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Zurich Financial Services reports net income of USD 1,402

million in the first nine months of 2003

e Net income increased to USD 1,402 million for the first nine months

of 2003 from a net loss of USD 2,792 million in 2002

® Business Operating Profit increased to USD 1,471 million for the first
nine months of 2003 from USD 490 million in the same period of
2002

¢ Premium growth in Non-life Insurance of 26%, to USD 27.8 billion,
over the first three quarters of 2002. Combined ratio at 98.2% for the
first three quarters of 2003, an improvement of 16.6 percentage points
over the same period of 2002

e Growth in Life Insurance premiums and deposits of 9% to USD 15.0
billion while new business premiums (APE) increased to USD 1,554
million in the first nine months of 2003

e Centre impacted net income as it incurred a net loss of USD 831
million in the first nine months of 2003, which included a net loss of
USD 488 million in the third quarter.

o Total shareholders’ equity of USD 18.3 billion, up from USD 16.8
billion at December 31, 2002, but down from USD 18.7 billion at
June 30, 2003

James J. Schiro, Chief Executive Officer of Zurich Financial Services,
commented: “These results demonstrate that Zurich has come a long way
over the last year. Having generated a net income of USD 1.4 billion in
the first nine months, we are now able to deal with adverse developments
from a position of operational and financial strength. Going forward, our
challenge is to maintain the momentum and further develop our
framework for sustainable and profitable growth. We are well positioned
to do so, and I am confident that we will continue to make good
progress.”
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Zurich Financial Services Group (Zurich) reports increased earnings in all
core businesses as a result of improved claims and expense management and
better operating efficiency. In the third quarter 2003, net income was USD
701 million after a loss of USD 763 million in the same period of the
previous year. This brings net income to USD 1,402 million for the first
nine months of 2003 compared with a loss of USD 2,792 million in

the previous year, which was largely a result of USD 2.8 billion of special
provisions. The loss before these special provisions was USD 24 million in
2002. The first three quarters of 2003 have benefited from improved claims
and expense management in our core businesses, firm rates in most non-life
markets and the modest recovery in the global equity markets. Net
investment income in the first three quarters of 2003 increased by 13% over
the same period of 2002 to USD 5.2 billion. This corresponds to a total
return of 3.7% on assets, an increase of 2.9 percentage points over the
return in the same period of 2002. Business operating profit (BOP),
Zurich’s internal metric for assessing underlying performance, increased by
200% over the first nine months of 2002 to USD 1,471 million for the
same period of 2003.

Key financial data for the three month and nine month periods ended September 30, 2003 and

2002.

Third quarter Year-to-date September 30

in USD millions 2003 2002 Change 2003

2002 Change

Gross written premiums, policy fees

and insurance deposits 13,367 11,840 13% 43,489 36,929 18%
Gross written premiums and

policy fees 10,947 9,654 13% 37,043 30,381  22%
Net earned premiums and

policy fees 9,195 7,743 19% 29,150 22,893  27%
Business operating profit 206 -322 nm 1,471 490 200%
Net income/(loss) 701 -763 nm 1,402 -2,792 nm

Net income/(loss) before 2002
special provisions 701 -706 nm 1,402

24 nm
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Net income before special provisions included USD 298 million of after-tax
gains on disposals in 2003, while the net after-tax gain on disposals was
USD 369 million in the first three quarters of 2002. Adjusting for these
gains, Zurich’s net income before special provisions increased from a loss of
USD 393 million for the first nine months of 2002 to an income of USD
1,104 million for the same period of 2003.

Performance highlights

*  Operating improvements: Zurich’s focus on disciplined underwriting and
expense control led to a reduction of the non-life combined ratio by 16.6
percentage points to 98.2% for the first nine months of 2003 compared
with the same period of 2002. Since June 30, 2003, the non-life
combined ratio has improved 0.6 percentage points. In Life Insurance,
new business margin improved by 2.6 percentage points to 8.7% for the
first three quarters of 2003 compared with the same period of 2002.
Since June 30, 2003, the new business margin has improved 0.5

percentage points.

