adopting a new accounting standard {22,670) - -
{(172,0

Denominator for basic earnings per share:

Weighted average shares outstanding 233,799,588 221,082,961 194,028,374
Dilutive effect of FELINE PRIDES - 1,099,226 -
Effect of other dilutive securities - 5,236,243 3,597,980

Denominator for diluted earnings {loss) per share:
Adjusted weighted average shares outstanding and

e

assumed conversions o ‘ - 233,799,588 227,418,430 197,626,354
Basic earnings (loss) per share:
Earnings (loss) per share before cumulative effect of adopting a new accounting standard $ (0.64) S 2.37 S 1.88
Earnings (loss) per share $ {0.74) S 2.37 S 1.88

Diluted earnings (loss) per share:
Earnings (loss) per share before cumulative effect of adopting a new accounting standard $ {0.64) S . 1.85
Earnings {loss) per share - $ 0.74) S 231 S 1.85

[ P s
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Notes to Conselidated Financial Statements (continved)
ACE Limited and Subsidiaries

The components of the net deferred tax asset as of December 31, 2001 and 2000
are as follows:

{in thousands of U.S. dollars) 2001 2000

Deferred tax assets

Loss reserve discount $ 523,195 S 536,005

Foreign tax credits 155,079 137,765
Palicyholder dividends 47,509 46,092
Net operating loss carry forward 495,048 500,916
Other 299,068 181,894

Total deferred tax assets

[ — . == T T ——

Deferred tax liabilities

1,519,899 1,402,672

Deferred policy acquisition costs 66,454 62,080
Unrealized appreciation on investments 28,570 25,861
Other 38,448 32,064
Total deferred tax liabilities 133,472 120,005
Valuation allowance 135,592 138,406

Net deferred tax asset

I

$1,250,835 S1,144,261

T & =

The valuation allowances of $135.6 million and $138.4 million as of December 31,
2001 and 2000, respectively, reflect management’s assessment, based on available
information, 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 subsidiaries to generate
sufficient taxable income. Adjustments to the valuation allowances are made when
there is a change in management’s assessment of the amount of deferred tax asset
that is realizable.

As of December 31, 2001, the Company has net operating loss carryforwards for
U.S. federal income tax purposes of approximately $1.4 billion which are available
to offset future U.S. federal taxable income through 2021.

15. 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

86

as loans or cash advances, available to shareholders without prior approval of the
insurance regulatory authorities. Statutory capital and surplus of the Bermuda sub-
sidiaries was $3.1 billion, $2.7 billion and $2.2 billion at December 31, 2001, 2000
and 1999, and statutory net income was $55 million, $364 million and $373 million
for the years ended December 31, 2001, 2000 and 1999, respectively.

"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 generally accepted accounting policies in the
reporting of certain reinsurance contracts, investments, subsidiaries, acquisition
expenses, fixed assets, deferred income taxes and certain other items. Combined
statutory surplus of the Company’s U.S. subsidiaries was $2.2 billion, $1.9 billion
and $2.2 billion at December 31, 2001, 2000 and 1999, respectively. The combined
statutory net income (loss) of these operations was $160 million, $(12) million and
$(277) million for the years ended December 31, 2001, 2000 and 1999.

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 require-
ments. 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.

In 1998, the National Association of Insurance Commissioners (“NAIC”) adopted
the Codification of Statutory Accounting Principles guidance, which replaces the
current Accounting Practices and Procedures manual as the NAIC’s primary guid-
ance on statutory accounting as of January 1, 2001. The Codification provides
guidance for areas where statutory accounting has been silent and changes current
statutory accounting in some areas. All states and Puerto Rico have adopted the
Codification guidance, effective January 1, 2001.
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Notes to Consolidated Financial Statements (continued)

ACE Limited and Subsidiaries

17. Subsidiary lssuer [nformation

The following tables present the condensed consolidating financial information
for ACE Limited (the “Parent Guarantor”), ACE INA Holdings, Inc. and ACE
Financial Services, Inc. (formerly Capital Re Corporation), (the “Subsidiary
Issuers™) as at December 31, 2001 and 2000 and for the years ended December 31,
2001, 2000 and 1999. The Subsidiary Issuers are direct or indirect wholly-owned

subsidiaries of the Parent Guarantor. Investments in subsidiaries are accounted

for by the Parent Guarantor and the Subsidiary Issuers under the equity method for

purposes of the supplemental consolidating 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 Issuers (see Note 9).