*  Focus on core businesses: The Group’s continued reallocation of capital to
more promising and more profitable activities generated approximately
USD 1.3 billion of net cash proceeds and released approximately USD
1.0 billion of risk-based capital in the first three quarters of 2003.
Transactions closed since January 1, 2003 contributed USD 311 million
of net gains before tax. In the third quarter, Zurich closed the sales
of certain operations in the Netherlands (excluding non-life corporate
business), of Zurich Life US and of Threadneedle. In addition, the
Group announced the closure of Zurich Life in the UK and in October
2003 completed the sale of this closed book of business. Furthermore,
the sales of parts of the Group’s operations (excluding non-life corporate
business which will be retained) in France, Belgium and Luxembourg as

well as Indonesia Life, Zurich Capital Markets and the Philippines were
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announced. The Group expects most divestments that have been

announced as of June 30, 2003 to close in the fourth quarter of 2003.

* Balance sheet and capital base management. The Group continued to
strengthen its capital base and de-risk its balance sheet. Total
shareholders’ equity rose to USD 18.3 billion at September 30, 2003 as
compared with USD 16.8 billion at December 31, 2002. Non-life and
reinsurance reserves increased by USD 4.9 billion since December 31,
2002 to USD 34.5 billion. In the third quarter, Centre reserves were
strengthened by an additional USD 354 million resulting in a total
strengthening for the first nine months of 2003 of USD 828 million
before-tax. Just after the close of the third quarter 2003, the Group
successfully raised USD 1.3 billion in subordinated debt, which due to
its long-term structure and subordinated nature will be counted towards
capital by regulators and rating agencies at the year-end. On November
5, 2003, the Group sold 18.08% of the outstanding Baloise share capital,
thereby further de-risking its balance sheet in line with the strategy

announced in September 2002.

Performance by business segment

The analysis of the results by segment for the first three quarters of 2003 is
made against the prior period results before the 2002 special provisions,

unless explicitly stated otherwise.

Non-life Insurance

The Non-life Insurance segment recorded gross written premiums and
policy fees of USD 27.8 billion in the first three quarters of 2003, an
increase of 26% over the same period in the previous year. In local currency
terms, the growth was 18%. Gross written premiums and policy fees in the
three months ended September 30, 2003 are lower than for the three month
periods ending June 30, 2003 and March 31, 2003 reflecting the trend

noted at the half-year 2003 that rate increases are beginning to moderate in
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certain lines, normal seasonality and the impact of divestments throughout

2003.

Premium growth over the prior year was recorded in each of Zurich’s
regions, and was primarily driven by rate increases in our key markets as
well as volume increases at North America Consumer associated with the
quota share treaties entered into with the Farmers P&C Group Companies
on December 31, 2002. The rate increases have, in general, been higher on
Zurich’s corporate and commercial lines of business than its personal lines
of business. Net earned premiums increased by USD 5.0 billion, or 34%, to
USD 20.0 billion as the rate increases on business written in 2002 and early
2003 are earned as income. Insurance benefits and losses increased by 26%
to USD 14.7 billion in the first three quarters of 2003, primarily driven by
the weakening dollar, higher premium volumes and claims inflation. The
combined ratio for the first three quarters ended September 30, 2003
improved by 5.9 percentage points to 98.2% from 104.1% in the same
period of the previous year. Including special provisions 2002, the
combined ratio improvement was 16.6 percentage points. The combined
ratio has also improved a further 0.6 percentage points since June 30, 2003.
The improvement throughout 2003 was primarily due to underwriting and
pricing discipline, coupled with continuous claims improvement, cost
containment and the Global Profit Improvement Program. Business
operating profit increased by 532% to USD 1,510 million as compared
with USD 239 million for the first three quarters of 2002.
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Life Insurance

Gross written premiums, policy fees and insurance deposits in the Life
Insurance segment grew by 9% compared with the first three quarters of the
prior year to USD 15.0 billion at September 30, 2003. In local currency
terms, gross written premiums, policy fees and deposits declined slightly by
3%. Gross written premiums and policy fees increased by 19% to USD 8.6
billion in the first three quarters of 2003, while insurance deposits, which
are not recorded as revenue, declined by 2% to USD 6.4 billion. Decreases
in the North America Consumer business, where Zurich discontinued
writing structured settlements business in December 2002, were offset by
increases in our Continental Europe business. In Continental Europe, the
consolidation of the life insurance operations formerly owned by Deutsche
Bank for the full nine months of 2003 added an incremental USD 817
million to gross written premiums and policy fees (USD 1.9 billion in 2003
and USD 1.1 billion in 2002) and an incremental USD 441 million to
insurance deposits (USD 802 million in 2003 and USD 361 million in
2002). Insurance benefits and losses increased by USD 2.2 billion to USD
8.3 billion in the first three quarters of 2003, primarily due to including a
full nine months results of the life insurance operations acquired from
Deutsche Bank, the modest recovery of stock markets in 2003 leading to
higher benefit expenses, particularly in the UKISA region, and the
weakening of the US dollar. Prior to the divestment of the Zurich Life US
operations, a review of the life business being retained in North America
was performed. This review indicated that USD 100 million of deferred
acquisition costs would no longer be recoverable and were, accordingly,
written off against income. Business operating profit for the Life Insurance
segment increased to USD 591 million for the first three quarters of 2003 as
compared with USD 139 million for the same period of 2002.

Net income for the Life Insurance segment increased from USD 152

million for the first three quarters of 2002 to USD 720 million in 2003,
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largely due to higher investment return and lower underwriting and policy
. : . s
acquisition costs and lower operating expenses resulting from Zurich’s

Global Profit Improvement Program.

Gross new business premiums, measured on an annual premium equivalent
(APE) basis (new annual premiums plus 10% of single premiums),
decreased by 7% in local currency terms when compared with the first three
quarters of 2002 to USD 1.6 billion. This reduction is primarily due to
lower new business volumes in North America Consumer and UKISA.
Value added by new business, after tax, was USD 135 million for the first
three quarters this year, a growth of 45%, or 35% in local currency terms,
over the period, corresponding to an increase in new business profit margin
to 8.7% from 6.1%, due to improvements in both North America

Consumer and Continental Europe.

Farmers Management Services

Management fees and related revenue increased by 5% from USD 1.3
billion to USD 1.4 billion in the Farmers Management Services segment.
This increase primarily resulted from higher premium volumes in the
Farmers P&C Group Companies, which Zurich manages, but does not
own. In the first three quarters of 2003, these premiums were USD 10.5
billion as compared with USD 10.4 billion in the same period of 2002. This
premium growth is largely attributable to rate increases implemented
throughout 2002 and early 2003. As a result of higher management fee
income and related revenue along with improved operating efficiencies, the
Farmers Management Services segment recorded an increase in its operating
margin to 54.9% for the first three quarters of 2003. Business operating
profit grew by 13%, or USD 86 million to USD 772 million in the first

nine months of 2003.

Other Businesses
The Other Businesses segment, comprised of Zurich’s asset management,

Centre, capital markets and banking and reinsurance — run-off operations,
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recorded a net loss of USD 748 million for the first nine months of 2003 as
compared with net income of USD 361 million for the same period of the
previous year. The business operating profit of the Other Businesses
segment declined from a gain of USD 22 million to a loss of USD 958
million for the first three quarters 2003. As announced in Zurich’s half year
reporting, Centre strengthened reserves by USD 474 million as of 30 June
2003, primarily related to certain asset-backed transactions in the leisure,
transportation and healthcare sectors where collateral values have declined,
as well as to the life and health business. In the third quarter, an extensive
review of the balance sheet of Centre was completed. As a result of this
review, reserves were strengthened by an additional USD 354 million,
primarily on the property and casualty book of business, and USD 242
million of asset write-downs and other provisions were recorded. This
brings the total year-to-date strengthening, asset write downs and other

provisions to USD 1,070 million.
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Corporate Center
The Corporate Center segment includes Group holding companies, central
expenses at the headquarters in Zurich, central financing vehicles and

certain businesses (excluding reinsurance) in run-off.

In the first nine months of 2003, Zurich achieved a significant reduction in
the net expenses of its headquarters in Zurich. These expenses declined by
USD 191 million, or 66%, to USD 100 million in the nine months ended
September 30, 2003. This decrease reflects the results of its Global Profit
Improvement Program and improved billing for services performed at the

headquarters in Zurich for the local operating units.

The Corporate Center segment reported a net loss of USD 258 million for
the first three quarters of 2003, an improvement of USD 821 million over
the same period of 2002. Net loss for this segment at the half-year 2003 was
USD 465 million. The improvement since the half-year is primarily
attributable to gains of USD 177 million on the disposal of certain shares
held for investment. Business operating profit for the Corporate Center
segment improved by USD 152 million over the comparable period to a net

loss of USD 444 million from a net loss of USD 596 million.

Investment performance

Net investment income increased by USD 606 million to USD 5.2 billion,
primarily as a result of a higher level of invested assets and a shift towards
debt securities, partially offset by lower yields. Additionally, favorable
foreign currency impacts contributed to Zurich’s investment income. Net
realized and unrealized capital gains and losses included in the operating
statement in the first three quarters of 2003 improved by USD 1.0 billion
to net gains of USD 54 million from net losses of USD 968 million in
2002. This improvement is attributable to the general improvement in the
equity markets in 2003, the gain of USD 177 million on the sale of certain

shares held for investment and significantly reduced net losses on the swap
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and option investment in Béloise shares which were repurchased in the third
quarter of 2003. In November 2003, the Group completed the sale of

nearly all of its holdings in Baloise.