Condensed Conselidating Balance Sheet
as at December 31, 2001

ACE INA ACE Financial Other ACE

ACE Limited Holdings, Inc. Services, Inc. Limited

{Parent Co. (Subsidiary (Subsidiary Subsidiaries and Consolidating ACE Limited
(in thousands of U.S. dotlars) Guarantor) Issuer) Issuer) Eliminationsi Adjustments® Consolidated
Assets
Total investmients and cash S 489,596 S 6,443,230 S 901,905 S 8,101,182 S - $15,935,913
Insurance and reinsurance balances receivable - 1,715,873 24,075 781,614 - 2,521,562
Reinsurance recoverable - 9,259,608 8,194 2,130,644 - 11,398,446
Goodwill - 2,186,142 96,723 489,229 - 2,772,094
Investments in subsidiaries 5,621,604 - 152,000 (152,000) (5,621,604) -
Due from subsidiaries and affiliates, net 348,372 (478,645) (11,862) 490,507 (348,372) -
Other assets 64,570 3,313,941 184,509 995,729 - 4,558,749
qomm_xmmmmm ) - B - m[m_wmpmmmfl S mm_ﬁo_;‘ ‘ ;m‘rwmm_mﬁ MHN.mwm‘bOm ‘ S Gbmmbw@ mwu_wmm_uma
Liabilities
Unpaid losses and loss expenses S - S 14,468,024 S 75823 S 6,184,275 S - $20,728,122
Future policy benefits for life and annuity contracts - - - 382,730 - 382,730
Unearned premiums - 2,055,459 323,951 1,474,019 - 3,853,429
Shortterm debt - - 25,000 470,408 - 495,408
Long-term debt - 1,103,218 74,980 171,275 - 1,349,473
Trust preferred securities - 800,000 75,000 - - 875,000
Other liabilities 106,385 2,392,000 138,586 447,874 - 3,084,845
Total liabilities 106,385 20,818,701 713,340 9,130,581 - 30,769,067
Mezzanine equity 311,050 - - - - 311,050
Total shareholders’ equity 6,106,707 1,621,448 042,204 3,706,324 (5,969,976} 6,106,707
qo.mm_ liabilities, :‘_nNNm:_:m‘mnEQ and shareholders’ equity S m\‘_wmp_im S mm_ﬁo.im i m?wwm.mﬁ m‘pm.mw@@om S G.mmw,@w@ $37,186,764

M Includes all other subsidiaries of ACE Limited and intercompany eliminations.

2 Includes ACE Limited parent company eliminations.
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Notes to Consolidated Financial Statements wontined
ACE Limited and Subsidiaries

Condensed Consofidating Statement of Operations
For the year ended December 31, 2001

ACE INA ACE Financial Other ACE
ACE Limited Holdings, Inc. Services, Inc. Limited
(Parent Co. (Subsidiary (Subsidiary Subsidiaries and Consolidating ACE Limited
(in thousands of U.S. doflars) Guarantor) Issuer) Issuer) Eliminations Adjustments®® Consolidated
Net premiums written S - S 2,616,489 $ 88997 S 3,658,128 S - S 6,363,614
Net premiums earned - 2,498,169 77,662 3,341,346 - 5,917,177
Net investment income 62,322 351,282 46,602 362,438 (36,775) 785,869
Equity in earnings of subsidiaries (136,456) - - ~ 136,456 -
Net realized gains (losses) on investments {13,524) (52,441) 19,968 (12,362) - {58,359)
Losses and loss expenses - 1,970,727 22,854 2,558,875 - 4,552,456
Life and annuity benefits - - - 401,229 - 401,229
Policy acquisition costs and administrative expenses 58,164 766,803 38,270 752,224 {794) 1,614,667
Amortization of goodwill - 57,960 4,205 17,406 - 79,571
Interest expense {7,753) 179,505 14,013 20,492 (7,075) 199,182
Income tax expense (benefit) 8,345 (45,420} 8,229 (49,828) - (78,674)
Income {loss) excluding net realized gains {losses) and cumulative
effect of adopting a new accounting standard (146,414) (132,565) 56,661 (8,976) 107,550 (123,744)
Cumulative effect of adopting a new accounting standard - - {(22,800) 130 - (22,670)
Net income (loss) S (146,414) S (132,565) S 33,861 S (8,846) S 107,550 S (146,414)

M Includes all other subsidiaries of ACE Limited and intercompany eliminations.
@ Includes ACE Limited parent company eliminations.
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Notes to Consolidated Financial Statements (continued)
ACE Limited and Subsidiaries

Condensed Consclidating Statement of Cash Flows
For the year ended December 31, 2001

ACE INA Other ACE

ACE Limited Holdings, Inc. Limited

(Parent Co. (Subsidiary Subsidiaries and ACE Limited
(in thousands of U.S. dollars) Guarantor) Issuer) Eliminationst Consolidated
Net cash fiows from (used for) operating activities S 113,428 S  (328,591) S 1,619,817 S 1,353,005
Cash flows from investing activities
Purchases of fixed maturities (125,733) (2,153,163) (13,720,761) (16,847,920)
Purchases of equity securities - (122,778} (88,158) (210,936}
Sales of fixed maturities 94,689 2,386,217 11,417,213 14,733,578
Sales of equity securities - 122,437 82,405 204,842
Maturities of fixed maturities - ~ 40,429 44,929
Net realized gains (losses) on financial futures contracts - - (21,976) (21,976)
Other investments {1,009) {(60,594) (20,175) (89,115)
Net cash from (used for) investing activities S (32,053) $ 172,119 S (2,311,023) $ (2,186,598)
Cash flows from financing activities
Dividends paid on Ordinary Shares (128,745} - - {128,745)
Dividends paid on FELINE PRIDES (25,666) - - {25,666)
Repurchase of Ordinary Shares (179,446} - - (179,446)
Proceeds from shortterm debt, net - (335,708) 391,852 56,144
Proceeds from issuance of Ordinary Shares 1,135,878 ~ - 1,135,878
Advances to affiliates (174,000) 483,060 (350,801} -
Proceeds from exercise of options for Ordinary Shares 32,666 ~ - 32,666
Proceeds from shares issued under ESPP 6,074 ~ - 6,074
Capitalization of subsidiary (1,101,000) 111,000 990,000 -
Dividends received from subsidiaries 338,873 ~ (338,873) -
Net cash from (used for) financing activities S (95,366) S 258,352 S 692,178 S 896,905
Net increase (decrease) in cash (13,991) 101,880 (25,549) 972 63,312
Cash - beginning of year 46,516 253,447 26,576 281,530 - 608,069
Cash - m&wo* year o w‘ ‘ wm_mm‘m S 355,327 S 1,02 S mmmwmom B S - S 671,381

M includes all other subsidiaries of ACE Limited and intercompany eliminations.
@ Includes ACE Limited parent company eliminations.
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Notes to Consolidated Financial Statemants (continued)
ACE Limited and Subsidiaries

Condensed Consolidating Statement of Cash Flows
For the year ended December 31, 1999