The total return on invested assets, including investment income, realized
and unrealized gains in the operating statement as well as movements in
unrealized gains and losses booked against shareholders’ equity, was USD
5.9 billion. This represents a total return of 3.7% (after excluding
investment expenses of USD 212 million) on average assets for the first
three quarters of 2003, an increase of 2.9 percentage points over the same

period of the previous year.

Balance sheet, reserves and capital base management

Total assets were USD 303.1 billion at September 30, 2003, an increase of
6% compared with USD 285.9 billion at December 31, 2002 and a
decrease of USD 6.7 billion since June 30, 2003. The decline since June 30,
2003 is largely driven by the impact of divestments closed in the third
quarter. Zurich has reduced its exposure to common stock for which it bears
investment risk to 6.4% of the total investment portfolio at September 30,
2003 from 8.3% at December 31, 2002 and is 0.3 points greater than the
6.1% at June 30, 2003. The increase since June 30, 2003 is largely driven

by movements in equity markets.

At September 30, 2003, total insurance reserves, net of reserves ceded to
reinsurers, were USD 145.8 billion. This compares with total net reserves of
USD 138.2 billion at December 31, 2002 and USD 151.5 billion at June
30, 2003. The movements in the US dollar exchange rate against the euro,
British pound and Swiss franc since the year-end and the effects of divested
operations have largely caused this variance. In the third quarter certain
reserves at Centre were reclassified as insurance reserves to better reflect the

nature of the reserves.
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At September 30, 2003, total debt was USD 10.3 billion, a decrease from
USD 11.8 billion at December 31, 2002 and USD 11.1 billion at June 30,
2003. The main reason for this decrease was due to the winding down of
certain capital markets and banking activities resulting in lower borrowings
and the repayment of a USD 300 million bond by Zurich Finance (USA) in
July 2003. On October 2, 2003, the Group issued USD 1.3 billion of
subordinated debt under the Euro Medium Term Note (EMTN) program
which will increase debt in the fourth quarter of 2003. This subordinated
debt, due to its long-term structure and subordinated nature, will be
counted towards capital by regulators and rating agencies at the year-end.
Proceeds raised under the EMTN program were used to support growth
and refinance higher interest rate debt. In October, Farmers Group, Inc.
announced the redemption of all of its outstanding 8.45% Junior
Subordinated Debentures and 8.25% Junior Subordinated Debentures

amounting to a USD 500 million redemption.

Shareholders’” equity was USD 18.3 billion at September 30, 2003 as
compared with USD 16.8 billion at December 31, 2002 and USD 18.7
billion at June 30, 2003. The increase since year-end primarily reflects net
income of USD 1,402 million as well as the result of a net increase in
unrealized gains on investments and translation adjustments due to the
decline of the US dollar against key currencies (the euro, the Swiss franc and
the British pound). The decline since June 30, 2003 is due to declines in the
bond markets resulting in unrealized capital losses on investments as well as
the USD 105 million impact of the nominal value reduction from CHF 10

to CHF 9 per each registered share paid on July 14, 2003.
Note to editors:
See appendix for supplemental information.

There will be a telephone conference with a Q&A session for analysts and

investors at 10:00 AM CET. Media are welcome to listen in. Please dial in
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to register approximately 10 to 15 minutes prior to the start of the

conference.

Dial-in numbers:

* Europe +41 (0) 91 610 56 05
e UK  +44 (0) 207 86641 11
o USA +1(1) 866291 41 66

A presentation as well as further supplemental information will be available

on our Web site www.zurich.com. Please click on the “Media View” button

on the bottom right corner of our homepage.

Zurich Financial Services is an insurance-based financial services provider with an
international network that focuses its activities on its key markets of North
America, the United Kingdom and Continental Europe. Founded in 1872, Zurich
is headquartered in Zurich, Switzerland. It has offices in more than 50 countries

and employs about 64,000 people.

For further information please contact:

Zurich Financial Services, Media and Public Relations
8022 Zurich, Switzerland

Phone +41 (0)1 625 21 00, Fax +41 (0)1 625 26 41
http://www.zurich.com

SWX Swiss Exchange/virt-x: ZURN
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