ACE INA Other ACE
Holdings, Inc. Limited

{Subsidiary Subsidiaries and ACE Limited
{in thousands of U.S. dollars} Issuer) Eliminationstu Consolidated
Net cash flows from (used for) operating activities S (471,622) S 150,861 S (460,852)
Cash flows from investing activities
Purchases of fixed maturities (1,784,563) (15,666,681) (17,853,323)
Purchases of equity securities (180,266) (188,657) (368,923)
Sales of fixed maturities 1,456,512 16,630,071 18,553,593
Sales of equity securities 176,734 244,631 421,365
Maturities of fixed maturities - 437,665 437,665
Net realized gains (losses) on financial futures contracts - 68,311 68,311
Other investments 8,506 (140,703) (139,034)
Acquisition of subsidiary, net of cash acquired (2,592,631) (86,585) (2,679,216}
Net cash from (used for) investing activities $(2,915,708) S 1,298,052 S (1,559,562)
Gash flows from financing activities
Dividends paid on Ordinary Shares - - (77,836)
Repayment of bank debt, net 620,422 {194,539} 850,769
Proceeds from long-term debt 1,099,334 - 1,099,334
Advances to affiliates 400,000 (310,474) -
Proceeds from exercise of options for Ordinary Shares 5672 - - 5,672
Proceeds from shares issued under ESPP 1,151 - - - 1,151
Proceeds from issuance of trust preferred securities - 500,000 - - 500,000
Capitalization of subsidiaries (1,160,351) 1,050,000 110,351 - -
Dividends received from subsidiaries 966,000 - {966,000) - -
Net cash from (used for) financing activities S 69,996 $3,669,756 S (1,360,662) S - $ 2,379,090
Net increase (decrease) in cash (12,001) 282,426 88,251 - 358,676
Cash - beginning of year 27,458 - 213,098 - 240,556
Cash - end of year ) B ) - - S 15,457 $ 282,426 S 301,349 B - $§ 599232

1 includes all other subsidiaries of ACE Limited and intercompany eliminations.
@ Includes ACE Limited parent company eliminations.
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Netes to Consolidated Financial Statements (continved)

ACE Limited and Subsidiaries

Supplemental lnformation by Segment
For the year ended December 31, 2001

ACE ACE ACE
ACE Global Global ACE ACE Financial ACE

{in thousands of U.S. dollars) Bermuda Markets Reinsurance USA International Services Othert Consolidated
Operations data
Gross premiums written:
Property and casualty premiums $1,145,564 $1,299,843 S 325,548 S 4,427,945 §2,260,222 S 292,188 S - $9,751,310
Life and annuity premiums - - 414,052 - - - - 414,052
Net premiums written:
Property and casualty premiums 1,060,959 765,568 286,701 2,046,975 1,511,774 283,947 - 5,955,924
Life and annuity premiums - - 407,690 - - - - 407,690
Net premiums earned:
Property and casualty premiums 945,501 623,916 255,538 1,891,703 1,441,910 352,329 - 5,510,897
Life and annuity premiums - - 406,280 - - - - 406,280
Losses and loss expenses 1,056,136 550,177 199,606 1,419,157 1,086,782 240,598 - 4,552,456
Life and annuity benefits - - 401,229 - - - - 401,229
Policy acquisition costs 22,632 216,778 54,507 182,334 260,689 47,724 - 784,664
Administrative expenses 38,492 71,622 27,558 283,417 271,372 36,586 94,583 823,630
Underwriting income (loss) (171,759) (214,661) (21,082) 6,795 (176,933) 27,421 {94,583) (644,802)
Net investment income 153,179 35,745 74,219 335,168 80,846 101,566 5,146 785,869
Amortization of goodwill (900) 3,755 14,011 540 - 4,205 57,960 79,571
Interest expense 6,445 2,591 733 33,481 - 14,013 141,919 199,182
Income tax expense (benefit) 2,756 (65,095) - 99,716 (46,033) 16,607 (76,699) (68,748)
Income (loss) excluding net realized

gains (losses), nonrecurring

expenses and cumulative effect (26,881) (120,167) 38,393 208,226 (50,054) 94,162 (212,617) (68,938)
Non-recurring expenses (net of income tax) - {4,461) - - - - - (4,461)
Income (loss) excluding net realized

gains (losses) and cumulative effect (26,881) (124,628) 38,393 208,226 (50,054) 94,162 (212,617) (73,399)
Net realized gains (losses) (net of income tax) 6,470 6,617 (17,323) (31,271) 2,962 (4,276) (13,524) (50,345)
Income (loss) excluding cumulative

effect of adopting a new accounting

standard (20,411) (118,011) 21,070 176,955 (47,092) 89,886 (226,141) (123,744)
Cumulative effect of adopting a new

accounting standard (net of income tax) - 510 470 (50) - (23,600} - (22,670)
Net income (loss) S (20411) S (117,501) S 21,540 $§ 176,905 S (47,0920 S 66,286 S (226,141) S (146,414)
Total Assets $4,175,670 $3,088,545 $2,311,755 $18,693,792 $4,224,485 $2,183,096

$2,509,421 mwwm 86,764

MAGE Limited, ACE INA Holdings and intercompany eliminations.
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Notes to Consolidated Financial Statemants (continued)

ACE Limited and Subsidiaries

Supplemental Information by Segment
For the year ended December 31, 1999

ACE ACE
ACE Global Global ACE ACE ACE
{in thousands of U.S. dollars) Bermuda Markets Reinsurance USA International Otherw Consolidated
Operations data
Gross premiums written $ 553,365 S 634,689 S 182,267 S 1,566,584 S§ 932,252 S - § 3,809,157
Net premiums written 428,953 438,769 145,673 796,892 685,061 - 2,495,348
Net premiums earned 510,013 363,887 140,094 748,635 723,108 - 2,485,737
Losses and loss expenses 390,385 205,811 96,935 533,275 413,137 - 1,639,543
Policy acquisition costs 14,862 94,419 20,809 68,993 138,993 - 338,076
Administrative expenses 38,233 54,636 11,927 176,524 152,165 51,071 484,556
Underwriting income {loss) 66,533 9,021 10,423 (30,157) 18,813 (61,071) 23,562
Net investment income 174,647 28,489 60,015 188,688 40,664 834 493,337
Amortization of goodwill (834) 4,204 14,011 469 - 27,500 45,350
Interest expense 4,705 3,944 - 34,563 - 61,926 105,138
Income tax expense (benefit) 2,129 6,006 - 34,693 20,199 (26,403) 36,624
Income (loss) excluding net realized gains (losses)
and non-recurring expenses 235,180 23,356 56,427 88,806 39,278 {113,260) 329,787
Non-recurring expenses (net of income tax) - - - (3,900) (3,042) - (6,942)
Income (loss} excluding net realized gains (losses) 235,180 23,356 56,427 84,906 36,236 (113,260) 322,845
Net realized gains (losses) (net of income tax) 63,752 (4,373) (3,771) (3,529) (608) {9,353) 42,118
Net income (loss) S 298,932 S 18,983 $ 52,656 S 81,377 $ 35,628 S (122,613) S 364,963
Total Assets $2,867,138 ‘ $1,521,535 S Hummw.mmw $16,240,04 $3,904,755 $4,260,728% $30,122,888

M ACE Limited, ACE INA Holdings and intercompany eliminations.
2 Includes ACE Financial Services assets of $1,483,781.
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Notes to Consolidated Financial Statements (continued)
ACE Limited and Subsidiaries

c) The following table summarizes the Company’s gross premiums written by
geographic region. Allocations have been made on the basis of location of risk.

Year North Australia & Asia Latin
Ended America Europe New Zealand Pacific America Other
2001 63% 21% 2% 9% 5% -
2000 63% 20% 7% 5% 4% 1%
1999 59% 18% 4% 9% 3% 7%

19. Discontinued eperations

As part of the ACE INA Acquisition in July 1999, the Company planned to
dispose of the operations of Commercial Insurance Services (“CIS”), a division

of ACE INA. Following the acquisition, the Company sold the renewal rights for
all of its CIS business and planned to sell the assets and liabilities pertaining to
the in-force book of business which it still owned. Therefore, in accordance with
EITF 87-11, “Allocation of Purchase Price to Assets to Be Sold,” and EITF 90-6,
“Accounting for Certain Events Not Addressed in Issue No. 87-11 Relating to an
Acquired Operating Unit to Be Sold,” the Company presented CIS as a discontinued

operation, with effect from July 2, 1999.

On July 2, 1999, the Company reduced the consolidated balance sheet for all
items that pertained specifically to CIS, together with the estimated proceeds on
sale and estimated operating results over the twelve months from July 2, 1999,
through July 1, 2000, into a net liability of approximately $170 million, which
was recorded in accounts payable, accrued expenses and other liabilities.

As the CIS business was not sold within the allotted time period, the Company

was required, as of July 2, 2000, to record the CIS balance sheet into its constituent
parts in the balance sheet and to record any resulting income or loss from CIS in
its statement of operations prospectively from July 2, 2000. In the absence of an
acceptable offer to purchase the in-force book of business, the Company expects

to continue to run off this business. The results of the CIS operations from July 2,
2000 are reflected in the ACE USA segment.
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Sharsholder Information

Form 10-K:

A copy of the Company’s annual

report to the Securities and Exchange
Commission on Form 10-K for 2001

is available, without charge, upon
written request to the Investor Relations
Department at ACE Limited or by
e-mail to investorrelations @ ace.bm

or at www.acelimited.com.

Price Range of Ordinary Shares

and Dividends:

The Ordinary Shares have been traded
on the NYSE since March 25, 1993.

As of March 15, 2002, the Company
had 261,040,074 Ordinary Shares
outstanding with 1,887 registered
holders of Ordinary Shares.

The accompanying table sets forth the
cash dividends declared and the high
and low closing sales prices of the
Company’s Ordinary Shares, as
reported on the NYSE Composite
Tape for the periods indicated:
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Address lnvestor Relations
Inquiries to:

Director Investor Relations
ACE Limited

ACE Global Headquarters
17 Woodbourne Avenue
Hamilton HM 08

Bermuda

Tel: 441 299 9283

Fax: 441 292 8675

E-mail: investorrelations @ace.bm

New York Stock Exchange Symbol:
ACE (as of March 30, 2001;
formerly ACL)

Transfer Agent & Registrar:
Mellon Investor Services LLC

85 Challenger Road

Ridgefield Park, NJ 07660 USA
Tel: 888 224 2732 or 201 329 8660

Address Shareholder Inquiries to:
Mellon Investor Services LLC
Shareholder Relations Department
P.O. Box 3315

So. Hackensack, NJ 07606 USA

E-mail: shrrelations(@melloninvestor.com

Website: www.melloninvestor.com

Send Certificates for Transfer
and Address Changes to:

Mellon Investor Services LLC
Stock Transfer Department

PO. Box 3312

So. Hackensack, NJ 07606 USA

Independent Accountants:
PricewaterhouseCoopers LLP
1177 Avenue of the Americas
New York, NY 11036 USA
Tel: 646 471 4000

Price Range Price Range
High Low Esmww_“ High Low gsmwwu
2001 2000

Quarter ending March 31 $41.25 $33.10 $0.13 $22.88 $14.69 $0.11
Quarter ending June 30 $39.89 $31.72 $0.15 $30.44 $20.50 $0.13
Quarter ending September 30 §38.71 $20.50 $0.15 $39.75 $27.56 $0.13
Quarter ending December 31 $40.27 $28.90 $0.15 $43.56 $33.56 S0.1
. y 2002 ) :‘ -
Quarter ending March 31 $44.39 $35.20 $0.15

{through March 15, 2002}
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ACE Limited

ACE Global Headquarters
17 Woodbourne Avenue
Hamilton HM 08
; Bermuda

www.acelimited.com



